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Abstract

This study examines the complex relationships between monetary policy, corruption, and financial
development in Nigeria, with a specific focus on four key dimensions: financial access, depth,
efficiency, and stability. Despite various reform efforts, Nigeria's financial development remains
hindered by persistent macroeconomic instability and widespread institutional corruption, which
distort the transmission mechanisms of monetary policy and impede sustainable economic growth.
The study is grounded in the Monetary Transmission Mechanism Theory and complemented by the
New Keynesian Theory, Institutional Theory, and the Endogenous Growth Theoryy This study
employed the ex post facto research design. It utilised secondary time-series data spamnifg.from 2013
to 2023, sourced from the Central Bank of Nigeria (CBN), the National Bureau ¢f*Statistics (NBS),
the World Bank's Global Financial Development Database, and Transpéreney’ International's
Corruption Perceptions Index. Analytical techniques include descriptive gtatiSties, Ordinary Least
Squares (OLS) regression, and Granger causality tests, complemented™by “\diagnostic checks for
heteroscedasticity, autocorrelation, and normality, to analyse relationghipssbetween variables using E-
VIEW software. The results from the findings show that monetary policy has a significant influence
on financial access, with the model explaining substantial variatign (R? = 0.9841, Adj R? = 0.9618, F
=44.134, p < 0.05). Similarly, monetary policy plays a key felelin financial depth (R = 0.960, R? =
0.960, Adj R? =0.940, F = 47.624, p < 0.05) and financialgefficiency (R = 0.8293, R* = 0.8293, Adj
R? = 0.6586, F = 4.859, p < 0.05). Corruption significantly affects financial access (R? = 0.939, Adj
R2=10.927, F = 77.493, p < 0.05) and efficiency (R2=0%60, Adj R* = 0.814, F = 18.469, p < 0.05),
but its impact on financial depth is negligible (R2=0.209, Adj R* = 0.051, F = 1.322, p > 0.05). The
exchange rate, as a control variable, also significantly influences financial development (R* = 0.872,
Adj R?=0.668, F = 5.275, p < 0.05). GrangérQausality tests reveal that financial development causes
corruption (F = 13.777, p = 0.0037) andrmotiey supply affects inflation (F = 4.133, p = 0.065) and
corruption (F = 7.824, p = 0.016). TheSe r€sults emphasise the dynamic interplay between monetary
policy, corruption, and exchange, rate/stability in shaping financial development outcomes. The
study's findings conclude that@monetary policy, corruption, and exchange rate dynamics have a
significant impact on finarfeijaldevelopment in Nigeria. Monetary policy affects access, depth, and
efficiency, while exchangg rate fluctuations influence financial stability. Corruption hampers access
and efficiency but Jag wmunimal effect on depth. The study emphasises the importance of robust
governance and, tatgeted policies in promoting sustainable financial development. Based on the
findings, it is re€0mmended that Nigerian policymakers should tailor monetary policies to improve
financial acggss) depth, and stability while prioritising anti-corruption efforts, especially within
financialNinstifutions. The Central Bank should monitor inflation and exchange rates to ensure
stability. EXChange rate management should be incorporated into monetary policy to foster growth
alongside ongoing institutional reforms to reduce corruption and support financial development.

Keywords: Monetary Policy, Corruption, Financial Development, Financial Access, Depth

Word Count: 495
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Chapter One

Introduction
1.1 Background to the Study
The global financial landscape has experienced a significant transformation in the past few years,
featuring a nuanced shift away from purely free market systems toward more hybrid regulated
frameworks, especially following the pandemic-induced reforms seen in emer il@gnomies (e.g.,
Argentina, South Africa, Nigeria)!. In the Nigerian context, the e oig environment is
increasingly liberalized, with critical sectors such as foreign exchan @, and financial services
operating more openly within an open market frame%der President Tinubu’s
administration, key reforms like the removal of fuel subsidies‘and the liberalization of the foreign-
exchange regime have narrowed the gap between of@nd parallel exchange rates, contributing
to a more market-oriented economy (Financia{@{b, 2025a; Reuters, 2025). Additionally, efforts
to automate FX trading and improve tran& cy in currency markets signal a substantive opening

of previously controlled domains. Itaneously, corporate reforms embodied in the Companies

and Allied Matters Act (CA 20) were aimed at streamlining business incorporation and
boost private-sector a@ These developments reflect a broader shift in Nigeria toward

liberalisation and< m:\%‘[

governance. ;@lansition has been driven by extraordinary events and challenges, including the

penness, mirroring global trends toward a more flexible economic

COVID49 ;jpandemic, geopolitical tensions such as the Russia-Ukraine conflict, and emerging
market vulnerabilities that have fundamentally altered the dynamics of global financial systems
and monetary policy implementation'. The post-pandemic era has introduced new complexities to
financial development and monetary policy management, with central banks worldwide navigating

the challenging terrain of maintaining financial stability while supporting economic recovery. The



pandemic has accelerated the need for innovative monetary policy approaches and enhanced
financial sector resilience, particularly impacting developing economies like Nigeria?. These
global challenges have created ripple effects throughout the financial vvvvvvvv3

V3bsystems of developing nations, necessitating more sophisticated approaches to monetary

Qd%ﬁcult for

The interconnected nature of global financial markets has made it increasiEi

policy and financial development strategies.

emerging economies to isolate themselves from external shocks. These international linkages have
complicated monetary policy implementation, particularly in developi@tﬂes struggling with
institutional weaknesses and corruption challenges®. The traditional approaches to monetary policy
and financial development have proven insufficient in ng these complex challenges,
leading to a fundamental rethinking of financial sg%%velopment strategies and regulatory
frameworks. ’b

Nigeria's financial development trajecto §been characterised by periods of progress
interspersed with significant challe{@}\ evolving from basic banking services to a more
sophisticated system encompasi\nk%rious financial institutions and markets. However, recent
studies indicate that this\%%pment has been uneven and constrained by multiple factors.
Throughout 2022, itancial sector's growth remained subdued, affected by escalating energy
prices, tightens%ex ernal financial conditions, persistent security challenges, and infrastructure
deficits_ha ’Qng financial service delivery*. Recent economic data from the National Bureau of
Statistics (NBS) indicate that Nigeria’s real Gross Domestic Product (GDP) grew by ¥229.9
trillion in 2023, representing an annual growth rate of 2.74%. In 2024, the economy expanded
further to N¥237.7 trillion, with a full-year growth rate of 3.40% and a notable 3.84% in the fourth

quarter alone, marking the fastest quarterly growth in over three years. Despite these gains,



projections for subsequent years remain varied: the Central Bank of Nigeria (CBN) projects a
growth rate of 3.24%, the Federal Government anticipates a more optimistic 4.20%, while the
International Monetary Fund (IMF) initially forecasted 2.70%, later revising its 2025 estimate to
3.40% in light of recent macroeconomic reforms. By combining actual outcomes with forward-
looking projections, the data provides a clearer context for evaluating Nigeria’s economic
trajectory. These divergent projections highlight the complexity of Nigeria's ﬁna@elopment
landscape and the challenges in achieving consistent growth®, (/

The Nigerian financial sector's development has been particularl @(xced by the interplay
between monetary policy effectiveness and institutional qualit éffectiveness of monetary
policy instruments has been compromised by weak i gal frameworks and endemic
corruption®. This interaction has created a complex e Vh&:nt where traditional monetary policy
tools often fail to achieve their intended object'ves,’@§ssitaﬁng a more nuanced understanding of
the relationship between policy implementati*hld institutional constraints.

.

Financial development encompasses @e dimensions that collectively determine the sector's
effectiveness and contribution‘% omic growth. The World Bank's Financial Development
Database employs a soph{%&d 4x2 framework that provides a comprehensive measurement
approach across b ﬁ@scial institutions and markets’. Financial depth as a critical dimension,
encompassing @ge(capitalisation relative to GDP, private sector credit expansion, and financial
instru ent@ersityS. The importance of financial depth lies in its ability to enhance monetary
policy transmission mechanisms, facilitate efficient capital formation, and reduce corruption
opportunities through increased transparency. This multidimensional approach to financial

development has become increasingly important as financial systems become more complex and

interconnected.



The concept of financial access has gained particular prominence in the past decade as a result of
its significance in promoting inclusive growth through improved geographic penetration of
financial services, enhanced demographic reach of banking services, and increased digital financial
service adoption®. Their research demonstrates how improved access contributes to reduced
income inequality, enhanced economic participation, and improved monetary policy effectiveness.
The digital transformation of financial services has created new opportunities for %\g access
while simultaneously introducing new challenges for regulatory oversight and ‘corrfiption control.
Financial efficiency has emerged as a critical factor in determining ’%&rall effectiveness of
financial development initiatives®’. Their research demonstra @@erational efficiency in
financial systems contributes to economic developmen Qh reduced transaction costs,
improved resource allocation, and enhanced mo ta;b licy transmission. The adoption of
technological innovations has played a crucial ro improving efficiency, though the benefits
have often been undermined by corruption a Xak institutional frameworks.

.
The stability dimension of financial @pment has become increasingly critical in the face of
global economic uncertainties®s 'E@ esearch highlights how system-wide resilience, maintained
through adequate capital m@ obust asset quality indicators, and effective liquidity management,
contributes to e @olicy credibility, reduced systemic risks, and improved investor
confidence. T@: lenge of maintaining financial stability has become more complex in
environm ere corruption threatens the integrity of financial institutions and markets.
The theoretical underpinnings of monetary policy's relationship with financial development have
evolved significantly over the last few years. Understanding monetary policy transmission

mechanisms in environments characterized by high levels of corruption is crucial for evaluating

how effectively policy decisions influence financial development and economic stability,



especially when institutional weaknesses may distort intended outcomes’. Their research
emphasizes how traditional monetary policy channels may be distorted or weakened in the
presence of significant institutional weaknesses, necessitating new approaches to policy
implementation and evaluation.
The role of interest rates in financial development has received renewed attention lately. Interest
rate policies influence financial development through direct impacts on credit CQ investment
decisions, and savings behaviour'?. Their research demonstrates how the eff: t@ess of interest
rate transmission mechanisms can be compromised by corrupti@n weak institutional
frameworks, particularly in developing economies like Nigeria. %
Money supply management has emerged as a critical Qﬁ in the context of financial
development. The complexities of monetary contr: mb pt environments, highlighting how
traditional approaches to liquidity management Lafb‘ nd credit creation may be undermined by
institutional weaknesses!'?. This research em %zes the need for more sophisticated approaches to
.
monetary policy implementation tha’gﬁ%unt for the presence of corruption and institutional
constraints. ° \A%
Inflation is a crucial dete 1%01‘ a nation's financial development, significantly influenced by
both monetary an f@neasures. It remains a fundamental factor shaping a country’s financial
strength and ec@mlc growth!!. Price stability is vital for financial development, as fluctuations in
inflatio c&niﬁcantly affect financial planning, influence investment decisions, and undermine
overall market efficiency. Consequently, effective inflation management is imperative for
sustaining financial growth and ensuring stable economic development'!. Their research

demonstrates how corruption can exacerbate inflationary pressures and complicate monetary



policy implementation, particularly in developing economies struggling with institutional
weaknesses.

However, to achieve robust financial development in any nation, the efficacy of control measures
is highly contingent upon the minimization of corruption across all sectors and systems within the
country. Financial corruption, therefore, stands as a substantial barrier to financial development.
Corruption undermines financial development through various mechanism Q%ﬁng the
misallocation of resources, elevated transaction costs, decreased market efficiency;”and erosion of
investor confidence!?. The entrenched presence of corruption in many oping economies poses
significant challenges for the effective implementation of m@cta olicy, thereby hindering
sustainable financial growth.

Furthermore, the relationship between corruption a ectlveness of policy implementation
has garnered heightened scholarly interest in rece es. For instance, a study investigates how
corruption impedes policy 1mplementat10n Xmlnlshlng transmission efficiency, distorting the
mechanisms of interest rate adjustmq{G)\nd undermining inflation management efforts!2. Their
findings underscore the critical’@ﬁr robust anti-corruption measures as an integral component
of broader strategies aime&@ tering financial development and stability.

Additionally, to %g the challenges posed by corruption and inflation, exchange rate
dynamics hav% ged as a significant determinant in the analysis of monetary policy and
ﬁnanc1\/ pment'®. Fluctuations in exchange rates significantly impact international trade,

capital inflows, and the overall stability of the external sector!’. Thus, corruption further
complicates exchange rate management, undermining the effectiveness of financial policies'®. This
is particularly evident in economies with substantial dependence on international trade and foreign

investment, where the volatility of exchange rates can exacerbate financial instability and hinder



market development. Thus, incorporating exchange rate considerations into monetary policy
frameworks is critical for achieving sustainable financial growth and mitigating the adverse effects
of corruption on financial markets. While the challenges of maintaining exchange rate stability are
particularly pronounced in environments characterized by high levels of corruption and weak
institutional frameworks, these factors exacerbate the difficulty of implementing effective

{ but also

monetary policy'*. The presence of corruption not only distorts exchange rate me %m

undermines the credibility of financial institutions, leading to increased valatility and reduced

investor confidence. Consequently, addressing these institutional @ esses is crucial for
stabilizing exchange rates and fostering sustainable financial dev p ent.

Despite extensive research on the individual components (@a cial development, there remain
significant gaps in understanding the interplay et% macroeconomic variables, such as
corruption and inflation, and their combined effe financial development. Existing literature
often overlooks the complex, interactive effects of monetary policy, corruption, and financial
development in developing countrie %ﬁﬁaﬂy Nigeria, where institutional weaknesses and
corruption are prevalent. This s@%ms to fill this gap by examining how corruption influences
the effectiveness of monb@%licy and its impact on financial development in Nigeria. This
study is especially %Ven the evolving nature of global financial markets and the urgent need
for robust ﬁnat@l systems in developing economies like Nigeria.

1.2 Sta@%f the Problem

Financial development is an essential pillar of economic growth, as it creates an environment in
which financial institutions and markets function efficiently. Ideally, a robust financial sector

mobilizes savings, manages risks, and promotes efficient capital allocation, fostering an economic

landscape that supports growth, reduces poverty, and encourages entrepreneurial innovation®.



Effective monetary policy plays a crucial role in achieving this environment. Central banks use
various tools such as interest rates, money supply, and inflation control to stabilize the economy,
creating a predictable economic climate that supports investment and trade'?. In an ideal setting,
monetary policy would interact seamlessly with a transparent and accountable financial sector to

support sustainable economic development by improving financial depth, access, eTncy, and

stability's. Q

In the context of Nigeria, however, this ideal is far from reality. Financial @men‘[ remains
significantly constrained due to multiple macroeconomic and structur@lxs, including volatile
inflation rates, currency instability, and rising security challenges’. These factors limit the Central
Bank of Nigeria’s (CBN) ability to implement effective mo policies. Despite various policy
interventions designed to enhance economic stabili aﬁ@wth, financial institutions in Nigeria
continue to face challenges in mobilizing fun ocating capital efficiently, and ensuring
financial stability'®!”. Financial depth and >§s, critical components of financial development,

Y

are particularly limited in Nigeria due @ese macroeconomic adversities, with a large portion of
the population still underserved @gﬁal financial institutions’.

Compounding these mac@&)mic challenges is the pervasive issue of corruption, which
significantly unde @e efficacy of monetary policy in Nigeria. Corruption distorts financial
systems, often61 g to inefficiencies that compromise the core objectives of monetary policy.
Corrupi{/ in financial institutions manifests in various forms, including favouritism in loan
approvals, embezzlement of public funds, and the misallocation of resources based on bribery
rather than merit’. These corrupt practices contribute to a lack of transparency and accountability

within the financial sector, reducing the productivity of investments and hindering the sector’s role

in economic growth!8. For example, studies indicate that corruption leads to poor governance,



weakens institutional effectiveness, and creates significant barriers to foreign and domestic
investment. When resources are diverted away from productive uses, financial development suffers,
as the sector’s ability to mobilize and allocate savings effectively is compromised'®.

3

Financial development in Nigeria has been more of a “yo-yo” than a consistent trend, with
progress made only to be reversed by inflation, policy reversals, and corrupt practices.
On the issue of corruption, for instance. Imagine trying to fill up a car with fu Ql\y'o find a
small hole at the bottom of the tank that leaks as fast as you pump the fuel. No ter how much
fuel you add, the tank never fills up. This scenario mirrors how %OH erodes financial
development in Nigeria. Billions of naira are allocated to fin. cia%d economic development
initiatives, but the misallocation and mismanagement of ths due to corruption act as that
“leaky hole,” constantly draining resources and unde @he effectiveness of monetary policies.
Think of the monetary policy as a thermostat in a . Ideally, the Central Bank should be able
to adjust it to keep the economy comfortabl ﬁer too hot nor too cold. However, in Nigeria’s
2
case, it is as though someone keeps t@ the thermostat up and down at random intervals, with
the economy oscillating betwee eated inflation and under-stimulated growth. Factors such
as corruption exacerbate\@ fluctuations, making it difficult to achieve a stable financial
environment. That )\ as monetary policy aims to create a favourable economic climate and
strong financia eropment, corruption often neutralizes these efforts, making Nigeria stuck in a
cycle o p@)rogress and persistent setbacks.
A significant body of literature has explored the relationship between monetary policy and
economic growth. However, the majority of these studies have not examined how corruption

interacts with monetary policy to impact financial development specifically!'®2°, Most research

focuses on the direct relationship between monetary policy and economic growth, often omitting a



detailed analysis of the role of financial development as a distinct variable?'?2. For instance, a
study examined monetary policy's effect on economic stability in Nigeria, but did not address how
financial depth, access, stability, and efficiency respond to these policies under conditions of high
corruption. This oversight creates a gap in the literature, as understanding these dynamics is
essential for crafting policies that support financial development in challenging enviro&ments like
Nigeria’s. Q

Although Nigeria has recently moved toward exchange rate unification t@/e parity and
reduce market distortions, the historical volatility of the exchang@e has had significant
implications for financial development. Fluctuations in e 2@ rates have traditionally
influenced inflationary trends, investor confidence, and the @) external trade, thereby affecting
financial access and stability (Central Bank of Ni n@N], 2023; Borio & Disyatat, 2020).
Understanding these dynamics remains criti% sessing the broader context of Nigeria's
financial development.'”?3. For instance, 'Ra’s dependence on oil exports makes it highly

.

susceptible to exchange rate shocks, @b can destabilize financial markets and complicate the

central bank’s policy objectives. D&%e its significance, exchange rate volatility is often treated as

N\
an isolated issue, rather %gan integral factor influencing financial development alongside
monetary policy a \ tion?*. Limited research has examined how exchange rate fluctuations,
monetary policyy,and corruption interact to impact financial development in Nigeria?>. This gap is
critical as@ssing exchange rate volatility can help create a more stable financial environment
that supports sustainable growth.

Given these complexities, this study aims to bridge the identified gaps by providing a

comprehensive analysis of the interplay between monetary policy, corruption, and financial

development in Nigeria, with particular emphasis on financial depth, access, stability, and

10



efficiency. Unlike previous studies, which largely focus on the relationship between monetary
policy and economic growth, this research will examine how corruption modifies the outcomes of
monetary policy measures within Nigeria’s financial sector. By exploring this relationship, the
study will highlight how corruption impedes financial development and offer insights into how
targeted policies can mitigate these adverse effects.

This study also intends to address the overlooked role of exchange rate volati @1 control
variable, acknowledging its pervasive influence on financial develo rr@t/ xchange rate
fluctuations are a crucial component of Nigeria’s economic enviror@fgshaping the broader

financial landscape in ways that directly impact financial ac@ciency, and stability. By
i

incorporating exchange rate volatility into the analysi study will provide a more

comprehensive understanding of the unique challengq‘s f@% financial development in Nigeria.

1.3 Aim and Objectives of the Study ’b

The aim of this study is to investigate the %émry policy, corruption and financial development
in Nigeria. The specific objectives we :
1. assess the influence of m@ policy on financial development in Nigeria
il.  examine the inﬂue\é&orruption level on financial development in Nigeria
iii.  explore th '@relaﬁonship among monetary policy, corruption level, and financial
develo;@lt in Nigeria.
iv. @fgte the role of exchange rate as a control variable in the relationship between
monetary policy, corruption, and financial development in Nigeria
1.4 Research Questions
i.  How does monetary policy influence financial development in Nigeria?

ii.  How does the corruption level affect financial development in Nigeria?

11



iii. ~ What are the causal relationships among monetary policy, corruption level, and financial
development in Nigeria?

iv.  What is the role of the exchange rate as a control variable in the relationship between
monetary policy, corruption, and financial development in Nigeria?

1.5 Hypotheses \
Hol: There is no significant relationship between monetary policy and ﬁnanci@elopment in

Nigeria. < )
Ho2: Corruption level has no significant effect on financial developmen@eria.
Ho3: There are no causal relationships among monetary poli@: ption level, and financial

development in Nigeria. Q

Ho4: Exchange rate does not play a significant role as,a ol variable in the relationship between

monetary policy, corruption, and financial dev@ in Nigeria

1.6 Significance of the Study . \
The study's insights into the effecti\@ of monetary policy and the impact of corruption on

financial development will proﬂz@nvaluable guidance to policymakers and government officials
in Nigeria. By understa@%ese dynamics, policymakers can design and implement more
targeted and effe @cies aimed at promoting economic stability, reducing corruption, and
fostering the g@h of the financial sector.

Centra%@ﬁcials and financial regulators will benefit from the study's findings regarding the
intricate relationships between monetary policy, corruption, and financial development. This
knowledge can assist them in refining monetary policy strategies and implementing regulatory
measures to enhance the stability and efficiency of Nigeria's financial system, ultimately

contributing to overall economic growth and stability.

12



Financial institutions operating in Nigeria will gain valuable insights into how monetary policy
decisions and corruption levels affect financial development. This understanding will inform their
strategic decision-making processes, risk management practices, and business operations, enabling
them to navigate the economic environment more effectively and contribute to the country's
financial sector growth.
Investors and businesses in Nigeria will benefit from the study's insights i @country’s
economic landscape, particularly regarding the impact of monetary policy, and”corruption on
financial markets and investment opportunities. Armed with this @edge, investors and
businesses can make more informed decisions regarding capita llcr%u)n, risk management, and
business operations, ultimately contributing to economic grc@ development.
The academic community, including researchers, sc lafb d students in economics, finance, and
public policy, will find value in the study's coﬁf@ ion to academic knowledge. The study's
theoretical frameworks, empirical findings, }policy recommendations will serve as valuable
.
resources for further research and @ry inquiry into related topics, fostering intellectual
discourse and advancing the m\ nding of the complex interplay between monetary policy,
corruption, and financial d@%nent.
Civil society or a@ns and advocacy groups focused on promoting transparency,
accountability,@l ood governance in Nigeria will benefit from the study's insights into the role
of co pt@% hindering financial development. This knowledge can support their advocacy
efforts aimed at combating corruption and promoting financial development, ultimately

contributing to a more transparent and accountable governance framework in the country.
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1.7 Scope of the Study

The scope of this study is multifaceted, with a primary focus on Nigeria as the geographical area of
analysis. Nigeria, as one of the largest economies in Africa, presents a compelling backdrop for
examining the intricate dynamics between monetary policy, financial development, corruption, and
exchange rates within the region.

In terms of the data frame, the study encompasses a comprehensive analysis sparr%‘g%e eleven
years from 2013 to 2023. This timeframe is chosen to capture recent trends @elopmems in
Nigeria's economy. Within this data frame, the study considers a ra ’g( variables related to
monetary policy attributes and financial development metrics. Mo% policy attributes such as
policy interest rates, money supply, and inflation rates are to assess their impact on the
financial sector's performance and overall economic stQLity. Similarly, financial development
metrics including depth, access, efficiency, and stapi re examined to evaluate the effectiveness
of Nigeria's financial institutions and markets\'Qacilitating economic growth and development.
Furthermore, the study investigates th@m f corruption on the financial development beyond
only monetary policy. Corrupti&%vels are assessed as a key variable to understand how
institutional integrity in@ the transmission mechanisms of monetary policy and the
functioning of ﬁnan,c@rkets in Nigeria. By exploring this aspect, the study aims to shed light
on the compl gﬁelplay between governance, corruption, and economic outcomes. Finally,
exchange r@%re considered as a control variable in the study to account for external factors that
may infﬁﬂce monetary policy and financial development in Nigeria.

1.8 Limitation of the Study

Conducting the thesis on "Monetary Policy, Corruption, and Financial Development in Nigeria"
faced challenges overcome through strategic solutions. Data access issues from sources like the
Central Bank of Nigeria and others, marked by delays and incomplete datasets within 2013-2023,
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were tackled by cross-verifying available data and using interpolation. Resource constraints,
limiting funds and tools beyond E-VIEWS, were addressed by optimizing software use and
tapping free resources. Time pressures from a fixed timeline were managed by prioritizing key

tasks and streamlining analysis, including diagnostic tests. These efforts balanced ambition with

1.9 Operationalisation of the Variables Q
This study aims to investigate monetary policy, corruption, and financial development in Nigeria,

focusing on their interplay and the moderating effect of the excha\'@a . The variables are

operationalized as follows: 0%

Dependent Variables (Financial Development Metrics): Q

practicality, ensuring robust findings despite obstacles.

The study examines four key dimensions of ﬁnanc:'ab%%opment:
o Measurement Indicators: ’\g
Broad money supply to GDP ratio DP).

Indicates the overall size and %)f the financial sector in relation to economic activity.

1. Financial Depth (FD):

2. Financial Access (FA)Q

o Measurement (J/@;s:

Deposit acc@s per capita.

Perc nt%fg the adult population with access to formal financial services (e.g., bank accounts).
3. Financial Efficiency (FE):
o Measurement Indicators:

Cost-to-income ratio, which measures the operational efficiency of financial institutions.

15



Interest rate spread, reflecting the difference between borrowing (lending) and savings (deposit)
rates.

Financial Stability (FS):

Measurement Indicators:

Capital adequacy ratio (CAR), assessing financial institutions' solvency.

Non-performing loan (NPL) ratio, measuring credit quality and risk within the ff® system.

Independent Variables (Monetary Policy Indices and Corruption): &<

1. Policy Interest Rate (INT): Q

o Central Bank of Nigeria's (CBN) benchmark interest rate,@%nﬂuences credit demand,
inflation, and economic activity. Q

2. Money Supply (MS): (bQ

o Total monetary assets in circulation, in ludﬁé hysical currency and demand deposits,
indicating monetary policy's expansiona&kontractionary stance.

3. Inflation Rate (INF): \C;\\'

o Rate of increase in the gener, i€e level over a specific period, reflecting monetary stability
and purchasing power. QQ

4. Corruption Le E@T):

o Measured byrindiCes such as Transparency International's Corruption Perception Index (CPI).

o Inte pl%’an: A lower CPI score signifies higher perceived corruption, which may impact
financial development through inefficiencies or loss of trust.

Control Variable:

1. Exchange Rate (EX):
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o The Naira’s exchange rate against the U.S. Dollar (USD), representing the external value of
Nigeria's currency.
o Assessed for its role in influencing the relationship between monetary policy, corruption, and
financial development, reflecting macroeconomic stability.
Alignment with Study Objectives:
Objective 1: The independent monetary policy variables (INT, MS, and @inked to
financial development metrics (FD, FA, FE, FS) to assess their influence. (/
2. Objective 2: Corruption level (CRPT) is analyzed for its impac@&wncial development
metrics.
3. Objective 3: The causal relationships among monetary 9corruption level, and financial
development are explored using appropriate econ et&%odels.
4. Objective 4: Exchange rate (EX) is inc% as a control variable to understand its
moderating effect on the primary relations E‘
1.10 Operational Definition of the T{é\'
Monetary Policy: Monetary po Q%fers to the deliberate actions undertaken by the central bank

or monetary authority of @y to regulate and control the supply of money, interest rates, and

credit conditions it’@?nomy These actions are aimed at achieving specific macroeconomic

objectives suct@p

Financial éQopment: Financial development refers to the process of improving the efficiency,

ce stability, full employment, and sustainable economic growth.

depth, accessibility, and stability of financial systems within an economy. This includes the

development of financial institutions, markets, instruments, and regulations that facilitate the

mobilization and allocation of savings, the provision of credit, and the management of risks.
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Corruption Level: Corruption level refers to the extent or degree of corrupt practices prevalent
within a country's public and private sectors. It encompasses various forms of abuse of power,
bribery, fraud, embezzlement, and nepotism that undermine the integrity of institutions and distort
economic activities. Corruption levels are typically measured using quantitative indicators such as
corruption perception indices or qualitative assessments based on expert surveys.

Exchange Rate: The exchange rate refers to the price of one currency in terms of Qﬁe‘currency.
It represents the rate at which one currency can be exchanged for another in the f6feign exchange
market. Exchange rates play a crucial role in facilitating intemati@%de and investment,
determining the relative value of currencies, and influencing a @1 balance of payments and
external competitiveness. Q

Depth of Financial System: Depth of financial sys %%s to the size and volume of financial
intermediaries and markets within an econonKy.Q typically measured by the total assets of

R

financial institutions, the value of outstandi%g}ans and deposits, and the market capitalization of
stock exchanges and bond markets. A r

inancial system indicates a higher level of financial
intermediation and a greater ab'r]jﬁk%ﬁobilize and allocate savings for productive investment.
Access to Financial Sa@ : Access to financial services refers to the ease with which

individuals and blﬁ}@’can obtain and utilize financial products and services. It encompasses
e

factors such a vailability of banking branches and ATMs, the range of financial products
offered a\@ affordability of financial services. Access to financial services is often measured
by indicators such as the percentage of adults with bank accounts, the number of bank branches per
capita, and the proportion of the population with access to credit.

Efficiency of Financial System: Efficiency of a financial system refers to the ability of financial

institutions and markets to allocate resources effectively and to process transactions at low cost. It
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is measured by factors such as the ratio of operating expenses to total assets for financial
institutions, the speed and accuracy of transaction processing, and the level of technological
adoption in the financial sector. A more efficient financial system reduces transaction costs,
enhances liquidity, and promotes economic growth.

Stability of Financial System: Stability of financial system refers to the resilience of financial
institutions and markets to withstand economic shocks and disruptions. It 'Q&ured by
indicators such as capital adequacy ratios, non-performing loan ratios, and measfifes of systemic
risk such as the volatility of asset prices and the correlation between ﬁr@‘institutions. A stable
financial system is characterized by robust risk management %c‘u s, adequate capital buffers,
and effective regulatory oversight. Q

Corruption Perception Index (CPI): The Corru iqub%ception Index (CPI) is a composite
index published annually by Transparency Interna , which ranks countries based on perceived
levels of public sector corruption. It is de %@1 from expert assessments and opinion surveys

.
conducted among businesspeople, aca{(%%, and other professionals. The CPI scores countries on

a scale from 0 to 100, with h@cores indicating lower levels of perceived corruption and

greater transparency and a@bility in public institutions.
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Chapter Two
Literature Review

2.1 Conceptual Review

2.1.1 Financial Development

The World Bank defines the financial sector as a network of interrelated and interdependent roles
fulfilled by financial institutions and markets, where financial instruments are desi and traded.
These institutions and markets operate under a legal and regulatory frameVst/ ecific to each
economy. The financial sector performs several critical functions: mob@and pooling savings,
generating information about potential investments, allocating ¢ ita%wciently, facilitating trade,
diversifying and managing risks, monitoring investments @ s through effective corporate
governance, and easing the exchange of financial §V8%ties. Financial development, on the

other hand, encompasses a wide range of elemenfb cluding banking systems, stock and bond

markets, regulatory frameworks, and the %&aaility of financial services to individuals and
ve

businesses. Financial development is \ when the financial sector executes their functions

efficiently and effectively, enha@&ne efficiency with which resources are allocated, promoting

savings and investment, aa@tating the management of risk in the process.

Thus, financial s@?@elopment is concerned with overcoming the “costs” incurred in the
financial systeéThat is, it involves the process of reducing costs associated with the financial
system f% economy such as the costs of acquiring information, enforcing contracts, and
executing transactions that results into the emergence of financial contracts, intermediaries, and
markets. It also entails the different types and combinations of information, transaction, and
enforcement costs in conjunction with different regulatory, legal and tax systems which has led to

distinct forms of contracts, intermediaries and markets across countries in different times?.
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Financial developments as factors, policies, and institutions that lead to effective financial
intermediation and markets, and deep and broad access to capital and financial services®. This
entails 18 institutional and business environments, financial intermediaries and markets that
provide basic support for a financial system. This results in efficient risk diversification and capital
allocation and outputs of the financial intermediation process, such as availability of and access to

%ure, size,

capital. These factors, policies and institutions depend on a facilitating environme:Q

regulations and enforcement which when absent results in financial develo@ at cannot be

well implemented, improved or sustained>*. 6\

A solid and well-functioning financial sector is a powerful en@%conomic growth. Since it
generates domestic savings, which in turn lead to produc@investments in local businesses®.
Furthermore, effective banks can channel intemati@%ams of private remittances. A large
body of evidence suggests that financial s@%velopmem plays a huge role in financial
development®8. It promotes economic,@l through capital accumulation and technological
progress by increasing the savings @&gg\nobﬂizing and pooling savings, producing information
about investment, facilitating &%couraging the inflows of foreign capital, as well as optimizing

the allocation of capital’-’ NLiterature also shows that countries with better developed financial

systems tend to gr<w® over long periods of time!'?.

Historically, cial development has been closely linked with financial development.
Econom ike Joseph Schumpeter and Robert Solow have argued that a well-developed financial
sector can spur economic growth by providing the capital needed for innovation and investment.
Financial markets mobilize savings from diverse sources and allocate them to productive

investments, thus driving economic expansion'?. Furthermore, a sophisticated financial system can
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reduce transaction costs, improve information dissemination, and enhance risk management, all of

which contribute to a more efficient and resilient economy.

A crucial aspect of financial development is the evolution of financial institutions®. These include
banks, insurance companies, mutual funds, and pension funds, among others. Banks play a central
role by providing loans and credit, which support business operations and expansio%ver time,
non-bank financial institutions have also become significant, offering Variou@ces such as

investment opportunities and insurance, which further diversify ﬁnanc&ga\(ets and provide

more options for managing financial risks'3. @

Another key component of financial development is the regu @nd legal framework governing
financial activities. Effective regulation helps prevent ﬁn@a crises by ensuring that institutions
operate in a sound and prudent manner'3. It also pro&onsumers and investors from fraud and
malpractice. In recent decades, many countr\@we undertaken extensive financial reforms to
enhance the stability and efficiency of @nancial systems, including the implementation of

international standards and practic Q&

In addition to institutiona%@ket developments, financial inclusion has become a major focus
in financial develop\\a'\efforts. Financial inclusion refers to ensuring that individuals and
businesses, particu those in underserved or marginalized communities, have access to useful
and afford@!nancial products and services'4. This includes access to banking, credit, insurance,
and pa}kﬁt systems. Improving financial inclusion can help reduce poverty, enhance economic

opportunities, and promote equitable growth.

The rise of financial technology, or fintech, has also significantly impacted financial development.

Innovations such as digital banking, mobile payment systems, and blockchain technology are
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transforming how financial services are delivered and consumed'*. These advancements are
making financial services more accessible, efficient, and cost-effective, especially in developing

countries where traditional banking infrastructure may be lacking.

Financial development is a multifaceted process that involves the growth and improvement of
financial institutions, markets, and regulatory frameworks. It plays a vital role in ecor@c growth
and stability by enhancing resource allocation, promoting savings and investme@ facilitating

risk management'>. As financial systems continue to evolve, ongoing refo&gﬁinnovaﬁons will

be crucial in addressing emerging challenges and opportunities in th economy.

Nigeria, Africa's economic giant, has a fascinating story o@ when it comes to financial

development. While the country boasts a diverse ﬁnancia]QQte with banks, insurance companies,
and a stock exchange, it's a tale of both progress @(Qurdles. On the bright side, Nigeria has
witnessed a rise in formal financial institut@nd a growing number of citizens with bank
accounts, thanks in part to mobile mé@itiativesw. The Central Bank's reforms have also

bolstered the financial sector's stab'%\

However, the road ahead%%\hout its bumps. A large portion of the population, especially in
rural areas, remain&@ed, lacking easy access to affordable financial services. The extensive
informal secto ghe? complicates matters, limiting financial inclusion efforts!’. Corruption also
throws sa%%the gears of progress, discouraging investment and hindering a smooth flow of
resources.  Weak infrastructure, like limited electricity and internet access, acts as another

roadblock, especially for the adoption of financial technologies.

Despite these challenges, Nigeria's financial sector is on an upward trajectory. The increasing use

of mobile money and the potential of Fintech solutions offer rays of hope for reaching the
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unbanked population. Government policies that promote savings, attract investment, and tackle
corruption are crucial for building a robust and efficient financial system. Nigeria's financial
development is a work in progress. By addressing the existing challenges and embracing the
opportunities presented by Fintech, the country can unlock its full financial potential and pave the

way for sustainable economic growth.

3
To measure financial development, the World Bank's Financial Development D@e employs a
comprehensive 4x2 framework. This framework evaluates four key diKnS&G such as depth,
access, efficiency, and stability across both financial institutio financial markets®!7.
Financial depth refers to the size and liquidity of financial s@s, while access measures the
ability of individuals and enterprises to utilize ﬁnancialgricesls. Efficiency examines the

operational performance of financial institutions andh%% and stability assesses their resilience

to economic shocks. @%

Financial markets are categorized into‘eapital markets and money markets. Capital markets are
sources of long-term funds, facil&@ the issuance of bonds and shares through initial public
offerings (IPOs). Money m k®n contrast, provide short-term funding for operational needs and
offer liquidity to in\./es in exchange markets. By comprehensively assessing these dimensions,
the World Ba&@ framework offers a robust tool for analyzing and promoting financial

developmen
¢

stability

ring that financial systems can support sustainable economic growth and

26



Financial Institutions and Their Characteristics

With the establishment of bent value finance limited, finance companies first appeared in Nigeria'.

The primary line of business is financing, mostly to people in the transportation and related
industries, through hire buy and equipment leasing programs. The quantity of financial houses has
skyrocketed since then. Finance companies were typically not subject to any particu%regulatory
or supervisory organization, they started to operate similarly to banks but @Q‘lt the same
restrictions'>. At least twenty-three businesses offered consumer credit sewgyey were in place
to support businesses that couldn't afford to buy leasing agreeme en though they didn't
operate in a regular or official manner'®. However, the NDIC ual Report reveals that, of the
100 finance houses that existed between 1986 and 199@3 had fully complied with the
registration requirement. The role of finance busine%% the Nigerian financial system was the

main topic of discussion, particularly in ligh@aank's fixed 21 percent lending rate because

finance houses were not subject to the sarg&'ling.

Nigeria's financial institutions cc&@& a heterogeneous environment of numerous entities, each
with a unique function!’. C ial banks, merchant banks, development banks, specialty banks,
mortgage banks, microfinance banks, and discount and finance houses are some examples of these

organizations. Th@tral Bank of Nigeria (CBN), which serves as both the country's central

monetary au and regulator, is at the top of this financial hierarchy!s.

Q

The range’of financial entities in Nigeria's complex financial system extends beyond traditional
banking. It also includes non-bank financial institutions, which include, among others,
administrators of pension funds and insurance businesses, all of which are vital to the country's

economy.
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Insurance Companies: An essential part of the non-bank financial sector is the insurance industry.
They offer both individuals and companies a broad range of insurance products, including health
insurance, life insurance, and property and casualty insurance'”!3. These services are essential for
risk management and providing policyholders with financial security. For example, property
insurance guards against losses from things like fire, theft, or natural catastrophes, while life
insurance policies give families protection in the event of a breadwinner's pa Q&ccess to

Qof healthcare.

medical treatments is guaranteed by health insurance, which lowers the@

Insurance businesses contribute to the general stability of the Nigerian@o y by reducing risks

O

Pension Fund Administrators (PFAs): PFAs are responsib@or managing the nation's pension

O

system, which is crucial for safeguarding workers cial futures. Employer and employee

and offering a safety net.

pension contributions are managed and inv 9&%’@ these organizations. The Defined Benefits
Scheme gave way to the Contributory P.eg&Scheme (CPS) in Nigeria as a result of the Pension
Reform Act of 2004'°. Employees %&%ﬂe monthly to a retirement savings account under this
plan, while PFAs handle and i;@‘he money to guarantee growth. Regular pension payments are
given to retiring emplpy®es, giving them financial stability in the years following their
employment. PFA@ rucial role in assisting people with retirement savings and investments,

which lessenﬁ t@eed for government post-retirement financial assistance.

FinancMarkets: In the Nigerian economy, however, the financial markets act as the focal
point for the distribution of capital. There are two primary segments in these markets: Money
Market: Short-term funds are actively exchanged in the money market. It consists of different
financial instruments that usually have maturities between a few days and a year. Commercial

banks, the Central Bank of Nigeria (CBN), and other financial organizations are important players
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in the money market. For these organizations, this market is essential to short-term liquidity
management!8, It is the location of short-term lending and borrowing activities, which support

institutions in meeting their short-term funding needs and managing their cash flow.

Capital Market: Long-term finances are directed toward investment and expansion prospects
through the capital market. It consists of the primary market, which is where %y issued

securities are offered for sale to investors, and the secondary market, which &e investors

purchase and sell pre-existing assets'®. When it comes to giving gove}Q and companies
access to long-term funding for initiatives, growth, and infrastructe Q elopment, the capital
market is essential. It also provides chances for individuals am@ti ional investors to invest in

stocks, bonds, and other long-term financial products, boostin@e economy in the process.

On the other hand, non-bank financial organization@ as administrators of pension funds and
insurance companies-are essential to risk man&?\@’e and retirement savings. For both people and
companies, they offer financial security'a@@g-term stability. Furthermore, the financial markets,
which comprise the money and c@{ markets, function as the catalyst for the distribution of

short- and long-term capit@ting economic expansion and advancement in Nigeria.

Regulatory Framew@ Nigeria's Financial Sector:

In Nigeria, theébility and efficiency of the financial system are upheld through a comprehensive
regulatsq/%nework overseen by various regulatory bodies. These entities play essential roles in
maintaining order, ensuring compliance with established rules and regulations, and safeguarding
the interests of both financial institutions and consumers®®. The following regulatory bodies are

instrumental in overseeing Nigeria's financial landscape:
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Federal Ministry of Finance: The Federal Ministry of Finance serves as a central authority
responsible for formulating financial policies and regulations in Nigeria. It plays a pivotal role in
shaping the economic landscape and ensuring that financial policies are aligned with the country's

broader economic goals.

Central Bank of Nigeria (CBN): The Central Bank of Nigeria is Nigeria's a@ﬁnancial
institution and is primarily responsible for maintaining monetary and financial 5@/ The CBN
manages the country's monetary policy, including the issuance of curren&ggaﬂation of money
supply, and control of inflation. It also supervises and regulat@@perations of financial

institutions, including commercial banks and microfinance banl@).

Nigeria Deposit Insurance Commission (NDIC): The C Q a critical regulatory body focused
on safeguarding the interests of depositors. It achi&is by providing deposit insurance and
ensuring the stability of Nigeria's financial @1 The NDIC plays a vital role in protecting

depositors' funds, instilling confidence ﬁx& nking sector, and maintaining financial stability?’.

National Insurance Commhs@NAICOM): NAICOM is tasked with regulating and
overseeing the insuranc@ in Nigeria. It ensures that insurance companies operate in
compliance with estab&d guidelines and policies. This regulatory body plays a crucial role in

N

protecting poliéyholdérs' interests and maintaining the integrity of the insurance industry.

PensiO\C/%mission (PENCOM): PENCOM is responsible for supervising and regulating the
pension industry in Nigeria. It oversees pension fund administrators (PFAs) and ensures that
pension contributions are professionally managed and invested for the benefit of contributors. This

body plays a central role in securing the financial future of the Nigerian workforce?°.
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Securities and Exchange Commission (SEC): The SEC is the regulatory body responsible for
overseeing Nigeria's capital market. It ensures that the capital market operates efficiently,
transparently, and in compliance with applicable laws and regulations. The SEC regulates the

issuance and trading of securities, promoting fair practices and investor protection?’.

These regulatory bodies work collaboratively to enforce compliance within the ﬁn%ial sector,
fostering trust, transparency, and stability in Nigeria's financial markets. B@taining the
integrity of these markets and ensuring that financial institutions adhere )Qgeblished standards,
these regulatory bodies contribute significantly to the resilience fficiency of Nigeria's
financial system?’. Their collective efforts are essential in @ua ding the interests of both

institutions and consumers while promoting sustainable ecor@ growth.

Functions of Financial Intermediaries ’bbrb

The financial sector of Nigeria encompasses rse array of entities and markets, each playing a

unique role in the nation's economic .@?)le aped. It includes various financial institutions, both
traditional and non-bank, as well\ﬁ%ﬁancial markets crucial for channelling funds. Additionally,
regulatory bodies overse%&nstimﬁons and markets to ensure the stability and compliance
with established rule\’t%regulations, contributing to the overall efficiency and resilience of the
financial syste%.(ﬂnancial institutions operating within the Nigerian financial sector span a
broad spec@% These entities consist of commercial banks, merchant banks, development banks,
specialized banks, microfinance banks, mortgage banks, and discount and finance houses. At the
pinnacle of this financial pyramid stands the Central Bank of Nigeria (CBN), serving as the apex
bank and regulating the entire sector. The non-bank financial institutions include insurance

companies and pension fund administrators, both playing pivotal roles in risk management and

retirement savings.
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Moreover, the financial markets in Nigeria comprise two fundamental segments: the money market
and the capital market. The money market provides a platform for trading short-term funds,
making it a vital component for liquidity management?*. In contrast, the capital market facilitates
the exchange of long-term funds, offering investment and growth opportunities for businesses and

individuals looking to invest their surplus resources for the long haul.

3
To ensure the stability and efficiency of Nigeria's financial system, various @tory bodies
meticulously oversee these institutions and markets. These regulatory gqﬂies include the
Federal Ministry of Finance, responsible for formulating financial -. and regulations. The
Central Bank of Nigeria (CBN) plays a pivotal role in maintaim nontetary and financial stability,
safeguarding the nation's economic foundations?. Furthe\%, the Nigeria Deposit Insurance
Commission (NDIC) ensures the protection of dep@ funds, while the National Insurance
Commission (NAICOM) regulates the insur: or. The Pension Commission (PENCOM) is
tasked with supervising pension funds a@iministration Lastly, the Securities and Exchange
Commission (SEC) is responsible @Q(Qrseemg the capital market and ensuring that it operates

fairly and efficiently.

Financial 1ntermed1at10 %damental process within the financial sector, assumes a pivotal role
in an econom h®gerlas It serves as the linchpin connecting those with surplus financial
resources to in need of capital?>. This process encompasses several key functions, notably
poolingMesources of small savers and mobilizing wholesale finance and lines of credit. Without
financial intermediaries, the efficient allocation of resources to meet the diverse financial needs of
businesses and individuals would be challenging. These intermediaries, primarily banks, aggregate
the small deposits of numerous savers, creating a substantial pool of funds that can be extended as

loans to borrowers in need of larger sums. Moreover, they have the capacity to mobilize substantial
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funds from wholesale financial markets, facilitating the provision of lines of credit to a wide range
of borrowers, including small and medium-sized enterprises (SMEs) and individuals seeking
mortgages for housing. This not only streamlines lending and borrowing activities but also makes

them more accessible and efficient for all parties involved?’.

The financial sector in Nigeria is multifaceted, consisting of various institutions, w(ets, and
regulatory bodies. It performs a critical role in the nation's financial developm@eﬂitating the
allocation of financial resources to meet the diverse needs of busines gﬂd’lndlwduals By
pooling resources, mobilizing wholesale finance, and providin of credit, financial
intermediaries enhance the efficiency and accessibility of cidl services, contributing to
economic growth and stability. These functions are vital @onents of a dynamic and robust

financial system that supports Nigeria's economic proé%z .

Providing safekeeping, accounting, and paymé{@echanisms for resources: Banks are an obvious
example for the safekeeping of mon'e%@ ccounts, the records of payments, deposits and
withdrawals and the use of debit/ cards?’. Financial intermediaries can do all of this much
more cheaply than individ @tause they take advantage of economies of scale. All of these
services are standa.r(%i@and automated on a large scale, so per-unit transaction costs are
minimized. 0
O

Providing @qbﬁty: Financial intermediaries make is easy to transform various assets into a means
of paym\en{ through ATMs, credit cards, debit cards, etc®. In doing this, financial intermediaries
manage many short-term outflows and investments with long-term outflows and investments to

meet their obligations while profiting from the spread between long-term and short-term interest

rates.
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Financial intermediaries play a vital role in the financial system, performing functions that not only
enhance the efficiency and accessibility of financial services but also mitigate risk and address the
complex dynamics of financial markets?®. These functions include diversifying risk, collecting and

processing information, and reconciling conflicting preferences of lenders and borrowers'©.

Diversifying risk is a fundamental function of financial intermediaries. They se& as risk
transformers by aggregating funds from various depositors and channelling@ funds into
diverse investment opportunities. This risk transformation is particularly &.un mitigating the
potential adverse effects of a default on any single loan. When al intermediaries lend
depositor funds to a multitude of borrowers across different s@s d risk profiles, the risk of
financial loss is significantly reduced. Essentially, ﬁnancial@mediaries convert relatively risky
individual investments into more secure, diversified lfgbhos, making them an attractive and safer
option for depositors. This risk—diversiﬁc%%chanism is instrumental in safeguarding

depositors' funds and maintaining the o‘geg&ability of the financial system'?.

Furthermore, financial intermec}iz&@e adept at collecting and processing information, providing
a valuable service that indi @investors cannot replicate. Assessing the risk associated with
various investment Oppo unities is a complex and data-intensive task?’. Financial intermediaries
excel in this r lewfﬁcienﬂy and accurately gauging the risk of different investments. Their
ability to ac nd analyze vast amounts of data enables them to make informed decisions and
price irwents accordingly. This is particularly important in financial markets characterized by
asymmetric information, where some market participants possess more information than others.
Financial intermediaries bridge this information gap and ensure that investments are priced fairly

and transparently.
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The financial markets often involve a multitude of investors, each with unique financial goals and
preferences. Financial intermediaries excel in reconciling these conflicting preferences between
lenders (depositors) and borrowers (investors)??. Depositors generally seek secure and liquid
investments, while investors are in search of capital to finance their projects and initiatives.
Financial intermediaries act as intermediaries, aligning the deposit requirements of savers with the
investment requirements of borrowers?. They facilitate the transfer of funds Q&ose with
surplus resources to those in need, striking a balance between the risk-return profile*that depositors
are comfortable with and the capital needs of borrowers. In doing so, ﬁ intermediaries serve
as a critical bridge between these two distinct groups, helpin@ ocate funds efficiently and

effectively in the financial markets. Q

In essence, financial intermediaries provide indisp%@services that not only enhance the
efficiency of the financial system but also se ’Qk mitigators. Their role in diversifying risk,
collecting and processing information, ,ag&:onciling differing preferences between depositors
and investors contributes to the over%i%lity and functionality of the financial sector. As experts
in these areas, financial inte%@ries play a pivotal role in supporting economic growth and
prosperity*’. Financial i t&bdiation efficiency and its relationship with financial innovation has
garnered attentio(?}\Q ious regions and contexts, contributing valuable insights to the

understanding‘ @hese complex dynamics®. Several studies have delved into this area, each

offerings{n/gde perspectives and findings.

A study was conducted to explore the efficiency of financial intermediation within the Nigerian
context, focusing on the unique characteristics of the nation’s financial system. The research
examined the challenges of financial intermediation in 21st-century Nigeria, a period marked by

significant transformations in the global and domestic financial landscapes. In particular, it
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identified and analyzed the specific obstacles faced by financial intermediaries, such as the
pressures of technological innovation, regulatory changes, and market volatility. The findings
provided insights into how these factors influence the efficiency of intermediation processes and

offered recommendations for enhancing financial system performance in Nigeria’- .

In a rapidly changing economic environment—particularly following the fall of the Iroh Curtain—

Hungary implemented substantial financial reforms aimed at modernizing its@;ial system.

Studies on this period have examined the impact of these reforms on tl& iéncy of financial
intermediation, revealing how policy changes can shape the performsa of financial institutions.
While such evidence offers valuable lessons, empirical revie@n cate a scarcity of research
directly linking financial intermediation efficiency to ﬁnanc@\novation in the Nigerian context.
This gap underscores the need for studies that anal;@’bw Nigeria’s own financial reforms and
innovations influence the effectiveness of its\i ediation processes’!. Most existing studies
have predominantly concentrated on distig&cets of this complex relationship. Some focused on
how financial innovation affected &%formance of commercial banks in Nigeria and other
countries”!>233!, These studie@red how technological and financial innovations impacted the

operations and profitabilit commercial banks, providing valuable insights into the practical

[ ]
implications of ﬁ@ ovation in the banking sector.

In contrast, investigated the broader effects of financial innovation, particularly its influence
on economic growth and the welfare of the citizenry®®!?. These studies examined how financial
innovation translated into macroeconomic outcomes, such as overall economic growth and the

well-being of the population.

Considering the fundamental role of fund mobilization and allocation in driving economic growth

and development, financial intermediation remains a core component of the financial system?!. The

36



interplay between financial intermediation efficiency and financial innovation is a critical aspect
that deserves further exploration, as it has the potential to shape the trajectory of financial markets
and financial development. The existing body of research, although diverse in focus, collectively
contributes to our understanding of the multifaceted relationship between financial intermediation,
financial innovation, and their impact on economies. However, more comprehensive studies
directly linking the efficiency of financial intermediation with financial innovatio Qhe Nigerian
context could provide valuable insights into the unique challenges and opportunities faced by this

emerging market. 0
Financial Development and Economic Growth §

The financial sector, encompassing both banking and nor@&lg institutions, plays a crucial role
in mobilizing savings and generating valuable info&n for investment projects and resource
allocation. It is commonly believed that gat \Q information about a firm's management and
market conditions can sometimes prevé@actions from occurring®. For sustained growth in
the real economic sector, a dyna d vibrant financial system is essential. Beyond physical
capital accumulation, the s@wnt of market conditions and the reduction of information

asymmetries by financidl systems are vital for growth and economic expansion. However, the
[ ]

finance-growth relationship is subject to debate??.

Some rese%%s argue that financial growth is a prerequisite for economic growth?®3. On the other
hand, okfstudies argue that the significance of financial sector development is overstated and not
necessarily integral to an economic growth strategy. This perspective suggests that the type of data
used (cross-section or time-series) can lead to varying conclusions. Furthermore, some believe that
the causality runs from economic growth to financial development rather than the reverse. As

economies expand, they require more sophisticated financial tools, and a vibrant financial system
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adapts to these needs2. The development of the financial sector is not necessarily linked to growth

in the real economy?*.

Stock markets are a vital part of any financial system due to their liquidity, which attracts long-
term investments at low transaction costs**. High liquidity in stock markets allows investors to sell
equities at any time, thus mobilizing savings and fostering productivity growth. The global
integration of stock markets means that the relationship between risk and unce@g encourages
investors to shift their portfolios towards high-return, long-term investme&&dditionally, stock
markets facilitate risk-averse investors and savers in pursuing safer '@ment options at lower
costs by diversifying their portfolios. The availability of more li '%ns of sharing risk ensures

that capital flows towards the most promising investment pr(@”.

There is ongoing debate among researchers reg the relationship between financial
development and economic growth. One schb@ thought argues that there is a significant link
between the two, while another contend%@ ere is no such relationship*?. Within the first school
of thought, there are three distin&%&ective& The first perspective suggests that growth in the
financial sector leads to gr it the real economy. This "supply-leading" approach posits that a

well-developed ﬁnanci&ec or with efficient instruments facilitates the efficient allocation of

° \'
resources to pr'ori@estment areas, thereby accelerating economic growth.

The secon@%pective within the first school of thought proposes that the growth of the financial
sector is a response to the expansion of the real economy. As the real economy grows, it demands
more sophisticated financial instruments, prompting the financial sector to develop accordingly?>.
The third perspective suggests a bidirectional relationship between financial development and

economic growth. Initially, advancements in the financial sector spur technological innovation and
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growth in the investment and services sectors. In turn, these advancements drive further

development in the financial sector through the introduction of new financial instruments®®.

However, there are other scholars who believe that causality runs in both directions. The
proponents of this view postulate that there is a bi-directional relationship between financial
development and economic growth. Financial development causes growth, it is impwt that the
financial system is well functioning®®. The real economy to fully expl@%ilable new
opportunities. When there is reverse causation, it is assumed that when the rgi.lkconomy grows,
there will be more savings coming into the financial system whic llow it to extend new
loans*’. A study found a two-way causality between finance %th Using five variables
namely GDP, total credit to the economy, labour, investme nd trade, the study observed that
financial development was the second most import@ tor after the contribution from labour
force growth in affecting economic growth. @so found out that strong economic growth in
the last 20 years has significant impact pg&nmal development by providing a solid credit base.

The study concluded that causahty %%EP growth to financial development is stronger than the

causality from finance to GD

Levine (1996) further Qns how the financial system is affected by economic growth;
welldeveloped ﬁn@ systems reduce information and transaction costs, influence savings rates,
investment d%%ns, technological innovation, and long- run growth rates. Without minimizing
the role\@institutions, the work advocates a functional approach to understanding the role of
financial systems in economic growth. This approach focuses on the ties between growth and the

quality of the functions provided by the financial system. This discourages a narrow focus on one

financial instrument, such as money, or a particular institution, such as banks.
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The intricate connection between financial structure and the operation of the financial system®.
Three distinct stages in the correlation between financial development and economic growth®.
Firstly, financial development plays a pivotal role in expanding the foundation for economic
growth during the initial phases of development. Secondly, there exists a reciprocal relationship
between economic growth and financial development, where each factor inﬂuenc%he other.

Lastly, as society progresses technologically, financial development once again f& the lead in

driving economic growth?. ’\< '
Financial development and economic growth critically and made th that, while potentially
significant, financial development's contribution to economi owth is contingent upon the

establishment of the proper institutional framework?’. Even@n other prerequisites are satisfied,
progress may be limited in the absence of the ﬁnanc%%?or, which can play a significant role in
promoting economic expansion and reducin \Q . Development of the financial sector can
accelerate long-term growth by inﬂu@x@ capital accumulation and the pace of technical
advancement’. The growth of banksééa\)tes economic growth by directing savings toward high-

productivity but risky and illi set classes while enabling people to lower the risk attached to

their liquidity requireme ts%

2.1.1.1 Depth tgnﬂinancial System

The depth nancial system refers to the size and sophistication of financial institutions and
markets\f{ encompasses the range and complexity of financial instruments, the volume of
transactions, and the overall capitalization of financial markets?®®. A deep financial system is
characterized by a wide array of financial products and services, including diverse banking
services, advanced capital markets, a robust insurance sector, and a variety of investment vehicles.
Deep financial markets provide numerous opportunities for savings and investment, helping to
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mobilize capital more effectively and allocate resources efficiently across the economy. The depth
of financial markets can also be measured by the ratio of private sector credit to GDP, the market
capitalization of listed companies, and the value of traded securities relative to GDP. A deeper

financial system tends to enhance economic growth by providing better opportunities for risk

Access to the financial system refers to the ability of individuals and busiﬁégé obtain essential

diversification and long-term investment.

2.1.1. 2Access to the Financial System

financial services!. This includes access to banking, credit, sayi ayment systems, and
insurance. Financial inclusion is a critical aspect of access, @ing that financial services are
available to all segments of society, especially marginalized and underserved populations.
Improved access to financial services enables h@olds to manage their finances more
effectively, invest in education and health, a@nh consumption over time. For businesses,
access to credit and other financial ser\ is essential for startup, expansion, and operational
sustainability. Measures of access @ialy include the percentage of the population with bank

accounts, the number of b@es and ATMs per capita, and the availability of microfinance

and small business loansy Efifiancing access to financial services promotes economic participation
[ ]

and can help redu@'erty and inequality.

2.1.1.3 El@facy of the Financial System

The efficiency of a financial system refers to the ability of financial institutions and markets to
allocate resources effectively and at the lowest possible cost!®. An efficient financial system
maximizes returns on investments, minimizes transaction and information costs, and provides
timely and reliable financial services. Efficiency is achieved through competitive markets,

technological advancements, and sound regulatory practices. Indicators of financial efficiency
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include the cost of financial intermediation, interest rate spreads, the time required to process
financial transactions, and the productivity of financial institutions?®. High efficiency in the
financial system leads to better investment opportunities, increased economic productivity, and

overall economic growth. It also involves the effective management of risks, ensuring that capital

Stability in the financial system is crucial for maintaining confidence &pg(enting crises. A

flows to the most productive uses.

2.1.1.4 Stability of the Financial System

stable financial system is resilient to economic shocks and can conti to function effectively
during periods of stress. Stability involves robust regulatory frarks, prudent risk management
practices, and the presence of financial safety nets such 6&03?5 insurance and lender-of-last-
resort facilities?!. It also includes the monitoring an@gaﬁon of systemic risks, such as those
posed by large financial institutions whose fa@ould threaten the entire system. Key indicators
of financial stability include low levels %&n—performing loans, adequate capital buffers, and
sound liquidity management. En@u stability requires constant vigilance by regulatory
authorities to detect and a % merglng risks, as well as maintaining macroeconomic policies
th

that support financial he

protects the econ@@om severe disruptions.

2.1.2 ]\@Policy

Monetary policy is a set of actions aimed at controlling the value, supply, and cost of money in an

A stable financial system promotes sustained economic growth and

economy to align with the predicted economic activity level?’. Monetary policy is a strategic action
taken by monetary authorities to regulate the money supply and credit creation in order to achieve
certain economic objectives. Monetary policy is a strategy used by the Central Bank to regulate the

money supply in order to achieve the goals of overall economic policy. Scholars and academics
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have shown significant interest in the subject of monetary policy. This has led to several
interpretations of the topic, with each author offering their own take. Monetary policy is a set of
policies aimed at controlling the value, supply, and cost of money in an economy to align with the
amount of economic activity*®. Monetary policy is a significant tool used to manage and control
the amount, cost, availability, and flow of money and credit in an economy to accomplish certain
macroeconomic goals®. Central banks intentionally regulate the money s K&d credit
conditions to achieve certain economic goals. Monetary policy involves regQat) the direction
and flow of monetary policy and credit facilities to achieve stable price@’gﬁnancial development
in an economy. Monetary policy aims to control the economy b@&l ng the quantity of money,
interest rates, and credit availability’®. Monetary auth use open market operations,
adjustments in the discount rate, changes in reserve ré@hents, and other tools to regulate the
pace of money supply expansion®®. The objectiv onetary policy include maintaining price
stability, achieving full employment, and e &'}ng a sufficient pace of financial development®.
.
Monetary policy is a set of policies i@cd to control the amount, cost, and flow of money and
credit. The six policies include Q%ging the money supply, credit volume, interest rates, and

N\

allocation. Monetary poli@e choices made by public authorities to control the amount and

flow of money ii‘@nomy in order to address macroeconomic imbalances that are not
corrected by rr%e

the sta@e financial system and overseeing credit institutions. Monetary policy impacts the

orces*®. It guarantees enough funding for the economy, while also ensuring

real economy via many channels: the interest rate channel, other asset prices (such as stocks and

bonds), the exchange rate channel, and the credit channel®,

Monetary policy refers to the intentional use of monetary tools by monetary authorities, such the

central bank, to attain macroeconomic stability. Monetary policy is the primary instrument used to

43



achieve the goal of maintaining stability in both monetary and price levels*. Monetary policy is a
set of actions carried out by the central bank to manage the supply of money and credit in order to
achieve certain macroeconomic objectives**. Monetary policy is a strategy used by monetary
authorities to regulate the money supply in an economy to promote favourable financial
development. Most governments feel that controlling the money supply may impact, the rate of
inflation, thus they attempt to regulate it. Monetary policy involves government a Qﬁ‘intended
to impact the behaviour of the monetary sector’’. Monetary policies are sugces$ful in countries
with well-established money and financial markets, such as develo @wmies worldwide*.
This is the point at which an intentional alteration in monetary c%npacts the fluctuations of
several other variables within the monetary domain. Moneta@ y is a crucial tool that countries
use to maintain stability in domestic prices and exc an%%es, which are essential for achieving
sustained financial development and external_ via . Monetary policy may be inflationary or
deflationary based on the country's economi Buation. Contractionary policy aims to reduce the
.
money supply to control inflation, wh{@\expansionary policy is used to boost economic activity
to address unemployment duﬁ@%ecession”. Monetary policy is a government's structured
actions to regulate the cuﬁ@vithin its economy to achieve certain economic objectives. Three
fundamental types<§&o' tary policy choices may be made regarding the money supply, interest

rates, and the operations of credit markets and the banking system.

O

Monetaﬁqk/ icy originated from Irving Fisher's development of the quantity theory of money,
which he established via his equation of exchange®®. According to his argument, money does not
impact economic aggregates, only prices do*. Keynes and other Cambridge economists explained
that money indirectly impacts several economic variables by altering the interest rate, which in

turn influences investment and cash holdings of economic actors®. Keynes' stance is that
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unemployment is caused by insufficient aggregate demand, which can be remedied by increasing
the money supply to boost expenditure, employment, and financial development. He suggests a
balanced combination of monetary and fiscal policies since there are times when monetary policy
may not succeed in reaching its goal. The impact of monetary policy on the volume, cost, and
direction of money supply®. Inflation is primarily caused by changes in the money supply?’. In the
short term, increasing the money supply can reduce unemployment but may also Q%nﬂation.

Therefore, monetary authorities should be cautious when increasing the money, supply.

These procedures are intended to control the value, supply, and cos ney in an economy in
accordance with the degree of economic activity. An oversu@ of money leads to increased
demand for goods and services, causing prices to rise and@oalance of payments to worsen’¢.
Monetary policy management is a challenging task t% entirely on monetary authorities, who
have always shown dedication to its efficie ion*’. Monetary policy has recently shown
significant improvement, with inﬂation.s@ low and domestic production seeing rapid growth.

For the initiatives to continue suc@galy, it is essential to collaborate effectively with fiscal

authorities and build trust in t@—bank market and financial market infrastructure.

Nigeria's monetary o iy aims to achieve price stability, balance of payment equilibrium, and
high economic r@ates. The CBN guarantees that the country achieves price stability, balance
of payment rium, controls the money supply, interest rate, and total credit. Monetary policy
may be}&tsured using proxy variables such real interest rate, inflation, official exchange rate, M2
money supply, discount rate, and others®®*’. The discount rate, also known as the rediscount rate or
bank rate, is the interest rate set by a country's central monetary authority for lending reserve

money to commercial banks and other financial intermediaries. The fee was once a discount
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deducted from the loan amount, but it has evolved into a genuine interest charge, albeit still being

referred to as a discount rate.

Monetary policy has been used in Nigeria since the Central Bank of Nigeria was given the task of
creating and executing monetary policy by the Central Bank Act of 1958%. This role has facilitated
the emergence of active money market where treasury bills, a financial instrument usgd for open
market operations and raising debt for government, have grown in volume and @becoming a
prominent earning asset for investors and source of balancing liquidity i thewaarket. Monetary
policy in Nigeria has been defined by two key periods: pre-1986 a t—1986. Prior to 1986,
Nigeria relied on direct monetary management to provide priﬁ%ﬁy, but following the 1986
market liberalization, the focus switched to market processes.%fore 1986, several direct monetary
tools such selective credit restrictions, administered %%%nd exchange rates, credit limits, cash
reserve requirements, and special deposits @fbed to address inflation and maintain price
stability. Interest rates were fixed at ] vels primarily to stimulate investment and foster
financial development. Special dep(@gv\ere sometimes enforced to decrease the surplus reserves
and loan creation capabilities&tgnks‘“. During the specified timeframe, the monetary control
system seemed to have b unsuccessful in meeting the established monetary goals due to a
decrease in its eff c?& with time. The strict interest rate system and the lack of coordination

between ﬁsc% monetary policy likely significantly limited the expansion of the money and

capital %%Qs

Recently, Nigeria has implemented monetary policy based on a medium-term perspective
framework. The change aimed to liberate monetary policy implementation from temporal
inconsistency issues and reduce excessive reactions to transient shocks. Historically, policies have

varied from focusing on monetary aggregates to overseeing and adjusting policy rates to influence
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interbank rates and subsequently other market rates as intended*!. Policy makers and scholars are
greatly concerned about the effectiveness of these techniques in stabilizing the economy and

promoting growth.

In Nigeria, evidence about the impact of monetary policy on financial development indicates a
poor link and is characterized by many "puzzles." A study using a simultaneous equati§n model in
Nigeria revealed that previous domestic monetary policy has not led to develo@Q& but instead
has caused stagnation and ongoing inflation in the country*?>. Monetary po@geﬂect on growth in
Nigeria has been extensively studied using various empirical metho h varied results. From
1886 to 2009, a study used the simplified Ordinary Least Squa@p oach to analyze the impact
of monetary policy on macroeconomic indicators in Nigeria@ findings indicated that monetary
policy had a considerable impact on the exchang@ and money supply, but not on price
stability*?. The impact of monetary and fisca ’Q on economic activity in Nigeria from 1970
to 1998 by using co-integration and Q‘g&rrection modeling methods with time series data.
Monetary policy has a stronger inﬂ@(a\@n economic activity in Nigeria than fiscal policy*!. The

L ]
government's previous focus (@1 measures has caused significant distortion in the economy.

Monetary policy irripa t3, economic activity via several transmission channels, which have been
extensively st die@he monetarist and Keynesian schools of thought®>. The monetarist theory
states that a e in the money supply immediately causes a change in the actual value of money.
An exmnary open market operation conducted by the Central Bank increases the money
supply, which in turn boosts Commercial Bank reserves and their capacity to generate credit, thus
expanding the money supply through the multiplier effect®>. Bank and non-bank organizations
acquire securities similar to those offered by the Central Bank to decrease the amount of money in

their portfolios and boost economic activity in the real economy?®. This perspective is that the
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transmission effect by studying how monetary policy influences the allocation of assets in

portfolios, leading to shifts between stock, bonds, commercial paper, and bank deposits*®.

Tight monetary policy impacts liquidity and banks' lending capacity, leading to restrictions on
loans to prime borrowers and businesses, excluding mortgages and consumer expenditure*. This
results in a contraction in effective demand and investment. Keynesians believe that chAnges in the
money supply impact financial market activity, influencing interest rates, invest@ output, and
employment®. Establishment of the idea of capital rationing and hlghhght QUQ\e willingness of
banks to lend impacts the transmission of monetary policy*’. During«; onetary policy, larger

firms tend to displace small firms in the use of both bank and n funds**,

Small businesses face a decrease in loan availability du@ ;ght monetary policy, especially in
relation to bank-related indicators such as broad r;lb upply*®. A study on the credit structure

for non-government borrowers in China®’. Tl@y found that variables including loan periods,

interest rates, collateral requirements, aﬁ(’\&g ing willingness have impacted the structure of credit.

There are significant evidences @rﬁng the impact of monetary policy innovations on real
economic indicators in da@ economies such as the United States and certain core European
nations*®*’, There h %\een many monetary policy regimes in Nigeria. The economy often
experienced ef er(dpansionary or contractionary monetary policy in an effort to reach its
establishec@%s. Despite efforts to achieve macroeconomic objectives through monetary policy,
the results”have not been sustainable in Nigeria’>**2. There is evidence of high unemployment
rates, increased poverty, low standard of living, and high inflation rates, particularly in less

developed economies.

48



The primary objective of monetary policy is to impact short-term interest rates in accordance with
policy trends and enable the exchange rate to adapt accordingly®. Using the currency rate as a tool
of monetary policy requires significant discipline to effectively combat inflation, particularly when
it is crucial for the exchange rate to increase to mitigate inflationary pressures®’. Central banks
have learned from the Lucas criticism that they may struggle to sustain persistently low real
interest rates since nominal interest rates are likely to increase to counter icted rising
inflation’”. Similarly, it is often not able to maintain an artificial advantage, s as depressed
exchange rates, without encountering increases in salaries and priceé%ﬁ the beginning, the
Central Bank of Nigeria (CBN) adopted a strategy of using underyaliied exchange rates to enhance

the country's exports and address inefficiencies to establish titive edge™’.

The CBN, along with other central banks in developi&%ﬂons, has frequently emphasized growth
as a goal of its monetary policy®'. However, b@c theory, based on the long-run neutrality of
money, clarifies that monetary policy is ;&tended to boost production capacity growth in the
economy. Instead, its role is to de@&&%}le the long-term inflation rate. Fiscal policy regulates
growth by influencing nation .§$ﬂgs via the structural budget deficit, affecting work, savings,
and investment through taxwates and structure, and by investing in human capital and physical
infrastructure’2. o.&and fiscal policy interact to influence aggregate demand, impacting
production aployment in the near term. Practically, fiscal policy focuses on lowering the

govemen/%bﬁcit, while leaving the stability goal mostly to monetary policy.

Central banks often aim to decrease unemployment levels via monetary policy. Monetary policy
does affect short-term employment levels®. The CBN considers full employment as an aim of its
monetary policy, even though it is not mandated by law. Full employment refers to the normal rate

of unemployment, often about 5-6%. Full employment is achieved by maintaining the
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unemployment rate as low as feasible without exceeding the natural rate of unemployment, while
also ensuring that inflation decreases until price stability is achieved?. Central banks must
prioritize job creation because to the significant effect economic downturns have on employment
levels, since they have control over the tools that affect short-term employment. There is no
contradiction between the aims of maintaining stable prices and generating employment since
monetary policy is anticipated to have an impact on prices in the long term. In Qn term, its
effect on employment is minimal, suggesting that only the goal of price stability fffay be effective

in the long term. Price stability is the primary and most genuine goal of@e ry policy.

Over time, the Bank's monetary policy goals have revolved afotpd achieving low inflation and
price stability, real output growth, reducing unemployme&aintaining a healthy balance of

payments, and increasing savings and credit flow to @rs of the economy.
Overview of Monetary Policy Framework i?@ria

Between 1959 and 1979, the Central @f Nigeria had a range of monetary policy options
available, including both quanﬁta@ﬁnd qualitative measures. Quantitative measures involve the
amount, volume, and Valu%ﬁey and credit®. This includes Open Market Operations (OMO),
which is the purchas@sale of government debt securities by monetary authorities, changes in
reserve require e&,}special deposits by financial institutions, and mandates to purchase certain
stabilizati@urities. Qualitative monetary policy strategies focus on guiding the allocation and

flow oféﬁit. These mostly consisted on moral persuasion and selective credit controls.

From 1959 to 1991, the Bank refrained from using OMO as a monetary policy tool since the
money and capital markets were underdeveloped throughout that era. Interest rate adjustments

were mostly made by direct measures outlined in monetary policy guidelines, rather than being
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influenced by demand and supply variables*'. Special deposits, as a monetary policy tool, were
seldom used. While banks were required to make special deposits with the CBN at times, it was
not for monetary management but to achieve other monetary policy objectives like the revenues of

indigenization.

In 1976, stabilization securities were introduced based on the Anti—inﬂation&skforce's
suggestions to incentivize banks to keep accepting deposits as a tool for mone@%ntrol“. The
credit rules adopted in 1964 were the most efficient monetary managey@t(ewtegy in Nigeria
throughout the study period. Since 1969, the yearly credit guideline% en a permanent aspect
of Nigeria's monetary policy. The monetary policy techni@in Nigeria transitioned from

exchange rate targeting before the creation of a national cur@r to monetary targeting during the
oil boom phase of 1974-1976. &Q

Central banks primarily influence the ﬁnanch\\Qtem by controlling bank reserves. The central

bank buys or sells Treasury Bills in th'e@) market to decrease the amount of reserves in the

banking system or to deplete t?e &l®of reserves®. The central bank selects the tool to regulate

the money supply, although\i isely, due to the absence of a specific definition of money that
N

can be perfectly con,t&

aggregate within @in acceptable boundaries, assuming all other factors remain constant.

y the central bank. The central bank can regulate any monetary

Alternatively, central bank may precisely manage short-term interest rates based on how
quicklyM-terrn interest rates adjust to its anchor rate, which is the rate banks pay to borrow
from the central bank overnight. The central bank may focus on bank reserves, various measures of

the money supply (M2, M3, or M4), or short-term interest rates’¢.

Many central banks that focus on the aggregates often aim to increase growth in the monetary

aggregates. In the long term, the money supply is believed to be linked to the price level, serving
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as a nominal anchor for the economy to prevent drastic fluctuations in the price level. Money has a
long-term influence on prices that short-term interest rates do not. If a money targeting technique
were successful, quick feedback on the impacts of monetary policy might be easily obtained due to
the delays in monetary policy. Shortly after the central bank adjusts bank reserves, we see the
impact on money supply. If this were a dependable indicator of the future inﬂlxe on the

X

The link between various indicators of money supply and factors like i gnaﬁnd employment

economy, it would provide a useful preview of the monetary policy direction.

has grown ambiguous, resulting in imprecise guidance for monetary % and its goals*>*’. The
CBN is contemplating shifting its emphasis from monetary; efing to embracing inflation

targeting. It became unavoidable when monetary targeting was_shown to be ineffective. The Bank

also has to address the timeliness of monetary poh@?ely the delays in its implementation.

Monetary policy delays are often extensive. @netary policy has an immediate influence on

GDP, which then extends over many qua

Before 2003, the Central Bank of ia mostly used direct controls as the principal method for
monetary policy. The restri t@mplemented included credit limitations and sectoral allocation,

showcasing a proact1v mmitment to controlling the financial environment (CBN, Overview of

Monetary Poh%@‘ena)

From 198(@%01 Nigeria's monetary policy shifted towards a short-term framework. During this
era, the\mﬁn emphasis was on targeting short-term monetary aggregates, namely Money Supply
(M1) and Treasury Bills (TBs). This strategic focus aims to optimize the monetary environment by
carefully monitoring and impacting short-term financial indicators!®.
The Medium-Term Framework (MTF) was implemented in 2003 as a strategic change in Nigeria's

monetary policy. The MTF aims to accomplish medium-term macroeconomic goals by using a
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monetary targeting system as outlined in the CBN's Monetary Policy Implementation Framework
and Outcome for 2023. This strategy emphasizes looking forward and setting goals, focusing on
the significance of maintaining economic stability over a long period. The Monetary Policy Rate
(MPR) is a crucial policy tool that indicates the direction of interest rates in the economy,
according to the Central Bank of Nigeria's document®." The Monetary Policy Rate (MPR) is
determined by the Central Bank of Nigeria (CBN) and significantly affects borroééi lending

rates in the financial sector, therefore affecting the total economic activity.

The Monetary Policy Committee (MPC) of Nigeria is in char@reating and executing
ua

monetary policy. The committee convenes twice a year to @ economic circumstances,
analyze emerging trends, and modify the Monetary Policy (MPR) as required®®. The MPC's
discussions and choices are crucial in directing &bath of monetary policy to line with

overarching economic objectives. @

Following the 2008 financial crisis, deé%@ ctions were implemented between 2008 and 2010.
To tackle inflation and mitigat? f&@l crisis risks, a proactive strategy including liquidity mop-
up and decreases in the M e@Policy Rate (MPR) was executed’. Between 2011 and 2015, the
emphasis changed t.o %ing fluctuations in currency rates due to decreasing oil prices. During
this time, there w@w but steady rises in the MPR, indicating an adjustment in monetary policy

to tackle nev@:ulties as reported by the Central Bank of Nigeria in their 2015 Annual Report'.

Between 2016 and 2019, Nigeria's monetary policy shifted towards tightening to control inflation.
Despite economic downturn, higher Monetary Policy Rates (MPRs) were enforced to focus on

maintaining price stability and tackling inflation worries?.
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2020 was a significant year due to the emergence of the COVID-19 pandemic'!. The unique
worldwide problem required Nigeria's monetary policy to become more flexible. The attention
turned to aiding economic recovery and handling exchange rate pressures, demonstrating the
flexibility of the monetary policy framework during exceptional situations'!. Despite many policy
measures being implemented, ongoing issues such increasing inflation, fluctuating currency rates,
and structural limitations still influence Nigeria's monetary policy environment. %ral Bank
of Nigeria (CBN) is dedicated to tackling these issues and adjusting its polii€s to maintain
economic stability and continuous development'?. Nigeria's monetary @ volution since 2008
demonstrates a dedication to flexibility in response to chang%&mic circumstances. Each

phase highlights the dynamic nature of monetary policy fo in Nigeria and the continuous

pursuit of economic resilience via unique challenges Q(n@l&%ionsg.

The COVID-19 pandemic significantly affect &@ia‘s economy, leading to a 2.1% recession in

2020''. The economic slowdown in 20 s mostly due by disturbances such as lockdowns,

travel restrictions, and global sup%%in issues, as reported by the CBN Annual Report.

Inflationary pressures arose fr: N %pply chain disruptions and increased government expenditure

to counter the pandemi &pact. The intricacies led to inflation above the Central Bank of
t

Nigeria's goal ran<e &a d in the CBN's Monetary Policy Communiqué in different years.

The Central B@of Nigeria said that it maintained its monetary policy rate at 11.5% at its January
2021 mé&jﬁg. Headline inflation increased to 15.75% in December, reaching a level not seen in
almost three years. The situation was mostly caused by a lack of dollars, increasing Islamist
assaults in agricultural regions, and ongoing issues from the COVID-19 epidemic'!. In the third
quarter of 2020, Nigeria entered its second recession in four years due to the combined effects of

COVID-19 limitations and low oil prices.
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Nigeria reacted to the post-pandemic scenario with strategic measures implemented by the Central

Bank of Nigeria (CBN) to tackle problems and boost economic recovery. A gradual normalization

process began, characterized by an increase in monetary policy to address worries about inflation.

This required modifications to important policy tools to achieve a careful equilibrium between

price stabilization and economic growth>®. The current problem involves balancing economic
X

ime*2.

recovery and inflation management, which is crucial for maintaining stability thr(@\

Post-pandemic efforts are directed on boosting non-oil industries agggﬂdoting economic
diversification. Policy actions are being implemented to address vul ties highlighted by the
epidemic and to provide a stronger and more varied economic fg ﬁ. The measures are in line
with the overarching objective of promoting sustainable@equitable development after the
epidemic*®. b’bQ

The CBN used essential policy tools to addrb@e challenges and possibilities arising from the
post-pandemic environment. The Monefa@cy Rate (MPR) increased from 11.5% in May 2020
to 16.5% in July 2023°7. This a?j&@t aims to address inflation and indicate the trend of interest
rates in the economy, as a@\n the CBN's Monetary Policy Communiqué from July 2023.
Liquidity managemfnt asures such as Open Market Operations (OMO) and Cash Reserve Ratio

AN

(CRR) modiﬁia Qs/\re essential for controlling money supply and interest rates to ensure

stability in
Y

ﬁnancirh\naeasures were implemented to provide cash to certain sectors, stimulating economic

ancial system®’. The Targeted Credit Facility (TCF) and other development

activity and encouraging inclusive growth.

Nigeria's economic recovery after the epidemic demonstrates a flexible and responsive approach
by the Central Bank of Nigeria®. Strategic modifications to major policy tools and focused

development financing efforts reflect the challenge of balancing inflation control, economic
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stimulation, and diversification promotion. Enduring inflation is a significant concern,
notwithstanding the Central Bank of Nigeria's (CBN) attempts to restrict monetary policy?’.
Inflation is consistently over the CBN's goal range, requiring continuous attention and smart

changes to manage inflation levels®’.

Global uncertainties, including geopolitical tensions and the prospect of rising global %est rates,
add an additional layer of complexity to Nigeria's economic considerations. The@l economy's

interconnectedness necessitates the Central Bank of Nigeria to consid%{%al factors when

creating policies and strategies to tackle local issues*’. @
Nigeria's Central Bank (CBN) must prioritize flexibility and ility in its policy approach for
the future. The economic environment is always changingpand the Central Bank of Nigeria must

adapt to these changing situations. It necessitates&ick and forward-thinking approach to

successfully tackle new problems and possibim\\@.

[ ]
Dealing with structural obstacles, such@%’ﬁ&e cies in infrastructure, is seen as a crucial aspect of
Nigeria's economic path. Implm@ structural changes to address obstacles to growth is crucial
for promoting continuo Qomic progress. This includes focused initiatives to improve

infrastructure, simfi&%ulatory procedures, and provide a conducive climate for companies to

succeed (CBN,& ic and Financial Review, different years).

Improv%%lmunication is crucial for the CBN to establish public trust and confidence in its
policies. Transparently explaining policy goals, difficulties, and decision-making reasons promotes
public comprehension. This enhances public knowledge and support, hence strengthening the
impact of monetary policies as stated in the CBN's Monetary Policy Communiqué over several

years®>37. The issues and factors highlighted emphasize the intricacy of Nigeria's economic
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environment. Dealing with inflation, financial limitations, and worldwide concerns demands a
flexible and complex strategy. In the future, the Central Bank of Nigeria's emphasis on adaptability,
structural changes, and improved communication would be essential for guiding the nation towards
continuous economic expansion. The sources provided offer in-depth information about the

R

Monetary Policy Effectiveness O

particular obstacles encountered by the CBN and the factors influencing its policy.

The concept of monetary policy effectiveness has gained a lot of resea\é\grominence in recent
times as economies around the globe continue to search for ways ve the effectiveness of
economic policy in general®'. The importance of moneta y effectiveness has increased
specifically on account of the need to determine whethfwn ral banks, of both developing and
developed countries, can exert strong and systenéb effects on aggregate demand through
monetary policy. Policy, in this setting, is coﬁs\\@:’?effective when it is capable of influencing a
predetermined target in the manner 5(@7 nsity intended. Testing for the effectiveness of
monetary policy, despite havin{g l&@\ound for a while, has mostly focused on identifying which
of the traditional transmi '@hechanisms of monetary policy is prominent in a particular
economic setting \.?Vit t much attention to the catalytic factors. While monetary policy
effectiveness s er@ible as regards developed economies, the same cannot be necessarily said
of developin%&nomies“’”. For the developed economies, for instance, the interest rate channel
of mone transmission is perceived as the most effective, whereas the bank-lending channel is
believed to work for developing economies®’. The bank-lending channel seems to be considered
the route for effective monetary policy in developing countries because these economies are
mostly bank dependent, while lacking the other frameworks, namely bond markets, stock markets

et cetera on which the other transmission mechanisms are deemed to work.
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A significantly large literature has emerged in recent years with a focus on the empirical
measurements of the effects of monetary policy on 10 aggregate demand and price levels, the
beneficiaries have been mostly advanced economies®?. They go on to intimate that most of these
studies have tended to confirm the effectiveness of monetary policy in influencing aggregate
demand and prices, but are quick to add that there are strong reasons to believe that si&il?r effects

may not necessarily hold for countries with fundamentally different financial strucfQ”’ .

C

2.1.2.1 Policy Interest Rates /\
Interest is the expense incurred while borrowing money or the bene ned from saving®. An
interest rate is a percentage applied to the principal amounowed or saved. It is the fee
imposed by a lender on a borrower for using the lender's {{@in addition to the main amount. If
a lender deems a loan low risk, it will come with a @d interest rate. Conversely, a loan with
high risk will entail a higher interest rate. @er loans often use an annual percentage rate
(APR). This does not involve compou\'@rest. Bank interest rates are influenced by several
variables, including economic cond@w Lenders decrease their charges when demand is low and
increase them when dema d@h. Banks lower interest rates to stimulate lending®'. Supply
fluctuates in response to &mic circumstances. A drop in the supply of bonds pushes the supply
X
curve to the left, @mg in a rise in bond prices (leading to a fall in the interest rate) and a
decrease in GB ilibrium amount. When the demand for bonds decreases, prices and quantities
also de&&@, causing the interest rate to climb. The central bank of a nation often sets the interest
rate, which each bank use to calculate the range of APR it provides. High interest rates imposed by
the central bank lead to an increase in the cost of debt. High loan costs deter borrowing and

dampen consumer demand. Interest rates often increase in tandem with inflation®?. It is a

component of the monetary policy measures used to achieve the Government's goal of maintaining
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low and stable inflation. The bank rate sets the interest rate given to commercial banks that have
deposits from customers. It impacts the interest rates that banks apply to loans and savings
accounts. As interest rates decrease, individuals become more inclined to take out loans for
significant expenses like homes or vehicles. Reduced interest payments for customers may lead to
higher disposable income, perhaps stimulating greater economic activity via  heightened

S

Interest rate reform, a component of financial sector liberalization, aim;Q)(eahance efficiency

expenditure$93,

and promote financial deepening. Financial sector changes in Nigeri Q@ with the liberalization
of interest rates®. Before this time, the financial system functio@un er financial regulations and
interest rates were considered to be suppressed. Financia@ression occurs primarily when a
government sets a limit on deposit and lending nomb%%rest rates at a low level compared to
inflation®. Low or negative interest rates imlb\@ mobilization of savings and their allocation
via the financial system. This adversely.aﬁboth the amount and quality of investment, thereby
impeding economic progress. The Q&Qrate revision was expected to boost domestic savings
and increase the availability o .b$ble funds in banking institutions. The issue is that the interest
rate structure in Nigeri ,gr discourage saves and hinder development due to the observed

[ )
connection betwe@ , investment, and economic growth®64,

Interest rate many sectors of the Nigerian economy have fluctuated significantly under
governrM regulation®. The special interest rates were established on the assumption that without
intervention, the market would neglect some key industries. Interest rates were modified by the
"invisible hand" to encourage higher levels of investment in chosen areas of the economy. The
agricultural, manufacturing, and solid mineral sectors were prioritized, with deposit money banks

instructed to offer preferential interest rates on loans to promote small-scale industrialization, seen
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as a driver of financial development®. Following the controlled interest rate regime came the
interest rate reform, a policy developed during the financial sector liberalization®»%*. The strategy
was implemented to enhance efficiency in the financial industry, leading to increased financial
depth. Financial sector changes in Nigeria began with the liberalization of interest rates, financial
repression is triggered when a government sets a maximum limit on deposit and lending interest
rates at a low level compared to inflation. Low or negative interest rates discoura Qrin and the
allocation of saved funds through the financial system. This adversely impacts BSth the amount

and quality of investment, thereby affecting financial development®’. 0
Relationship between Interest Rate and Financial Develop

Interest rate and monetary policy are crucial factors for %@ancial development of a country®!.
The central bank of a nation is typically responsib&creating and carrying out all monetary
policies within that country®?. The banking’i}K@ess is tightly regulated worldwide due to its
operations, purpose, and function. Bank@s financial mediators by transferring money from
sectors with excess capital to thos @& deficits, thereby facilitating economic activity®. Banking
ethics require that mone%@ the investing public or depositors be handled efficiently and

effectively to enhancm,&lic rust and minimize suffering.

The interest r% ory has been firmly established since the early 1980s%. US financial
developm%%uld decline with increasing interest rates, emphasizing the need for lower interest
rates t(&tain financial development®. The concept of interest rates is utilized in dynamic
stochastic equilibrium models and dynamic panel studies to explore the relationship between
financial development and growth. These studies suggest a negative correlation between interest

rates and growth, indicating a causal relationship from rates to growth.
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The discussion over the specific impact of interest rates on financial development is still
unresolved. Previous studies demonstrate significant disparities in the use of interest rates as a
strategy for stimulating economic expansion®®®4, Research indicates that lowering interest rates via
expansionary monetary policy may stimulate financial development by boosting economic activity,
resulting in a positive and statistically significant influence on the economy. Slow financial
development caused by a restrictive monetary policy with high interest rates %sult in a
decrease in financial development owing to the large negative influence @est rates®’

meaningful correlation between interest rates and financial develog@t . Critics argue that
cutting interest rates to boost aggregate demand may have li@ite effectiveness due to credit
market disruptions, especially in developing nations. ConV

others argue that increasing the

financial development®’. Every economy aim fo inuous economic progress, but this goal is

real interest rate will encourage saving and enhanc ; tbb@éctweness of investment, resulting in
hindered by fluctuating and increasing 1nte§st a‘[es66 Interest rate levels and velocity are key
factors in evaluating the effects of @uﬂ deregulation on financial development®*. A high

interest rate environment signiﬁ\ mpacts the performance and returns of investments®’.

In the past few years, inter ates in Nigeria have consistently been one of the highest in Africa,
with the current J\@/%ry olicy Rate (MPR) being at 18.75% as of December 2023, This is the
benchmark 1}8%‘ rate established by the Central Bank of Nigeria (CBN) to impact other interest
rates i gb!:onomy68 The MPR has been rising in recent years, partially to address excessive
inflation. Critics attribute the high interest rates in Nigeria to the extravagant spending and
macroeconomic policy shortcomings of past and present administrations®’. Inefficient economic
policies have led to persistent budget deficits, which have been funded by successive governments

through heightened borrowing. This heightened borrowing therefore leads to a rise in interest rates.
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According to standard Keynesian theory, there is a causal relationship between budget deficits and
interest rates®>. This leads to the crowding out hypothesis, which suggests that higher government
borrowing to cover budget deficits can result in notable rises in the real interest rate. Consequently,
this can decrease a country's economic lending capability and hinder business investments.
Although the viewpoints varied significantly, the prevailing belief is that budget deficits are
associated with high interest rates, which are detrimental to financial develo &necdotal
evidence in Nigeria indicates that the interest rate level may have a detrimental impdct on financial

development, but this claim has not been scientifically verified. 0

OECD's primary economic indicators show that investment@% crucial role in a robust
economy. Conversely, elevated interest rates deter investr@ impact bond prices in financial
markets, and impede growth®. Patterson and Lyger%%m the Directorate-General for Research
in Europe state that changes in the Lo Rate (LTR) would affect the economy,
notwithstanding the complexity and unqe@ surrounding the transmission mechanism that sets
the LTR. Conversely, it impacts inv. (Q\lt negatively, leading to a decrease in aggregate demand
and productivity. Conversely@crease in the long-term interest rate will lead to a rise in
investment, demand, and. o t. The structure of an economy and demand mechanisms also have
arole in inﬂuencié%\\ls in bond yields leads to a fall in borrowing demand’®. The GDP growth
fell to 0.75% %é&o a 1% increase in the interest rate, but failed to recover in subsequent quarters.
Howevb\/gkcrease in long-term interest rates has a beneficial impact on economic expansion®.
Keynes demonstrates that long-term interest rates have shifted from 7.2% to 7.8% between 1994

and 1999, increasing in the actual economy?*.
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2.1.2.2 Exchange Rate

An exchange rate is the value of one nation's currency in relation to another currency’!. It
influences the comparative pricing of local and foreign products, as well as the extent of external
sector involvement in global commerce. The Real Exchange Rate refers to the nominal exchange
rate adjusted for different rates of inflation between the two currencies’!. It refers to the exchange
rate of a currency, expressed in constant value terms to account for the effects of Qﬁmn. The
many interpretations of the authentic exchange rate are divided into two main|catégories. The first
group defines the actual exchange rate based on Purchasing Power @r'\,whereas the second

group is defined in terms of tradable and non-tradable goods. %

O

Exchange rate policies in emerging nations may be conte@s due to the necessary structural

Q

changes, such decreasing imports or increasing non-0i rts, which often lead to a devaluation

of the nominal exchange rate. Domestic adju @because of their immediate effect on pricing
and demand, are seen as harmful to theﬁg&myﬂ’n. In emerging countries reliant on imports for
production and consumption, the di t&éﬁns caused by an inflated exchange rate regime are not a

topic of controversy. .Q\A

The discussion centers@ extent of volatility in the exchange rate when confronted with
. \

internal and exter@ocks“. There is a widely accepted belief that devaluation or depreciation

may increas estic output by encouraging the net export sector. This is shown by the rise in

internat}& competitiveness of local industries, causing a shift in consumer expenditure from

expensive imported items to home products. The effectiveness of currency depreciation in

improving the trade balance relies on redirecting demand appropriately and ensuring the local

economy can fulfill the increased demand by producing more products’®. Thus, variations in
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exchange rates are expected to influence economic performance. It is essential to assess the impact

of exchange rate variations on production growth and price inflation.
Development of Exchange Rate Policy in Nigeria.

An exchange rate policy aims to provide a steady and suitable value for the exchange between the
domestic currency and the foreign currency used in trade agreements. In Nig numerous
strategies and solutions have been used throughout the years to at @I purpose’!.
The goals of an exchange rate policy are to establish a suitable excha@ate and maintain its

stability”!. Efforts have been made throughout time to accomplis ims by using different

approaches and alternatives to improve efficiency in the exchange market. Nigeria's
exchange rate arrangements have evolved from a fixed r@ie and eventually to several forms of

the floating regime starting in 1986 with the dere n and implementation of the structural
adjustment plan (SAP)"2. ®

Since the SAP, Nigeria has mostly adé%’tg%’ managed floating exchange rate regime without a
firm commitment to defending{%brtain parity’>. The Dutch Auction System (DAS) was
reintroduced on July 22,@‘[& the flexible exchange rate mechanisms failed to maintain
exchange rate stabilit@{ne goal of the DAS was to reduce the parallel market premium, preserve
the declining % eserves, and provide a fair exchange rate for the naira. The Direct Auction
System (@contributed to stabilizing the naira exchange rate, narrowing the premium gap,
preserving external reserves, and reducing speculative behaviour among approved dealers. The

foreign exchange market has been generally stable since 2003.

The CBN introduced the Wholesale Dutch Auction System (WDAS) on February 20, 2006 to

liberalize the market, reduce the arbitrage premium between the official interbank and bureau de
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change sectors, and achieve convergence’*. The purpose was to strengthen the benefits of the retail
Dutch Auction System and enhance the foreign exchange market to establish a more accurate
exchange rate for the naira™. Authorized dealers were allowed to trade in foreign currencies on

their own accounts for subsequent selling to their clients. These exchange rate systems have

Q

Inadequately handled exchange rates may have catastrophic effects on financial @ ment’>. As

impacted economic performance to some extent.

developing nations become more integrated into the global economic S)Q d participate in

international production networks, the regulation of currency rates ¢come more important.

Exchange rate policy may impact macroeconomic variables i@in GDP, aggregate demand,
inflation, financial development, employment, and income di ution. Exchange rate fluctuations
may directly impact a country's competitiveness &%have the ability to enhance its trade
performance’®. South Africa has an open ec at engages in both exporting and importing
products and services. This requires ef&g&management of the currency rate. There has been a
prolonged discussion in several nat@(a\er the optimal level of foreign exchange rate flexibility.
One perspective in the discus@[gues that exchange rates should be decided solely by market
forces without any fore'ggchange intervention or central bank monetary policy targeting’®.
Another Viewpoil(li\\ha the central bank should have authority over the foreign currency
market”’. Onﬁbpective believes in the superiority of markets over the government in setting

exchangilgés, while the other argues that the central bank can effectively manage issues like

currency volatility and exchange rate misalignment’s.

Exchange rate regime and interest rate continue to be significant topics in international finance and
emerging countries, as more economies adopt trade liberalization as a necessary condition for

financial development’. Extensive theoretical and empirical research exists to determine the most
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effective economic system that enhances financial development and has major effects on
macroeconomic and financial factors. In Nigeria, the exchange rate and interest rate policies have
transitioned from regulated to deregulated regimes throughout time”. The effects of these
measures on financial development in Nigeria are still a topic of debate. Some writers contend that
a high cost of borrowing impedes investment in the economy’. The Nigerian economy faced
challenges due to the impact of a worldwide economic slowdown on world co Q% prices’!.
The decline of oil prices subsequently led to structural imbalances that negativély impacted the
Nation's income. Consequently, there were significant fiscal deficit, @ﬂial foreign current
account deficit, increasing unemployment, and inflation rate, al c%g alongside a decrease in
domestic investment. The worldwide economic and ﬁnanci@ s, which originated in the USA
and expanded to other regions, is now affecting the @an economy, especially its banking
sector’>. Nigeria's policy makers respond to ext shocks by introducing various economic
reforms”. The National Economic Empo e§hent and Development Strategy (NEEDS) was
RN
implemented in 2004 with a similar @W e main aim of this comprehensive program is to
reduce young unemployment * sgk%ntrol the increasing prices in the economy. The current
financial development p‘@?represented by the tagline "Vision 20:2020." Although the
macroeconomic ¢ @ seem steady, concerns persist over economic fundamentals such as
inflation, savir%investment, growth, unemployment, and poverty. Therefore, policymakers and
develo%@ﬂners focus on macroeconomic policies concerning currency rates, interest rates,

domestic investment, and financial development’®.
Factors that Determine Exchange Rate.

Inflation Disparities: An economy seeing a consistent decrease in inflation often results in a rise in

the purchasing power of the domestic currency when compared to foreign currencies. Nations with
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a greater growth rate intentionally decrease their currency in proportion to the market value of their
trading partners. This is often associated with a higher credit cost®®. Interest rate differentials are
closely linked to financing costs, expansion, and exchange rates. Central Banks may influence the
general price level and purchasing power of the domestic currency by controlling financing costs,
which in turn impacts inflation and the country's exchange rate. Higher interest rates provide
lenders in an economy with a superior degree of return on their investments in co isoh to other
countries. Higher interest rates attract foreign investment and lead to an increcas the currency

rate. That is, the local currency appreciates in value relative to other na@’%arrencies.

Trade imbalances, the current record represents the balance of @?ce between a nation and its
trading partners, including all transactions related to goods,@ices, investments, and profits®. A
setback in the present record indicates that the gove@@is investing more in new commerce,
namely imports, than it is generating from ex b@fﬁerefore, the nation must seek financing from
unexpected sources to make up for the sh 1. This high demand for foreign currency lowers the
country's exchange rate, making do@cﬁa\products more affordable for foreigners and increasing

the cost of importing fresh res@, which might hinder local financial development®2.

A nation's debt ratir.lgs\'. ificantly influences its exchange rate®*. Countries engage in large-scale
deficit financi t@y out national infrastructure projects and provide financial support for the
government. tries with significant government debts are less attractive to external investors,
notwiths\s%ng the positive impact of stimulating the domestic economy via such operations. A
significant public duty might lead to growth. The government might increase the money supply by
printing additional currency to offset some of the debt, leading to inflation in the economy. If the
government cannot cover its deficit through domestic means like selling securities and increasing

money supply, it must increase the availability of securities for sale to foreign investors®*. This
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action would decrease the price of these securities and reduce the value of the domestic currency
compared to foreign currencies. Therefore, the debt will be managed and settled with fewer actual
dollars in the future. In 2017, international investors are less willing to rely on government

safeguards from their home country if there is a substantial risk of default by the host country’!.

Relationship between Exchange Rate and Financial Development \

R

The exchange rate has a significant impact on various macroeconomic varia @ dn economy,
including domestic price levels, profitability of traded goods and services&ource allocation, and
investment decisions®*338_ This is why both monetary authoriti rivate sectors strive to
maintain stability in these variables, as suggeste®’. Excha -@ fluctuations have become a
fundamental aspect of global economic operations. Ma%ﬁthis variable effectively is a key
factor in shaping the economic policies of many na@fgas supported®. The exchange rate is a
crucial macroeconomic element for developiﬁg\\Q)nomic policy. This is because these measures
significantly expedite the achievement 'cg%g lished macroeconomic objectives. In Nigeria, the

goals include maintaining price @g attaining balance of payment equilibrium, ensuring full

employment, promoting e%@e\iistribution of income, and fostering financial development and

development. \
° \\'

The Nigerian &onomy faces challenges related to currency rate and interest rate fluctuations®”.
These twc@ors are crucial in every economy since they influence the consumption and
investment decisions made by economic agents®. Improperly handled dynamic movements may
lead to serious effects in the economy. These oscillations are undesirable in the economy since
they elevate risk and uncertainty in both local and foreign transactions, thereby hindering
investment and commerce. The Nigerian economy is particularly susceptible to changes in

currency rates and interest rates since it relies heavily on oil as its main product and is highly
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dependent on capital inflows®. This presents difficulties for policymakers responsible for

achieving macroeconomic stabilization objectives.

Nigeria used a fixed exchange rate system from Independence until 1986, when it was eliminated
and replaced with a flexible exchange rate system. The flexible exchange rate regime is a
continuation of the Structural Adjustment Programme (SAP) in Nigeria, aimed at déyaluing the
naira to promote exports’"*, Nigeria is recognized as an economy heavily r@&on imports,
especially for its capital goods. The manufacturing sector, which was thqusabf exchange rate
depreciation to boost exports, is mostly controlled by multinationa esses and hindered by
poor capacity utilization. This industry is significantly hi@d by high borrowing rates,
expensive raw materials, increasing inflation, devaluation ognaira, foreign currency shortages,
and customer reluctance to purchase local goods®’. %@aﬁon of the currency rate is more of a
burden than a benefit for this industry. A con &@fend in the depreciation of the naira currency
rate, particularly during the SAP era®. Pg@have consistently demanded the stabilization of the
currency rate to be on level with the &ftw\@ States dollar. The author argued that the stability of the
exchange rate enables the ach'é@em of both internal and external balance simultaneously. The
selection of an exchange ragegime is crucial for financial development, but it is contingent upon
the financial dev@evel of the specific country’. Industrialized countries with developed
and compre @e financial markets are able to effectively handle real and financial shocks,
resultin‘g\i/gheir financial development rate being less influenced by their selection of exchange
rate systems. A more flexible exchange rate system allows an economy to respond more quickly,
although it is weakly linked to somewhat better growth rates. In developing and rising economies

like those in Asia and Africa, which have underdeveloped financial markets and incomplete
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markets, they struggle to handle real and financial shocks”74%, Therefore, the selection of an

exchange rate regime is crucial®.

Emerging nations are more advantageous in using flexible exchange rate regimes’®. Nations in the
early stages of financial growth and integration should opt for set or somewhat inflexible regimes”’.
Developing and emerging market economies have a nonlinear connection betweer%)wth and
regime choice’®. They found that fixed and managed float regimes are linke@Qhe strongest
growth rates. They also noted that the choice of government system did &t(m(!act the financial
development rate of advanced European nations. It may be conclud more flexible systems
are often linked to somewhat greater development rates in th cation. The implementation of
SAP in Nigeria and concluded that the unique characteristics%the Nigerian economy limited the
effectiveness of currency depreciation in achieving d@% outcomes’!. The research examined the
correlation between fluctuations in the exch ng’@ and the growth of domestic production in
Nigeria®*. It represented the growth of stic output as a linear function of changes in the
average nominal exchange rate. H%ga\dummy variables to represent the time periods when
currency depreciation OCCUI’I'@IG empirical findings indicated that all coefficients of the
primary explanatory fact%l@d negative signals. A research on how the real exchange rate affects

the development é:\g\!

exchange ra@alignment and volatility on the growth of non-oil exports. He used the classic

1 exports in Nigeria’!. The study emphasized the influence of real

trade th‘sq/gdlodel to analyze the factors influencing export growth. He also used two measures of
real exchange misalignment: one based on the departure from purchasing power parity (PPP) and
the other based on the model's assessment of equilibrium real exchange rate (ERER). He noticed
that regardless of the many ways misalignment was measured, both real exchange misalignment

and volatility had a negative impact on the development of Nigerian nonoil exports’!. A strong
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and meaningful correlation between the index of industrial output and actual exports®. A 1%
increase in actual exports results in a 12.2% increase in the industrial production index. The policy

of deregulation had a favorable influence on exports by causing the currency rate to depreciate.

2.1.2.3 Money Supply

Money Supply is the whole amount of monetary instruments accessible for use 'sksociety’s
economic activities’’. The traditional definition of money supply consists of two Qomponents:
Currency held by the public and Demand deposits held by the public. Tw pottant points should
be highlighted about the money supply in the economy. The money su s the aggregate amount
of money accessible to the general population within the eco at a certain moment. Money
supply is a static measure, unlike national income which 'ngamic representation of the value

of goods and services generated over a certain peri%’gen a year’!. Money supply specifically

denotes the total quantity of money owned by%@flgicn.

A study identified four ways that havec.t%’(%lt conceptualize money supply and the makeup of a
country's money stock”. The C(@)nal Approach considers money supply from a functional
perspective, focusing on @icular role of money. Money is considered a universal kind of
buying power that i,s@ted as payment for goods and services’. The money stock of a nation
consists of me 'agna>easily allow exchanges and are generally accepted. These would primarily
consist of @§
commebﬁf

banks.

C) and demand deposits that may be withdrawn by check (DD) generated by

Theoretical ideas on how money supply affects financial development may be traced back to
Classical and Keynesian monetary theories, as summarized in the Quantity Theory of Money?>.

The Classical monetary theory, based on Irving Fisher's equation of exchange, suggests a direct
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correlation between the money supply and the price level. A rise in the money supply results in a
corresponding increase in prices, thereby reducing the purchasing power of money. The Fisher
equation of exchange, MV= PQ, describes the relationship between the amount of money (M), the

velocity of money (V), the price level (P), and the quantity of real goods sold (Q)*>.

Keynes opposed the Classical quantity theorists by introducing a revised quantity the%)f money
that highlighted the connection between monetary theory and output. Variati@% the money
supply result in indirect and non-proportional impacts on prices™. Keynewl(ﬁﬁat when there is
unemployment, variations in production are directly related to variati he money supply, with

no impact on prices. At full employment, prices vary directly wi unt of money.

£

Various interpretations on the inflation-growth link have{ien proposed by Classical, Keynesian,
Neo-Keynesian, Monetarist, and Endogenous grow&orists. Keynesian and Neo-Keynesian
theories propose a direct correlation betwe%\ ation and growth in the aggregate supply-
aggregate demand (AS-AD) paradigm”@-term, the upward-sloping AS curve indicates that
changes in aggregate demand i both price and production. Various variables including

expectations, labor force \s, production factor pricing, and fiscal or monetary policies

affect this dynamic co&ion.

In the long tetm, ‘vafiables affecting the economy's steady state are expected to balance out.
Producers @their outputs in response to early shocks like inflation, which ultimately sustains
ﬁnancieh(evelopment. Some economists, inflation may have a beneficial effect on financial
development, particularly when contracts between businesses and consumers set future pricing,
allowing production to continue despite rising costs in the market*’*°. These theories provide

valuable understanding of the intricate relationship among money supply, inflation, and financial
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development, helping policymakers promote macroeconomic stability and sustainable

development.
Relationship between Money Supply and Financial development in Nigeria

The correlation between money supply and financial development has garnered more attention in
the area of monetary economics in recent years. Economists have varying opinion he impact
of money supply on financial development. Some believe that fluctuations in t @e supply are
crucial for financial development, as countries focusing on studying ag @e money supply tend

to experience significant variations in their economic activities% ever, others doubt the

QQ

A correlation between the money supply and ﬁnang&velopment or activity in Nigeria®.

impact of money on gross national income®.

Nigeria has managed its economy by adjusting it ey supply throughout time. Following the

impact of the oil price crash in 1981 and t % ce of payment deficit at that time, a variety of
f1

stabilization strategies were used, 1nc1(%§'

supply by raising interest rates.vQ%result in a decrease in gross national product (GNP)”. The

cal and monetary policies. Decreasing the money

concept that the money @Qﬂucmates with economic activity is relevant to the Nigerian
economy. Money su ignificantly impacts economic activity in both established and emerging
economies, as sly stated. The insufficient supply of monetary aggregates, especially money
stock, has @red many African nations from achieving growth and development. Many experts
attribut& failure of monetary policies to stimulate financial development on the government and
its agencies due to inadequate implementation and lack of sincerity among policy

implementers®*7-%,
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There is still a significant amount of empirical and theoretical research needed to fully understand
the link between financial development and the rate of money supply®. There is a significant body
of literature on the interplay between monetary policies and the association of monetary and fiscal
policies in influencing the money supply. However, this research has not been widely integrated

into mainstream monetary economics literature.

3
Policymakers have acknowledged that challenges in obtaining current literature@oney supply
may be due to the inaccessibility of numerous routes via which money is %&J’ he channels are
used by the federal government via tax cuts and budget expenditur ell as by the Central
Bank of Nigeria through monetary policy. However, it is impor@o etermine the strength of the
ideas around the impact of the specified policies on @noney supply in the economy.
Government backing has caused policymakers to be%%%t central banks do not have complete
control over the supply of money in an ecw@%e elements and effects of various monetary
policy choices in the Nigerian economy, 'E&itial effort to define the concept of money supply in
the Nigerian economy. They agree%{%e definition of money supply should be determined by
the financial system's develop@tage and the adopted concept of money. This definition serves

as a guideline for measur: }b and is influenced by the institutional framework of the economy?>.

A monetary e on@on‘tended that a widespread decrease in interest rates would boost the
accessibilit onsumer goods and investment loans'®”. Therefore, decreasing government
spendirNuld counterbalance the impact of this rise. Similarly, another monetary economist had
his perspective on the impact of monetary policy, that due to the undeveloped Nigerian money
market, monetary policy tools are not an effective strategy for addressing inflation in Nigeria®’.
The perspective has become a definitive part of a small but well-studied collection of literature

aimed at enhancing our understanding of money supply®*. A comprehensive grasp of the ideas put
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forward by past authors on the supply rate of money, its components, and the adverse effects on an
economy, notwithstanding the existence of other related theories®. Economists have varying
opinions on the impact of money supply on financial development®’. Some believe that
fluctuations in the money supply are crucial for financial development, and nations that dedicate
more effort to researching the behavior of aggregate money supply tend to have &ore stable

X

Financial markets begin to expand when the economy reaches thg\int ediate stage of

economic activity!°!.

development, and continue to develop as the economy matures.ic expansion leads to

heightened financial development. Financial development m@ot occur without a sufficient
quantity of money supply credit and suitable financial circ@tancesloz. Decreasing the money
supply by raising interest rates would reduce the gr%’bt%nal product (GNP). The concept that

the money supply fluctuates in accordance @nomic activity is relevant to the Nigerian

economy®”?. . 5&
A\

The impact of financial debt, sym @b by money in circulation, on financial development may
occur via three main path )@ rise in financial debt may enhance the efficiency of financial
intermediation. Fin.an idl institutions become more efficient at distributing resources and
promoting invest@ leading to increased economic activity and fostering development®.
Furthermore cial debt may improve the effectiveness of capital stock. With greater cash
availabwr investment, firms may purchase new capital equipment, update technology, and
increase production capacity®. Enhanced capital use efficiency may result in greater productivity
and production levels, promoting financial development. Furthermore, a rise in financial debt
might result in a higher national savings rate®®. Individuals and corporations borrow money for

investments and save some of their income to repay debts and create financial reserves. Increased
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national savings may serve as a reliable reservoir of investment funds, stimulating more economic

expansion.

The increase in money supply and its economic consequences are topics that should be carefully
examined. Supporters of the quantity theory of money claim that the money supply is determined
by external factors, the money supply has characteristics of both being determined m&nally and
externally'®. A connection where the money supply is influenced by changes in Qal sector for
short-term and cyclical variations®®. He argues that in the long-term s end, changes in
money supply are unrelated to the real sector and are driven ou n the past few years,
monetary economists have tried to determine the factors 1n ing the money supply. Some

scholars think that the central bank controls the money supply, Whlle others argue that it is an

endogenous variable!°!, &Q

The components of the money supply, such a@nd M2, along with their elements®>. Concept is
the conventional definition in many poc')’\&p s. Furthermore, the influence of money supply on
an inflationary spiral has always b @&nsidered“. Inflation is caused by surplus demand and can
be controlled by reducing @wth of money supply, which in turn decreases the growth of
prices and wages th{O;l&Oﬂtractionary monetary policy measures®’. Monetary authorities should
refrain from u in@retionary monetary policy and instead use monetary growth principles to

address publi ertainty over potential inflationary monetary policies in the future.

The theo\r)/ of eliminating money and monetary inflations is crucial for controlling inflation and
sustaining financial development in a country. When there is a tendency towards capacity shortage,
it leads to inflationary effects that must be addressed to achieve financial development®. The
supply of money operates apart from the demand for money*>. The emergence of hyperinflation.

Wealth is the only characteristic that is likely to bring about major variations in velocity®2.
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Demonstrate the correlation between money and economic progress, as shown by several studies

in Nigeria”>®3,
Factors Influencing the Money Supply in Nigeria

The money supply in Nigeria seems to be primarily influenced by the behavior of two key

economic components!®

. Firstly, it pertains to the banks' conduct about the level o rves they
choose to maintain at a given moment. This sum is determined by banks' abi @ orecast and
their understanding of the economic environment in which they operateés\they aim to optimize
profits over time. Secondly, the conduct of the non-bank public i ng their funds between
£
\)

currency and demand deposits impacts the monetary base or h ywered money. The greater the

marginal currency deposits and subsequent money supplxtil by the non-bank public, the bigger

the monetary base. b’b
O

Monetary authorities use various devices \\oQtrol the amount of high-powered money and
oversee legal reserves, using direct an%&%t methods®’. Direct instruments include a range of
techniques such as aggregate Cxe\%%\ling, exchange ceiling, deposits ceiling, special deposits or
directives, and stabilizati@%rities. These devices enable authorities to directly regulate the
amount and distribu&\f credit in the economy. Aggregate credit ceilings restrict the overall

credit issued cial institutions, whereas stabilization securities help stabilize financial

markets b)ébﬁfying interest rates.

Indirect tools act discreetly by altering monetary circumstances via market processes. The tools
mentioned include open market operations (OMO), cash reserve requirements (CRR), liquidity
ratios (LR), minimum rediscount rates (MMR), parity changes (PC), selective credit controls

(SCD), and moral suasion!%19.197  Qpen market operations include the purchase and sale of
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government securities to regulate the money supply, while cash reserve requirements dictate that
banking institutions maintain a certain percentage of their deposits as reserves. Liquidity ratios set
standards for banks' liquidity levels, whereas minimum rediscount rates determine the interest rate

at which central banks provide loans to commercial banks.

The distribution of bank loans to specific sectors, and the allocation of rural bank dep% as loans

to rural borrowers. Essentially, these tools allowed governments to control @tary policy,

oversee credit, and influence economic activity to align with larger econ(&galls and priorities.
Extended use of direct instruments has various impacts on the J@v and the efficacy of
monetary policy in Nigeria!%. Therefore, a decision was made@ﬁ the monetary management

technique to an indirect method using market-based mstrume@
Control of Money Supply in Nigeria gb

Nigerian officials use a range of expans10 contractlonary strategies to efficiently control
the money supply, aiming to create %nomlc stability and promote sustainable financial
development®?. The measures .a“%ed on the monetary policy framework established by the
Central Bank of Nigeria @whwh is pivotal in overseeing the nation's financial system and
impacting economie Q&lstances. Expansionary policies attempt to increase the money supply
in the economy\to &n€ourage economic activity and promote growth!%. Government spending is a
crucial el@ of expansionary initiatives. Government boosts the economy by investing in
infrastrb{re, social programs, and public projects, which stimulates demand for products and

services and promotes private sector investment. This rise in total demand leads to increased levels

of economic production and employment.
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The CBN also enforces regulations on commercial banks and promotes lending via initiatives'%,

The central bank may encourage banks to lend more to companies and consumers by decreasing
reserve requirements or cutting interest rates. This increase in credit boosts investment,

consumption, and total economic activity, hence enhancing financial development and

Q

Contractionary policies attempt to decrease the money supply in the economy t ge inflation

development.

and avoid excessive financial development. One approach is decreasing g er&.ﬂﬁt spending. The

government may reduce inflationary pressures and promote price by decreasing public
ircilating

expenditure, which will lower the quantity of moneg in the economy.
The CBN can impose stricter controls on commercial bank@estrict their lending operations!%,

Options include strengthening reserve requirements, @sing interest rates, or enforcing tougher

loan approval criteria. The central bank res ﬁé@dit availability to curb excessive financial

development and avoid uncontrollable iUﬂ&”.

Policymakers must carefully Pal&l@‘&xpansionary and contractionary actions to sustain ideal
economic circumstances. A: @dance of money in circulation may cause inflation, reducing the
value of money and.w ning consumer trust. On the other hand, too stringent monetary policies
may hinder f@al development, resulting in unemployment and stagnation.
The CBN several monetary policy instruments including as open market operations,
reserve\eauirements, and discount rate changes to control the money supply and meet its
macroeconomic goals. The policies are adopted taking into account current economic
circumstances, inflationary pressures, exchange rate movements, and other pertinent

108

considerations'”. The CBN aims to achieve sustained financial development, price stability, and

financial stability in Nigeria via ongoing monitoring and adjustment of monetary policy measures.
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Proactively controlling the money supply is essential for supporting the country's growth and

increasing its ability to withstand external and internal obstacles.

2.1.2.4 Inflation

Inflation denotes the sustained and continuous increase in the general price levels of goods and
services within an economy. This phenomenon is observed across various economie%)rldwide,
albeit with differences in timing, causes, duration, and prevailing economic s. Inflation
entails a persistent escalation in the overall price level, thereby impacting \gf(e of the domestic
currency'”. It is not merely a one-time upward movement in prices Qather a sustained trend
affecting all goods and services within the economy. Often cha@rized as a situation where "too
much money is chasing too few goods," inflation erodes t@@hasing power of currency, leading

to a decline in its real value over time. b’b

To illustrate, consider a scenario where N 10.&\&1 purchase 10 shirts in the current period. If the
price of shirts doubles in the subseque.%@d, the same N 10.00 would only suffice to buy 5
shirts. This example undersco.re@r inflation diminishes the purchasing power of currency,
resulting in a reduced qu@ goods and services that can be obtained with a given amount of
money. In essence, in@n entails a broad-based increase in prices across the entire spectrum of

goods and ser\f&egdther than an isolated rise in the cost of specific commodities or commodity
groups!3. éb

Therefore, in defining inflation, two key aspects must be emphasized. Firstly, inflation is aggregate
in nature, implying that the price rise must encompass the entirety of the goods basket within the
economy'?. This contrasts with situations involving isolated price hikes for individual commodities

or groups of commodities. Secondly, inflation manifests as a sustained phenomenon, persisting
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over time to exert a pervasive impact on the economy's price structure. By understanding these
fundamental characteristics of inflation, policymakers and economists can formulate effective

strategies to mitigate its adverse effects and maintain price stability within the economy.

It's worth noting that economies, whether developed, developing, or underdeveloped, commonly
experience fluctuations in prices. While some economies may witness only minor, &:tuations,
others face consistent and prolonged increases in prices. It is refers to a sustaine@Qeral increase
in the price level within an economy. This entails a persistent rise in &gﬁﬁ:s of goods and
services, resulting in a decline in the purchasing power of the curre espite being a familiar
concept in many market-oriented economies, the intricacies of i@o , including its determinants,
mechanisms, and real impact on national financial develo@t, remain elusive to many. High
inflation poses detrimental effects on economic perf e, yet zero inflation is equally harmful
as it can lead to economic stagnation. Mild i ﬂ@however, is deemed necessary for fostering
financial development. The challenge o ﬁ%ﬁion transcends national borders and affects both
emerging and developed market %éa\lies”. Over the years, policymakers worldwide have

prioritized controlling inﬂatio@ essential economic goal.

Spikes in inflation rateﬁten lead to significant economic disruptions, encompassing balance of
payment deficits, @ncy devaluation, and a decrease in the purchasing power of the working
class'. Con tly, labor unions frequently advocate for higher wages to counteract the erosion
of their hasing power. The frequent strikes by Nigerian workers have detrimental effects on
the economy, resulting in decreased productivity and paralyzed services, particularly in critical
sectors like education and healthcare. The persistent disruption of services in these sectors impedes

the development of human capital, ultimately hindering the country's economic advancement.
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It's important to note that changes in individual prices, or combinations thereof, do not necessarily
signify inflation. However, situations may arise where a change in one price could trigger a ripple
effect, causing other prices to increase'®. For instance, adjustments in petroleum product prices in
Nigeria may impact other prices in the economy. Yet, this alone does not indicate inflation unless
the price adjustments across the board lead to a general rise in the aggregate price level.

%ice level

Additionally, for inflation to be deemed to have occurred, the increase in the ag@e

must be continuous and sustained over various time periods. <

Several factors contribute to inflation in Nigeria. Demand-pull 1 @n stems from excess
aggregate demand, while cost-push inflation results from r@%duction costs. Structural
inflation arises from constraints such as inefficient producti(@arketing, and distribution systems
in key sectors of the economy!3. Other forms of inﬂa&%revalent in developing countries include
imported, open, and seasonal inflation. Imp %%ation occurs when inflation is transmitted
through internationally traded goods an,d@ces, particularly when Nigeria imports goods from
countries experiencing inflation. O@&{%ation arises from uninterrupted market mechanisms,
while seasonal inflation is ass@ with production cycles, such as declines in farming output. In
Nigeria, additional facto &uencing inflation include the nature of the economy, its historical

context, and the d@ fiscal and monetary policies.

2.1.3 Corr@ n

CorruptiofY manifests as a multifaceted and intricate phenomenon, influenced by numerous factors
and resulting in diverse consequences. Its manifestations vary widely, encompassing broad
concepts such as the misuse of public power and moral decay, as well as more narrowly defined

108

instances, like bribery involving public officials and the illicit transfer of tangible resources'*. In
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essence, corruption can be distilled into the abuse of entrusted power or public office for personal

gain!%,

Corruption is a pervasive global challenge, sparing no nation from its detrimental influence!®. It is
recognized as a systemic issue spanning political, economic, cultural, and individual realms,
impacting numerous countries worldwide, particularly those in the developing whorld!®®. Its
presence transcends political systems and cultural contexts, afflicting democra@% dictatorial
societies alike, as well as economies of varying ideologies'!?. Corruption @gﬁﬁl both public and
private sectors, spanning profit-driven enterprises, nonprofit o tions, and charitable
institutions. While prevalent in both developing and devel @e tions, it is notably more
pronounced in developing countries, often indicative of emic dysfunction'®. In Nigeria,

corruption is an enduring topic of discourse and a s@%t barrier to business operations, with

companies frequently encountering bribery a@orwpt practices.

Corruption exerts a profound impact d@cial development, with ramifications extending to
various facets of society!®. Beyo&@eding economic efficiency and growth, corruption disrupts
the equitable distribution rces, exacerbating income inequalities and undermining the
effectiveness of so.cia%el are programs. This skewed income distribution further dampens
effective dem nd@e economy, resulting in reduced levels of investment, trade flows, and
government tiveness, ultimately stunting human development and sustainable growth
prospect$i®. The direct impact of corruption on financial development and development is well-
documented, influencing factors such as investment, taxation, and public expenditure
effectiveness!®. Additionally, scholars have identified numerous channels through which

corruption hampers financial development'®!%. These include the distortion of incentives and

market forces, diversion of talent and resources towards rent-seeking activities, and imposition of
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an inefficient tax burden on businesses. Furthermore, corruption diminishes the productivity of
investments by compromising resource quality and fuels inefficiencies, leading to the wastage of

resources and undermining the efficiency of public expenditure!®.

Corruption permeates societies worldwide, inflicting immeasurable harm on economies. Its impact
reverberates across economic, political, and social domains, whether through direct %equences
or indirect repercussions. While the immediate costs of corruption, such as @evenue and
diverted funds, are significant, the enduring effects manifest in economic %)gbﬂs, inefficiencies,
and waste pose greater challenges in the long run. These indirect co erbate the complexity

of addressing corruption, compounding its detrimental effects o@m 1o,

The repercussions of corrupt practices on Nigeria's ﬁnanc((\&elopment are grave and pervasive,
threatening the stability of the entire economic sys@fqmmerous studies have underscored the
negative impact of corruption on financial de&@'lent”’”’wg. Corruption's magnitude and effects
are particularly severe in Nigeria, hih@ the pace of economic progress as argued that

government efforts to combat co \ are futile due to its widespread prevalence, infecting both

the government and soc1e‘%t®e39 108,

Conversely, some sch@ posit that corruption can grease the wheels of financial development,
adding to the éﬁersy surrounding its impact'!'’!'2, However, given the high incidence of
corrupt pr rés in Nigeria and the stagnant financial development, empirical verification of the

relatlons\hgbetween corruption and financial development is imperative.

Despite possessing significant oil reserves and abundant resources, Nigeria continues to grapple
with poverty, underdevelopment, and unstable financial development. Various development

indicators reflect this stagnation, with persistent economic challenges such as poverty,
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unemployment, insecurity, and widening inequality gaps. This fragile state underscores the
urgency of robust empirical research to comprehensively assess the relationship between

corruption and financial development, as existing evidence fails to provide conclusive insights.

Corruption has plagued economies for centuries, exerting a profound and detrimental impact on
financial development. This inverse relationship between corruption and economic pm&erity has
stirred both concern and despair among the populace. Corruption facilitates@Qliversion of
limited public funds, stymies economic progress, and obstructs pol'&gfd'ms crucial for
development. Consequently, it not only impedes growth but also cox @ established economic
value systems in Nigeria. The devastating consequences of istent corruption have reached
alarming levels, despite numerous unsuccessful attempts Qurb the menace. Corruption has
permeated African society to such an extent that de%ﬁb&severity is either naive, dishonest, or

indicative of detachment from reality!'!>!14, \Q’b

Despite ongoing efforts to combat COﬂ’L@ the elusive nature of a perfect solution, given the
failures of previous endeavors“o’”5®1’uption persists as a recurrent challenge, thwarting growth
with no clear resolution in si l@’i\e omnipresence of corruption in academic and formal discourse
in Nigeria, reﬂec.tin its pervasive threat to meaningful development. Moreover, the
ineffectiveness o®nup programs targeting corruption in Africa, further emphasizing the

entrenched of the phenomenon!!6117

2.2 Theo\réical Framework

2.2.1 Theory of Monetary Policy Transmission Mechanisms

Conventional examinations of monetary policy's influence on the real economy have
predominantly centred on its overall effects. Since the pioneering work of Friedman and Schwartz

in 1963, contemporary empirical studies in monetary economics have highlighted the role of
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policy in stabilizing the macroeconomy!'®. However, anecdotal evidence indicates that business
cycles also carry implications for income distribution. An avenue for framing the discourse on the
relative significance of diverse channels of monetary policy transmission is to inquire whether

these distributional effects merit close scrutiny.

The concept of the Monetary Policy Transmission Mechanism has evolved over time & does not

have a single founder. However, its development can be traced back to th@% of several

prominent economists throughout history!!8. Key figures include Irving{i , John Maynard

Keynes, Milton Friedman, and others. Fisher's work on the Quantity % of Money in the early

20th century laid the groundwork for understanding the relati@p between money supply and
prices!'”. Keynes introduced the interest rate channel, emphz@g the role of aggregate demand in
determining economic activity'!’®. Friedman's Mon%% views highlighted the importance of
money supply growth in influencing infla '@s, while others like Tobin and Bernanke

contributed insights into the portfolio ba,la@hannel and credit channel, respectively.

S

The Monetary Policy Transmissi&@@hanism serves as the intricate web through which shifts in
monetary policy variables, @s interest rates, exchange rates, and money supply, cascade
through the economy, ¢ Ipting outcomes like output, employment, and inflation!'®. It's akin to a
complex netwqrk @thways, illuminating how decisions made by central banks reverberate and

ripple acros roader economic landscape.

Delving}lﬂ) the heart of this mechanism unveils a fascinating puzzle: How do seemingly minor
tweaks in the availability of an external asset trigger monumental transformations in the overall
composition of assets in zero net supply? How do even subtle adjustments in the monetary base or
nonborrowed reserves set off significant waves, reshaping demand deposits, loans, bonds, and

other securities, thereby moulding the trajectory of aggregate investment and output?
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One enlightening framework to explore these mysteries traces back to the groundbreaking work of
Brainard and Tobin in 1963'?°, Their paradigm emphasizes the intricate dance between monetary
policy decisions and investor portfolios, offering a window into the profound impacts felt
throughout the financial landscape. Adding depth to this understanding are the seminal insights
from Fama's 1980 paper on the dynamic interplay between financial intermediaries and central
banks'?!. Fama's vision of financial intermediaries represents the cutting e $ﬁnancial
innovation, envisioning a landscape where traditional banks gradually ev@e/ to something
new!?’. At its core lies the investor's conundrum: How to navigate the ssset allocation given
their real wealth. By assigning portfolio weights to each asset, denotéd as wi, and considering total
wealth as W, the demand for each asset—Xi—becomes ic expression of this delicate
balancing act: Xi = wiW. In the current economic la d@the focus often turns to the monetary
base. Extensive literature examines how the dema outside money emerges organically within
this environment, as described above. Additionally, as highlighted by Fama, legal requirements
.
can also compel agents to utilize t{f_}peci ic asset for certain transactions, such as reserve
requirements and its use in bank{% hgs.
N\

In this stylized framewotk, ‘aolicy action constitutes a shift in the nominal supply of this outside
money'". For su(é:\%l'la ge to yield any effects, nominal rigidities must exist. Without these
rigidities, alt;b@s in the nominal quantity of outside money would fail to impact the real interest
rate an&&o/%équently have no real effects. However, assuming the policymaker can alter the real

return on the monopolistically supplied asset, investors' portfolio allocations must adapt

accordingly in response to policy shifts.

Several key characteristics define this idealized world. Firstly, it's crucial to note that for policy to

exert influence, two conditions must be met: the central bank must control the supply of a sought-
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after asset with no perfect substitutes, and prices must fail to adjust fully and instantaneously'!”.

This depiction of financial intermediaries underscores the insight that monetary policy can be
118.

comprehended by focusing solely on the endogenous adjustments of investor portfolios

Understanding the transmission mechanism necessitates understanding how asset holdings evolve

Q

Secondly, while traditional banks may not exist in this scenario, there wi ubtedly be

in reaction to policy actions.

intermediaries facilitating small business loans. Despite the absence of bz&dgp%its as liabilities,
these entities likely acting as brokers will bundle and securitize loa this context in mind,
we can outline the two major views of the monetary transmissi@ec anism!'®12!, Consequently,
The ongoing discourse surrounding the monetary transmissi@echanism mirrors a similar debate.
According to the conventional IS-LM framework, c%@s in policy are significant only in their
aggregate effects!?2. Under this view, the foc ﬂ@maﬁly on fluctuations in total investment, as
policies primarily influence the required @ return on new investment ventures. Consequently,
it's typically the least profitable pr(&h\@n a macroeconomic scale that face funding challenges
due to policy-induced interes@ncreases. However, since the most lucrative projects persist,
.

there are typically no @fﬁciency losses associated with the distributional ramifications of

policy-induced in regé!tt adjustments.

In contrast, %Qnding" perspective zooms in on the distributional repercussions of monetary
policy wns. This alternative theory underscores a combination of imperfections in capital
markets and portfolio balance effects resulting from imperfect substitutability of assets'?!. Here,
the theory suggests that the impact of policy may vary significantly across agents within the
economy. Moreover, policy's influence extends beyond the inherent creditworthiness of investment

projects and may relate to individual characteristics unrelated to project viability. For instance, an
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entrepreneur may find themselves deemed unworthy of credit solely due to their current low net
worth, regardless of the project's potential social return. Understanding whether shifts in
investment prompted by monetary policy changes yield such repercussions is of paramount

importance.

It's logical to assert that before delving into the study of the monetary transmission m&nism, it's
imperative to pinpoint monetary shocks. Several scholars have compellingly @ that policy
disruptions cannot be accurately assessed solely by analyzing ﬂuctuations'&\gqnétary aggregates.
This limitation stems from the fact that the variance in innovations d measures of money

reflects a combination of endogenous responses to real shocks a@ui s in money demand''®!17,

In response to the inadequacy of monetary aggrega@? elucidating policy actions, two
approaches have emerged. Firstly, attention has tum@%e operational procedures of the Federal
Reserve and how policy is practically forrnulé‘{@’ 20, The federal funds rate as the actual policy
instrument employed on a day-to-day bés@gesting that innovations to this rate likely mirror, at

least partially, policy disturbances @k conclusion is grounded in a thorough examination of the

institutional framework g(@}monetary policy implementation.

Secondly, an altemath@ethod, which advocate for scrutinizing the minutes of the Federal Open
Market CommitteeMFOMC) meetings to discern policy stances'?’. By analyzing these minutes,
they constr@%series of dates indicating when policy shifts towards contractionary measures were
believe&occur. This method offers another avenue for understanding the dynamics of monetary

policy formulation and its impact on the economy.

Critics of the Monetary Policy Transmission Mechanism raise valid concerns regarding its

effectiveness, pointing out several factors that can potentially limit its impact. One such factor is
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the presence of lags in policy implementation. Monetary policy decisions made by central banks
may take time to be fully implemented and have their desired effects on the economy!!®. This
delay can diminish the efficacy of the policy response, especially in addressing immediate

economic challenges.

Furthermore, uncertainty about the future can undermine the transmission mechanismy Economic
agents, including consumers, businesses, and investors, may exhibit cautious be@% in response
to uncertain economic conditions''®. This hesitancy can dampen the pot Qﬂnonetary policy
actions, as individuals and firms may delay spending or investment s until there is greater
clarity about the economic outlook. Changes in financial marke %ns also pose challenges to
the effectiveness of the transmission mechanism. Financ@xarkets are dynamic and can be
influenced by a multitude of factors, including glob&%@nomic trends, geopolitical events, and
shifts in investor sentiment. These ﬂuctuationi&nplicate the transmission of monetary policy

signals, potentially leading to uninteng&consequences or muted responses from market

participants. Q'}C'J\

Moreover, critics question @erlying assumptions of rationality and perfect information that
underpin the Monet:;u?\. licy Transmission Mechanism. In reality, individual and market behavior
may deviate fr m@redictions of economic models based on these assumptions!!®, Behavioral
biases, imp information, and herd mentality can all lead to irrational decision-making by
economMents, affecting the transmission of monetary policy signals and outcomes. Critics
highlight various challenges and limitations that can impede the effectiveness of the Monetary

Policy Transmission Mechanism'!®

. Addressing these concerns requires careful consideration of
the complexities of real-world economic dynamics and the adoption of flexible and adaptive policy

approaches by central banks.
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Despite facing criticisms, the Monetary Policy Transmission Mechanism remains a valuable
framework for understanding the intricate interplay between changes in monetary policy variables
and their effects on the broader economy!!8. By illuminating the channels through which monetary
policy actions propagate through the economy, this framework equips policymakers with valuable

insights to make informed decisions aimed at achieving their macroeconomic objectivx

One of the key strengths of the Monetary Policy Transmission Mechanism is its@/ to provide
policymakers with a roadmap for navigating the complexities of the ec&rgu”). By identifying
the specific channels through which monetary policy actions exert fluence, policymakers
can tailor their policy interventions to target specific economi@co es, such as price stability,
full employment, and sustainable financial developmen@ This targeted approach allows

policymakers to deploy monetary policy tools more@%ely, maximizing their impact on the

economy. @%

Furthermore, the Monetary Policy Traﬁ@n Mechanism serves as a vital tool for empirical

testing and analysis. Researchers @&me this framework to develop econometric models and

conduct empirical studies @uate the effectiveness of different monetary policy tools and

strategies''%120, By exaﬁing historical data and real-world outcomes, researchers can assess the
. \

efficacy of monet licy interventions in achieving desired economic objectives. This empirical

evidence no informs current policymaking decisions but also contributes to the ongoing

reﬁnem}hwnd evolution of monetary policy frameworks.

In essence, despite its limitations and criticisms, the Monetary Policy Transmission Mechanism
remains a cornerstone of modern macroeconomic analysis and policymaking!!8. Its ability to
elucidate the complex dynamics of monetary policy transmission empowers policymakers to make

more informed decisions, while also providing researchers with a valuable tool for empirical
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testing and analysis. As policymakers continue to grapple with the challenges of managing
complex and dynamic economies, the Monetary Policy Transmission Mechanism will undoubtedly

remain a central component of their toolkit.

The application of the Theory of Monetary Policy Transmission Mechanisms to the study of
"Monetary Policy and Financial Development in Nigeria" provides a robust theoretic%amework
to understand how monetary policy influences economic variables and contri@Qto financial

development within the Nigerian context''8, ’\(/

The Theory of Monetary Policy Transmission Mechanisms explai changes in the central
bank's monetary policy instruments, such as interest rates, re equirements, and open market
operations, affect the economy!''®. The primary channels@@h which monetary policy impacts
the economy include the interest rate channel, the o@fbchannel, the exchange rate channel, the

asset price channel, and the expectations chah®’ 20 These channels are interlinked, creating a

comprehensive pathway through whichco\’@ytary policy decisions filter down to the broader

economy. . A%\

In Nigeria, an emergin %\et with its unique economic landscape, these transmission
mechanisms operate @eciﬁc and often complex ways!'®. The interest rate channel can be
assessed by ex% ing how changes in the Central Bank of Nigeria’s (CBN) policy rate influence
commerci@k interest rates, consumer spending, and business investment. Given Nigeria's
relativeMderdeveloped financial markets, the impact of interest rate changes might differ from
more advanced economies, making it crucial to understand the effectiveness of traditional

monetary policy tools in Nigeria.
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The credit channel in Nigeria can be investigated by looking into how monetary policy affects
credit availability and lending behavior in Nigerian banks. In a country where access to credit is
often constrained, understanding the influence of policy changes on bank lending can provide
insights into improving financial inclusion and financial development. The exchange rate channel
is also critical, especially for an import-dependent economy like Nigeria. By analyzing the impact
of monetary policy on the Nigerian Naira's exchange rate and the subsequent eff Q&nrade and

inflation, we can better understand how monetary policy can stabilize price§”and influence

economic activity. 0

Exploring the asset price channel involves studying how mone@ﬁy influences the Nigerian

stock market and real estate prices. As asset markets in Nig@ontinue to grow, their reaction to

monetary policy can offer insights into wealth effecbﬁ@ investment behavior. Additionally, the

expectations channel requires examining how. ’Q)olicy announcements and forward guidance
N

affect business and consumer expecta.tiq@ln an economy with information asymmetry and

market inefficiencies, managing ex;@géa)ns through credible policy communication can enhance

the effectiveness of monetary @

Linking this theory.to inancial development involves examining how effective monetary policy
transmission can @I‘t the growth and stability of Nigeria’s financial system. This includes
assessing fi deepening, where improved monetary policy transmission enhances financial
intermehhﬂon, savings, and investment. Financial inclusion can be explored by understanding
how monetary policy can broaden access to financial services for underbanked populations.
Furthermore, investigating the role of monetary policy in fostering capital market development,
increasing liquidity, and improving market infrastructure can provide insights into market

development.
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Anchoring the study on the Theory of Monetary Policy Transmission Mechanisms is justified for
several compelling reasons, especially within the context of examining monetary policy and

financial development in Nigeria.

The Theory of Monetary Policy Transmission Mechanisms provides a comprehensive framework
for understanding the multifaceted effects of monetary policy on the economy!'®!"°, By focusing
on how changes in policy instruments such as interest rates, reserve requirement@pen market
operations influence economic variables, this theory allows for a detailed Kalgdfof the pathways
through which monetary policy impacts financial development. eria, where economic
structures and market dynamics differ significantly from thos@m re developed economies, a

nuanced understanding of these transmission mechanisms is@ﬂial.

N\
Nigeria’s economic landscape, characterized by its &ng market status, requires a theoretical
framework that can accommodate its unk@fpeatures. The Theory of Monetary Policy
Transmission Mechanisms is particularb’\f&ant as it considers various channels—interest rate,
credit, exchange rate, asset prif:e, @&xpectations—that are crucial in an economy with diverse
financial challenges and \anities””m. This relevance ensures that the study remains

grounded in the actua;glomic realities of Nigeria, providing insights that are directly applicable
to policy-makilig( \,

Financial %’@pment is a critical area of focus for Nigeria, given the need to enhance financial
inclusic}geepen financial markets, and foster financial development. The chosen theory explicitly
addresses how monetary policy can influence these aspects through different transmission channels.
For instance, understanding how the interest rate channel affects consumer and business spending

can help design policies that stimulate investment and consumption. Similarly, exploring the credit
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channel can provide strategies to improve credit availability, which is vital for financial inclusion

and economic activity.

The theory’s framework allows for empirical validation using Nigerian data, making it possible to
test and quantify the effects of monetary policy on various economic and financial variables. By
employing econometric models and analyzing specific policy episodes, the study & provide
robust evidence on the effectiveness of different transmission mechanisms in @Q@”&“g. This

empirical approach not only strengthens the theoretical foundation of th&t&y}out also ensures

that the findings have practical applications for policymakers. @

One of the key justifications for anchoring the study on this @ is its potential to enhance the
effectiveness of monetary policy in Nigeria. By providinQd ailed understanding of how policy
changes propagate through the economy, the stud rboffer valuable recommendations for the
Central Bank of Nigeria (CBN) and other pb\®1akers“9. This can lead to more targeted and

efficient policy interventions that suppo'r%@ ial development, economic stability, and growth.

N

Finally, the Theory of Monetary Transmission Mechanisms is adaptable to evolving market

conditions, which is cmt@m emerging economy like Nigeria!'®. As the financial markets

develop and new ee(\ﬁ%’sc challenges arise, the theory provides a flexible framework that can

N

incorporate thése nges. This adaptability ensures that the study remains relevant and can

continue t(&ide valuable insights over time.

A

Anchoring the study on the Theory of Monetary Policy Transmission Mechanisms is justified by
its comprehensive nature, relevance to Nigeria’s economic context, focus on financial development,
empirical validation potential, enhancement of policy effectiveness, and adaptability to evolving

118

conditions''®. These factors collectively ensure that the study provides a thorough and applicable
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analysis of how monetary policy can foster financial development in Nigeria. Thus, this study
hinges on the theory of the Monetary Policy Transmission Mechanism as the overarching

framework for capturing most of the indices and metrics utilized!'s.

2.2.2 New Keynesian Theory

The New Keynesian theory, founded in the late 20th century, is an extension Q%aditional

Keynesian economics and neoclassical economic theory'?*. It emphasizes % of market
e

imperfections and nominal rigidities in shaping economic outcomes, partiefilar the short run.

O
The concept of New Keynesian theory revolves around the idea tha@s and wages are sticky in
the short run, meaning they do not adjust immediately to in demand or supply'?*. This
leads to market inefficiencies and the potential for ngployment and output gaps. New
Keynesian economists argue that these nominal rigj @rgeate a role for government intervention,

particularly through monetary policy, to sta@ economy and address market failures.

The Keynesian and Neo—Keynesian@ies offer a robust framework for understanding the
interplay between inflation aﬁ&u%mial development within the aggregate supply-aggregate
demand (AS-AD) frame@gThis model posits a positive relationship between inflation and
growth, suggestin Aflnancial development accelerates, inflation tends to rise as well. Central
to the AS-AD @nework is the upward sloping nature of the aggregate supply (AS) curve in the
short run, @’leting with its vertical orientation in the long run. This distinction is crucial as it
signifies how changes in aggregate demand (AD) impact both prices and output. In the short run,
shifts in AD can influence both price levels and overall output, reflecting the responsiveness of

producers to changes in demand conditions.
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A multitude of factors contribute to fluctuations in inflation and output in the short run, including
shifts in expectations, changes in the labor force, alterations in the prices of other factors of
production, and adjustments in fiscal and monetary policies!?. These factors interact dynamically,
shaping the dynamics of inflation and output levels over time. Transitioning from the short run to
the long run involves a process where the aforementioned factors and their impacts on the
economy's "steady state" gradually balance out. While producers may initiall Qﬁive price

Qme. However,

increases as isolated to their products, overall prices in the economy rise ‘Ver

producers respond by increasing output to meet growing demand,@t&tibuting to sustained

O

The potential positive impact of inflation on financial dev@nentm. They highlight scenarios

financial development.

where inflation may lead to agreements between ﬁru@ consumers, wherein goods are supplied
at pre-agreed prices at a later date. This arra ’bensures that even amid rising prices, output
does not decline, as producers fulfill pr@@y established agreements with consumers, thereby

supporting continued economic acti&t{f@d growth.

Critics of New Keynesia Qq\fy often highlight its reliance on assumptions of imperfect
competition and rig.gid %es, which they argue may not accurately depict real-world market
conditions'?. The\assiimption of imperfect competition implies that firms have some degree of
market pow ich can lead to inefficiencies in resource allocation and potentially distortions in
pricingMﬂaﬂy, the assumption of rigid prices suggests that prices do not adjust instantaneously
in response to changes in supply and demand, leading to potential mismatches between market

conditions and price levels.

Furthermore, some economists argue that New Keynesian models may oversimplify the

complexities of modern economies. These models typically focus on a limited set of factors, such
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as price stickiness and aggregate demand shocks, while neglecting other important determinants of
economic behavior, such as expectations, financial market dynamics, and institutional factors.
Critics contend that this simplification may limit the explanatory power of New Keynesian models

and their ability to accurately capture the dynamics of real-world economic systems'?4,

Despite these criticisms, New Keynesian theory offers several benefits. One& its key
contributions is providing a framework for understanding the role of nominal ri@%& in shaping
economic fluctuations!?>. By emphasizing the importance of sticky B'qeg\ahd wages, New
Keynesian models offer insights into how changes in moneta @ y can affect output,
employment, and inflation dynamics in the short run. This fr@vo k has been instrumental in

informing policy decisions aimed at stabilizing the economy“\during periods of volatility, such as
recessions or financial crises. ter

Moreover, New Keynesian models have been\@y used in academic research and policymaking,

contributing to our understanding of Q@ economic dynamics'?.

The rigorous theoretical
foundation of New Keynesian &f@} combined with its empirical relevance, has made it a
valuable tool for analyzing \erpreting real-world economic data. By providing policymakers
with insights into th.e g&s of monetary policy interventions, New Keynesian models have helped
guide policy r sp@ to economic challenges and promote macroeconomic stability!?*, While
New Keyne eory is not without its criticisms, its benefits outweigh its drawbacks. By
offering\veoherent framework for understanding the impact of nominal rigidities on economic

fluctuations, New Keynesian theory has advanced our understanding of macroeconomic dynamics

and informed policy responses to economic shocks.

In the context of studying monetary policy measures and economic development in Nigeria, the

application of New Keynesian theory provides a valuable framework for understanding the
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dynamics of monetary policy transmission and its impact on key economic outcomes. New
Keynesian theory offers insights into how changes in monetary policy variables, such as interest
rates and money supply, influence economic outcomes in the short run'?’. By incorporating New
Keynesian models into the analysis, researchers can delve into how nominal rigidities, such as

sticky prices and wages, affect the transmission of monetary policy in the Nigerian ecKny.

Specifically, researchers can examine how adjustments in interest rates by th@Q‘ral Bank of
Nigeria (CBN) influence borrowing costs, investment decisions, and oguﬁer spending!?6.

Additionally, they can explore how changes in the money supt liquidity conditions,
W

lending activities, and overall economic activity. Through this f@ rk, the analysis of short-run
dynamics of inflation, output, and employment in response @onetary policy interventions. This

identify how nominal rigidities amplify or dampen& ects of monetary policy on these key

economic indicators'?. @

Gaining a nuanced understanding of ﬂz%p etary policy transmission mechanism within the
context of New Keynesian theory, @icymakers in Nigeria can formulate more effective policy
responses to economic ¢ 1@& Analysis form this insight to fine-tune monetary policy
measures and mitig::ttg\' impact of economic fluctuations on inflation, output, and employment.
The applicatio w Keynesian Theory to the study of monetary policy and financial
developmentfb 1geria offers a robust and modern economic framework for understanding the
interpla}b%veen policy interventions and financial growth!?#!25, The New Keynesian framework,
characterized by price stickiness, imperfect competition, and rational expectations, provides

nuanced insights into how monetary policy can influence financial development and overall

economic performance in an emerging market context like Nigeria.
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In the Nigerian context, price and wage stickiness can have significant implications for monetary
policy effectiveness. The Central Bank of Nigeria (CBN) must consider how slow adjustments in
prices and wages affect the transmission of policy changes to the real economy. For example, if
wages are slow to adjust, a reduction in interest rates may not immediately translate into increased
spending and investment. This lag can be particularly pronounced in Nigeria due t&structural

S

Nigeria’s markets often exhibit imperfect competition, with significant mg@gwer concentrated

rigidities in labor and product markets.

in certain sectors. This market structure affects how monetary policy+ ces prices and output.
By recognizing the role of imperfect competition, the CBN tdilor its policies to address

specific sectoral issues, such as encouraging competition an@lucing monopolistic practices that
hinder financial development. ter

Economic agents in Nigeria, including businés\&@tnd consumers, form expectations about future
inflation, interest rates, and economic cé@ s. These expectations play a crucial role in shaping
their spending and investment dﬂ@s. The CBN’s credibility and communication strategy are
vital in managing these ex: @ns. By committing to a transparent and predictable monetary

policy framework, the gN can anchor expectations and enhance the effectiveness of its policy

° \
interventions. Q

The appli%rié of policy rules, like the Taylor Rule, can provide a systematic approach to
moneta}{olicy in Nigeria. By adjusting interest rates based on deviations from target inflation
and output levels, the CBN can achieve greater stability and predictability in the economy. This
rule-based approach helps in mitigating discretionary risks and promotes a stable financial

environment conducive to growth!2°,
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New Keynesian Theory suggests that effective monetary policy can stimulate financial deepening
by encouraging savings and investment'?*!12°, By maintaining low and stable inflation, the CBN
can foster an environment where financial institutions can thrive, offering diverse financial
products that cater to different segments of the population. This deepening of financial markets
enhances the allocation of resources, leading to more productive investments Kﬁnancial

X

A key aspect of financial development is financial inclusion—ensuring % segments of the

development.

124

population have access to financial services's*. Monetary policy, d by New Keynesian

actoeconomic environment!'?>,

principles, can support financial inclusion by creating a stab
Low inflation and stable interest rates reduce the cost of%wing, making financial services

more accessible to low-income households and small@esses.

The development of capital markets is es&x\@l for financial development in Nigeria. By
implementing predictable and stable rno'n@olicies, the CBN can reduce uncertainties and risks
associated with long-term inves@) This stability attracts both domestic and international

investors, fostering the gro t@Nigeria’s capital markets and enhancing their role in financing

economic developmentlz\
[ )

N

223 Financia@termediaﬁon Theory
Financi{j&lediation Theory provides a foundational framework for understanding the role of
financial institutions, such as banks and other intermediaries, in channeling funds from savers to

borrowers'?’

. This theory is pivotal in modern economic and financial analysis, as it addresses how
intermediaries mitigate informational asymmetries, reduce transaction costs, and support efficient

capital allocation. In the context of your research on monetary policy, corruption, and financial

101



development in Nigeria, this theory serves as a valuable lens through which the role of
intermediaries in the financial system can be examined.

The concept of financial intermediation has evolved over time, originating in the early theories of
capital markets. Classic economists like Adam Smith and John Stuart Mill discussed the
importance of efficient allocation of resources but did not focus specifically on financial
intermediaries'?’. The formalization of financial intermediation theory emerged ié@%h century,
particularly with the role of financial intermediaries in economic development%

Later, the theories advanced by Diamond and Dybvig in 1983 provided x structured approach
by examining how intermediaries mitigate risks associated 't@idity, leading to greater

o

stability in the financial system'?”!28, The role of i aries as delegated monitors,
emphasizing their function in reducing costs associatedryyith’ information asymmetries in lending.
These foundational works paved the way fgr financial intermediation theory, which

examines the critical functions of these insth&o s within complex economic systems'2%.
[ ]

Financial intermediaries perform seve@&y functions that contribute to financial development:

Liquidity Transformation: Inten@%{es pool funds from savers, enabling them to offer liquidity

to depositors while sin@sly providing long-term loans to borrowers. This liquidity

transformation is is® for economic growth, as it allows businesses to access capital for
t

investment wit@

Risk iti@"a and Diversification: Intermediaries reduce individual risk through diversified

e need for savers to forego liquidity.

investment portfolios. By pooling resources, they are able to spread risk across a variety of assets,
lowering the potential impact of any single loss. Reducing Information Asymmetry: One of the
main contributions of financial intermediaries is their role in addressing information asymmetries

between savers and borrowers. Intermediaries act as “delegated monitors”, gathering and assessing
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information on potential borrowers, thereby reducing the risk of adverse selection and moral
hazard in lending'?®. Transaction Cost Reduction: By aggregating individual savings and
facilitating lending processes, financial intermediaries lower transaction costs. This efficiency
supports broader access to credit, contributing to the overall development of the financial sector.
Financial intermediation theory posits that intermediaries are essential for the efficient allocation
of resources, which is central to economic development. Studies have shown th Q%ﬁes with
well-developed financial systems experience faster economic growth!?’. Rroviding capital to
productive sectors, financial intermediaries facilitate investment, @J ge innovation, and
support employment.

In emerging economies like Nigeria, financial intermediarie@r n even more critical role due to
limited access to formal financing and highet§ké% of financial exclusion. Effective

intermediation enhances financial depth and broadé@ ccess to financial services, which is crucial

N

for sustainable economic developmentm.% ver, weaknesses in the financial intermediation

"N

process, often exacerbated by instituti fa}ne iciencies and corruption, can hinder the potential of
these benefits. . &

Monetary policy signiﬁc&@ influences the activities of financial intermediaries, particularly
through interest r(e@he money supply. For instance, an increase in the money supply can
lower interest gates;, making borrowing more attractive. This relationship is fundamental to
ﬁnanci%@ediation theory, as it underscores the responsiveness of intermediaries to monetary
policy adjustments.

Monetary policy decisions affect banks’ lending capacity and their ability to offer competitive
interest rates on loans and deposits. In Nigeria, central bank policies, including adjustments to the

policy rate and reserve requirements, directly impact the activities of intermediaries. These
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changes can either stimulate or stifle financial intermediation, depending on the policy direction,
ultimately influencing financial development indicators like financial depth and access.
Institutional quality plays a crucial role in the effectiveness of financial intermediation. In
economies with high levels of corruption, the efficiency of intermediaries is often compromised.
Corruption can create entry barriers, impose additional costs on transactions, and, discourage
foreign investment. It also erodes trust in financial institutions, which is criti@%r ttracting
deposits and facilitating credit access'*®. (/

In Nigeria, corruption can distort the role of intermediaries by @hng funds towards

unproductive sectors or high-risk ventures favored by political_influence. Furthermore, corrupt

practices may reduce the effectiveness of monetary , as intermediaries may face

inefficiencies and are forced to implement practices hb%%ease costs for end users, reducing the

inclusivity and stability of financial systems. ’b

While financial intermediation theory highli%%?;e positive contributions of intermediaries, it has
.

limitations and has faced criticism: &Co\

Failure to Address Systemic RisK global financial crisis of 2007-2008 revealed that financial

intermediaries could also‘@[ ute to systemic risks, undermining financial stability. Excessive

risk-taking by banﬁ@failures, showing that financial intermediation does not always result in

optimal outcon@

Regula@%nstitutional Constraints: In developing economies, regulatory frameworks may be

inadequate, making it challenging for intermediaries to function efficiently. In Nigeria, for instance,

limited institutional support and high levels of informality in the economy hinder the potential

benefits of intermediation.
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Digital Finance and Disintermediation: Recent advancements in fintech and digital finance have
challenged the traditional model of financial intermediation. Peer-to-peer lending platforms, digital
payment systems, and cryptocurrency markets bypass traditional intermediaries, raising questions
about the future relevance of conventional intermediation models.

In examining the impact of monetary policy and corruption on financial development, in Nigeria,
financial intermediation theory is highly relevant. The theory provides a basis f Q%standing
how intermediaries facilitate the flow of capital and how they are influenced\by fffonetary policy
adjustments. It also underscores the potential for corruption to disto@ processes, affecting

financial depth, access, and stability'3°.

This study uses financial intermediation theory to investi ow the central bank’s monetary
policies shape the Nigerian financial sector and V\r&@ﬁption might undermine the sector's
ability to effectively serve the economy. By_int ng insights from financial intermediation

N\

theory, the research addresses critical questi%&bout the role of policy in promoting or inhibiting
financial development within a challe institutional environment.

Financial intermediation theory s@% a comprehensive framework for understanding the role of

financial institutions in p@ﬁg economic growth and development. Its focus on liquidity
transformation, ri @ation, and informational efficiency highlights the importance of
intermediaries Mithih any financial system. However, the theory also reveals challenges when
applied_ to &xts with significant corruption and institutional inefficiencies, as seen in Nigeria.
By applying this theory, this study will deepen the understanding of how monetary policy and

corruption impact financial development, offering insights into strategies for enhancing Nigeria’s

financial sector performance.
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2.2.4 Institutional Theory

Institutional theory offers a profound perspective on the relationship between institutions and
economic development, focusing on the role that formal and informal structures play in shaping
organizational behavior and economic outcomes. Rooted in economics and sociology, institutional
theory emphasizes that institutions comprising laws, norms, regulations, and social practices—are
essential for facilitating or hindering economic development!®!. This framewoer%pﬂicularly
useful in examining the impacts of governance, corruption, and regulatory fra@ s on financial
systems. For the purpose of this study, institutional theory providé&ens to explore how
corruption and institutional quality affect the efficiency of 61 1al intermediation and the
development of financial systems in Nigeria. Q

1899 and John R. Commons in 1934, who examin: role of institutions in economic behavior.

Institutional theory has its origins in the works of Erba%‘nomists such as Thorstein Veblen in

Veblen’s idea of “institutional economic%ﬁasized the ways in which social institutions
influenced the decision-making of @mic agents, while Commons’ work focused on how
economic transactions were gov@gﬁy legal and institutional frameworks!?!.

However, the more form %pment of institutional theory can be credited to Douglass North
in 1990, who highli @e central role of institutions in economic development!!. North argued
that the efﬁcie@&(jﬁeconomic systems depends on the strength and functionality of institutions,
which red ’Qmsaction costs, establish property rights, and regulate economic activities. North's
work on institutional change and economic performance emphasizes the need for effective
institutional arrangements to foster economic growth and development.

Further institutional theory was refined by exploring how organizations within a given institutional
context tend to conform to prevailing norms and practices to gain legitimacy a concept known as

institutional isomorphism!32. This perspective helps explain how financial institutions, for example,
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may adopt policies or practices to align with established norms, even in environments where

corruption or inefficiency is prevalent. These foundational works set the stage for applying

institutional theory to the analysis of financial development in economies with weak institutional

frameworks, such as Nigeria.

Institutional theory revolves around several key concepts that elucidate the role of in&titutions in

shaping economic outcomes: Q

Formal and Informal Institutions: Formal institutions refer to the legal fran@ s, regulations,

and rules enacted by governments and official entities, while informal { &ms consist of social

norms, cultural practices, and unwritten rules that guide behavi @ypes of institutions shape

economic interactions, with formal institutions providing @1 and regulatory environment

necessary for economic transactions, and informal @tions influencing the behaviors of

individuals and organizations within that framewo

Institutional Isomorphism: The concept o }Stitutional isomorphism was introduced, which
.

describes the processes by which or@stlons within a particular field or sector adopt similar

practices, structures, or polid@%response to pressures from the environment'3®. This is

particularly relevant in ub@%lding how financial institutions in Nigeria might adopt certain

international stantr?%?nhance legitimacy, even in the presence of corruption and regulatory
m

inefficiencies. 8

mimic in& adopting practices from more successful institutions), or normative pressures (e.g.,

rphism can occur through coercion (e.g., through regulatory mandates),

professional standards).
Institutional Void: The concept of "institutional voids" refers to the absence or inadequacy of
formal institutions in certain areas of an economy, which leads to inefficiencies, uncertainty, and

distorted economic outcomes. Institutional voids are particularly problematic in developing
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economies like Nigeria, where gaps in regulatory enforcement, transparency, and accountability

can exacerbate corruption, inhibit financial inclusion, and undermine the effectiveness of monetary

policy!'34,

Institutional theory posits that well-functioning institutions are critical for fostering economic
development. Institutions play a crucial role in reducing transaction costs by providing a
predictable environment for economic agents to interact. Efficient institutions pro Q-n{ehanisms
for enforcing contracts, protecting property rights, and promoting competitioft; all of which
contribute to higher levels of investment, innovation, and economic gro@

In developed economies, strong institutions enable efficient market fanctioning, facilitate financial
intermediation, and ensure that economic resources are @Qd effectively. Conversely, in
developing economies like Nigeria, weak instituti nsrb t in high transaction costs, limited
access to financial services, and insufficient capi w to productive sectors of the economy.
Corruption and institutional inefficiencies Ner exacerbate these challenges, as they distort

.

incentives, raise risks for investors, a{‘%duce public confidence in financial systems. Countries
with robust legal systems, bett@%mance, and transparent regulatory frameworks experience
more efficient financial %@ and greater financial development. In contrast, countries with
weak institutions sive corruption tend to have underdeveloped financial markets, limited
access to capit%n reduced investor confidence!34.

Strong ins@ ns create an environment conducive to financial development by ensuring that
financial transactions are transparent, secure, and efficient. This includes a reliable legal system
that enforces contracts, protects investors, and ensures that financial transactions are free from
corruption. In contrast, weak institutions can hinder financial development by increasing

transaction costs, limiting access to credit, and creating an unstable economic environment!3?,
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In Nigeria, financial development has been significantly constrained by institutional weaknesses,
particularly corruption, poor regulatory oversight, and inefficient legal systems. As a result, many
financial institutions operate under an opaque environment, which reduces public trust and limits
financial inclusion. Institutional theory helps explain how corruption within financial institutions
ranging from embezzlement of funds to bribery in loan disbursement distorts the func&ng of the
financial system and inhibits its growth!3%134, Q

Corruption is one of the most critical factors undermining institutional @ and financial
development in Nigeria. According to institutional theory, corruptic@ titutes a significant
distortion of both formal and informal institutions, as it alters e%tives for individuals and
organizations, often leading to inefficient outcomes and res ¢1sallocationl34.

In financial systems, corruption can manifest in severa , such as bribery, regulatory capture,
and favoritism in lending. Corruption underm'g%% ffectiveness of financial intermediation by
eroding the integrity of financial institution%h\reducing public trust in the financial system. As a

.
result, investors are less likely to co&ﬁa%&glpltal to the economy, and financial institutions may

allocate resources to politically, a&cted or corrupt individuals and businesses rather than to

productive sectors!34, QQ

In Nigeria, comt’(\*\%s been pervasive within the financial sector, with incidents of

misappropriati@

corrupt r@ s not only limit access to capital for businesses but also create an environment of

unds, fraudulent transactions, and bribery in the disbursement of loans. These

uncertainty, which deters foreign and domestic investment. Institutional theory thus provides a lens

through which to analyze the ways in which corruption distorts financial markets and hampers

financial development'?2,
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Institutional theory also offers valuable insights into how institutional quality impacts the
effectiveness of monetary policy. For monetary policy to be successful, it requires robust
institutional support, including a credible central bank, clear regulatory frameworks, and efficient
enforcement mechanisms'3!!133. In environments with weak institutions, monetary policy may not
achieve its objectives, as the financial system may not respond predictably to changes in policy.
NS

Institutional theory suggests that for monetary policy to be effective, it must QJ orted by

transparent institutions that can enforce compliance with policy measures!. ak regulatory
institutions hinder the transmission mechanisms of monetary policy a@en‘[ it from reaching
its full potential in stabilizing the economy and promoting financial deyelopment.

Despite its explanatory power, institutional theory has faced QCI’IUCISIHS and limitations:
Overemphasis on Stability: Some scholars argue that 'n@nal theory places too much emphasis
on institutional stability, overlooking the pote tial%§stitutions to evolve and adapt in response

to changing conditions'*?. In rapidly develﬁh economies like Nigeria, where institutions are
constantly changing, this emphasis m@it the theory’s applicability.
Neglect of Informal Institution& tutional theory traditionally focuses on formal institutions

such as laws and reguldti Qoften neglecting the role of informal institutions in economic

development. In I\ﬁ@fomal institutions, such as clientelism and patronage networks, play a

economic behavior and financial outcomes'3!.

crucial role in
Measurem%%iallenges Institutional theory often relies on subjective measures of institutional
quality, which can be difficult to quantify. The impact of corruption, for example, is challenging to
assess in a consistent and standardized manner.

Institutional theory offers critical insights into the relationship between institutions and economic

development, providing a valuable framework for understanding how the quality of governance,
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regulatory frameworks, and financial institutions affect financial development'32. In the Nigerian
context, weak institutions and pervasive corruption have significantly hindered the growth and
stability of the financial sector. By applying institutional theory, this study aims to examine how

institutional quality influences the effectiveness of financial sector.

2.2.5 Endogenous Growth Theory \
Endogenous growth theory has revolutionized the field of economics by provi i mework to
understand how internal factors, such as technology, human capital, and@é(on, contribute to
long-term economic growth. Unlike the traditional neoclassical gr dels, which emphasize
external factors like capital accumulation and exogenous te@logical progress, endogenous
growth theory argues that economic growth is primarily Q@by factors within the economy!'3.
This theory highlights the role of knowledge, huma@tal, innovation, and policy decisions in
shaping the growth trajectory of economies, p@aﬂy in the context of developing countries.
Endogenous growth theory emerged in*t Os as an extension and critique of the neoclassical
growth models, notably the Solow@q(?modelm. The Solow model, which emphasized capital
accumulation as the drive ;@mnomic growth, had a central assumption that technological
progress was exogenous Qning that it occurred outside the model and was not influenced by
economic activiti@vever, the Solow model could not explain the sustained growth observed

in many adv economies or the significant variation in growth rates across countries'*®.

137 Romer’s

The fo%cgost economists credited with formalizing endogenous growth models
seminal paper in 1990 introduced the concept of increasing returns to scale resulting from the

accumulation of knowledge, a key factor that could sustain long-term growth without the

diminishing returns that the Solow model predicted'?’. Human capital as a critical driver of
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productivity growth, arguing that investments in education and skill development could lead to

sustained growth in the economy!'?’.

These foundational models shifted the focus from physical capital accumulation to the role of
knowledge, human capital, and innovation in driving long-term growth, offering a framework to
explain the “new growth” observed in economies where traditional factors did n@%ﬂt for the
observed economic expansion. (/

Endogenous growth theory centers around several key ideas that help @lslb persistent economic
growth. These include:

Knowledge Spillovers and Increasing Returns to Scale: O e core insights of endogenous
growth theory is that the production of ideas and inn V@@leads to increasing returns to scale!3.
Knowledge does not diminish with use, unlike_ph capita'®’l. This implies that investments in

..\

innovation and research generate spillover %&ts, where the benefits of knowledge production
extend beyond the individual firm jor, thus fostering overall economic growth. This
contrasts with the neoclassical a@%ﬁon of diminishing returns to capital.

Human Capital and Edub@? human capital as a key factor in endogenous growth. Human
capital refers to thC@*nowledge, and abilities of the workforce, which are critical for driving
productivity gr@h . By investing in education and skill development, economies can increase
the pro uc@’gof their workers, leading to sustained economic growth. This idea has been widely
supported in the literature, as many studies have found a strong correlation between education
levels and economic growth!38,

Innovation and Technological Progress: Innovation is a central driver of growth in endogenous

models. Unlike the neoclassical models, where technological progress is exogenous, endogenous
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growth theory posits that technological progress is the result of intentional investment in research
and development (R&D) activities. The idea is that firms and individuals invest in R&D to create
new technologies, which can be spread throughout the economy, contributing to higher
productivity and economic expansion.

Public Policy and Institutions: Endogenous growth theory also recognizes the role of government
policies and institutions in fostering long-term growth. Policies that promote edu Q&mourage
investment in R&D, protect intellectual property rights, and create conduciye ironments for
innovation are vital for sustaining growth. The theory suggests that go@n’\nts can play a direct
role in shaping economic outcomes by designing policies that 6}1 ce human capital formation
and stimulate innovation!'. Q

There are several important models that have been er@d under the umbrella of endogenous
growth theory. These models provide a deeper un nding of how endogenous factors, such as

\®)

human capital, innovation, and knowledge @ulaﬁon, contribute to economic growth:

Romer’s model is one of the most @tia contributions to endogenous growth theory'?’. It

focuses on the role of technot innovation as the primary driver of long-term growth. In

Romer’s framework, firms$\in Qin R&D to produce new technologies, which lead to productivity

increases. These i@s generate positive externalities, as they are shared across the economy,

benefiting othe and industries. Romer’s model emphasizes the role of knowledge spillovers
and th fe@’@at knowledge accumulation can sustain long-term growth without diminishing
returns to capital.

Lucas’s model places human capital at the center of growth!3’. According to Lucas, investment in

education and training leads to a more skilled workforce, which in turn raises productivity and

growth. The model suggests that human capital accumulation is an endogenous process, where
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individuals and firms invest in education to improve their productivity. This contrasts with the
neoclassical view, which treated human capital as an exogenous factor.

While endogenous growth theory has been highly influential, it is not without its criticisms. One of
the main challenges is the assumption of increasing returns to scale. Critics argue that the idea of
increasing returns is not always realistic, particularly in the context of diminishing returns to
innovation and knowledge'®. Furthermore, the reliance on knowledge spillovers Q&malities
raises questions about how such externalities can be effectively measured and quarntified.

Another criticism of endogenous growth theory is its focus on knowlehuman capital at the

expense of other factors, such as natural resources and infra; ¢'%, Critics argue that the

theory does not adequately address how resource constrain Qc cnvironmental challenges might
affect long-term growth. (bQ

Despite these criticisms, endogenous growth ’@éy remains a powerful framework for
understanding the determinants of economi Nth. It provides valuable insights into the role of

.

human capital, innovation, and policiﬁgbisions in shaping the growth trajectory of economies,
particularly in the context of de've\l@g{g countries'3”-138,

Endogenous growth theoﬁ@& a compelling explanation for the sustained and divergent growth
rates observed acr S,@tries. By emphasizing the role of internal factors such as innovation,
human capital, and Knowledge accumulation, endogenous growth models provide a more nuanced
underst n@f the sources of long-term economic growth. The theory also highlights the
importance of policy decisions and institutional quality in shaping growth outcomes. Despite its
criticisms, endogenous growth theory remains an essential tool for understanding the dynamics of
economic growth, particularly in the context of emerging economies where innovation and

education are central to overcoming growth constraints.

114



2.3 Review of Empirical Studies

2.3.1 Monetary Policy and Financial Development

A study analyzes how sudden shifts in monetary policy referred to as monetary policy shocks
affect Nigeria's financial sector. The study focuses on Nigeria, analyzing data spanning from 2000
to 2020'%°. The study uses a Vector Autoregressive Model (VAR) to model &dynamic
relationship between monetary policy shocks and financial sector performanceN\Xhe" analysis
focuses on the short- and long-term effects of monetary policy variables (suchs/ terest rate and
money supply) on the Nigerian banking sector and capital markets. Thl show that monetary
policy shocks, particularly those related to interest rate changes, have a significant short-term
effect on bank profitability and credit access. However, the@ erm effects are less pronounced,
indicating that the banking sector is resilient but v to abrupt policy changes. Monetary
policy shocks tend to disrupt financial market\stéfé‘in the short term, but the impact on long-
term growth is mitigated by adaptive mea k‘m the banking sector. The findings reveal that
monetary policy shocks have signit@short—term impacts on the Nigerian financial sector,
notably through immediate adj@%ts in credit supply and lending rates. However, the study
notes that the effects tend %pate in the long run, suggesting that the Nigerian financial sector
may lack the resili %Withstand prolonged policy shifts. The authors recommend a gradual
approach to m%ary policy adjustments to minimize abrupt disruptions in the financial sector and
empha 'Ze®nportance of strengthening financial institutions to improve their ability to manage
such shocks. The study recommends that the Central Bank of Nigeria (CBN) implement gradual
monetary policy changes to prevent financial sector instability caused by abrupt policy shocks.

Strengthening financial sector resilience through diversification of financial instruments and

improved risk management practices is also advised.
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A meta-analysis on the effects of monetary policy on financial markets within developed countries,
focusing on the consistency and variation in monetary policy impacts across different economic
environments'#’, The study reviews and analyzes over 50 empirical studies published between
1990 and 2020. They calculate effect sizes to determine the magnitude of monetary policy’s
impact on financial markets and assess the consistency of findings across studies. The analysis
includes both quantitative and qualitative studies from developed economies, Qas he U.S.,
Japan, and the EU. By synthesizing results from numerous studies, they highlight*key trends and
provide a broad understanding of how monetary policy influences fina % arkets. Their analysis
reveals that interest rate adjustments by central banks not only_i @e inflation and economic
growth but also affect financial market stability, liquidity, @a set prices. The study finds that
interest rate changes are the most significant tool o m(a ary policy affecting financial markets,
with major effects on stock prices, bond yields, a dit spreads. The effectiveness of monetary
policy in stimulating financial market devd{}ent is strongest in countries with well-developed
.
financial institutions and regulatory @\works. The authors note that the effects of monetary
policy are not uniform, as the&% significantly depending on factors like the state of the
economy, market expecta@%d the credibility of central banks. During economic downturns,

for instance, polic T@s tend to have a more substantial impact on stimulating market activity
Ss"o

compared to peti f stable growth. Additionally, they emphasize that unconventional monetary
policie s@% quantitative easing, have complex impacts on financial markets, leading to asset
bubbles and increased financial sector risk. This meta-analysis is instrumental for understanding
the broader implications of monetary policy on financial markets and is essential as it provides

aggregated evidence of how policy shifts influence financial market conditions. Such findings

underscore the need for caution in monetary policymaking, as policies aimed at fostering economic
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growth may inadvertently increase financial market volatility. The authors recommend that
policymakers should ensure a consistent and transparent monetary policy to avoid market volatility
and foster investor confidence. They also stress the importance of coordinating monetary policy
with financial market regulation to mitigate any potential negative effects of policy interventions
on financial stability.

A study seeks to analyze the distributional impact of monetary policy and asses Q$uence of
financial development on the link between monetary policy and inc% equality. An
investigation was conducted on 32 sub-Saharan African countries from@o 20171, The study
utilized vector autoregressions and a dynamic panel data mod t&lyze the data. This study

demonstrates that MP has a noteworthy influence on inco@ ality, and the financial system

redistributive effects. Nevertheless, it seems tha

N

influence and plays a larger role in shaping iﬁq ality dynamics. The conclusion that is relevant to

plays a crucial role in mitigating the unequal effects, o hocks. Both MP and FD have direct

ﬂ@financial system has the most significant

.

policy is that the financial system p@ crucial role in the transmission of monetary policy
actions and their effects. As the &gﬁy continues to grow, it may need fewer policy adjustments
to achieve the desired 0@. In addition, it is important to consider that macroeconomic
stabilisation polici 3@‘10‘[ have a neutral impact on distribution and could potentially help
prevent 10ng-t<@1 creases in inequality. In contrast to earlier research, this study suggests that
structu{/@fas can eliminate the problems of endogenous and anticipatory actions in the MP
stance. This paper presents a notable discovery: the distributional impacts of monetary policy vary
significantly due to differences in monetary regimes and income across countries. However, the
available evidence indicates that the transmission's strength relies more on FD rather than the

specific policy regime.
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Another study investigates the causal relationship between financial development and economic
growth in Sub-Saharan Africa, employing panel ARDL (Autoregressive Distributed Lag) models
to account for dynamic interactions over time'#?. The study examines 14 Sub-Saharan African
countries over the period from 1980 to 2020. The study employs panel ARDL models, which are
suitable for analyzing both long-run and short-run relationships in panel data. The study finds a bi-
directional causality between financial development and economic growth in SS %hort-run,
financial development leads to economic growth, while in the long-run, ec¢ohomic growth
promotes financial development. The results suggest that the developm@’g\ﬁnancial institutions,
particularly banks, plays a crucial role in facilitating economig,_gr by providing credit and
other financial services. The study also highlights the imp @v of financial liberalization and
banking sector reforms to enhance access to credit n@ove financial market efficiency. The
study recommends that policymakers in SSA focuf@%nhancing financial inclusion by improving
access to financial services for both indi é& s and businesses. Efforts should be made to
strengthen the banking sector, impr{(%ﬁnancial market infrastructure, and promote financial
literacy to foster long-term ecet&gfc growth. Structural reforms in the financial sector are

N\

necessary to ensure that\@%al institutions can effectively support economic activities and

contribute to grow ’\\\

The transmissi n{efr\anisms of monetary policy across various Sub-Saharan African nations. The
study s a\@o to 2017'4. The study uses panel data econometric techniques to analyze the
effectiveness of monetary policy transmission mechanisms across SSA countries. It applies a VAR
(Vector Autoregression) model to test the influence of key policy variables like interest rates,

exchange rates, and money supply on economic outcomes such as output, inflation, and private

sector credit. A comparative approach is employed, examining differences between countries with

118



different institutional settings and monetary policy frameworks. The paper finds that monetary
policy transmission is often weak and heterogeneous across SSA countries. While monetary policy
measures have an impact, the transmission mechanisms vary significantly due to institutional
differences, macroeconomic conditions, and financial sector characteristics. Countries with
stronger financial sectors and better institutional frameworks show more effective tre&nission of
monetary policy. Conversely, countries with weaker institutions and undev Qd financial
systems experience delayed or muted responses to policy actions. Their findingS*teveal that the
efficacy of monetary policy in influencing economic outcomes varies @cross the region due
to differences in institutional strength and market depth. For @, in countries with more
developed financial systems, monetary policy changes ha@ ore immediate and measurable
impact on economic variables likes inflation and epl'&%owth. Conversely, in countries with
weaker financial markets, the policy transmiss% effective. This study underscores the need
for Sub-Saharan African policymakers to %&der local financial infrastructure when designing
.

monetary policies to achieve optimal @mes. The study highlights the complexity of applying
uniform monetary policy appr@% across diverse economies within the region. The study
suggests that SSA count%%d to strengthen their financial sectors and improve institutional
capacity to ensur @ffective monetary policy transmission. Coherent fiscal and monetary
policies should ;ﬁ)ted to align macroeconomic goals and improve policy effectiveness.

The link @en monetary policy and financial sector development in Sub-Saharan African
countries'*. Using econometric models, they analyze how changes in money supply and interest
rates affect the growth and performance of the financial sector. The results suggest that while
expansionary monetary policy can stimulate financial sector growth, its effectiveness is often

constrained by structural weaknesses, such as limited access to financial services and
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underdeveloped financial markets. The authors recommend that for monetary policy to be effective,
it must be accompanied by structural reforms aimed at deepening financial markets and enhancing
financial access. The study is particularly relevant for understanding how the unique economic
conditions in Sub-Saharan Africa shape the outcomes of monetary policy. This study emphasizes
the necessity of addressing foundational financial market structures to realize the benefits of
monetary policy in the region. Q

The impact of financial development on poverty reduction in Sub-Saharan @sing dynamic
panel data analysis. By focusing on financial depth and access as proxi@nancial development,
the author examines how improvements in the financial sector contr to poverty alleviation'®.
The study covers 20 Sub-Saharan African countries over th from 1990 to 2019. The study
uses a dynamic panel data model (specifically the eStimator) to examine the relationship
between financial development and poverty re@&l. Poverty reduction is measured using
income per capita and poverty headcount ra&o,\v\gﬂe financial development is assessed by credit

.

growth, financial inclusion, and bankiig%ctor depth. The study employs a Generalized Method of
Moments (GMM) approach to &%s endogeneity concerns and to better capture the dynamic
interactions between ﬁna\@%evelopment and poverty reduction. The study finds a positive
relationship betwe @:ial development and poverty reduction in SSA. Access to credit and
financial servi eflable individuals and small businesses to invest in education, health, and
income-ge@ng activities, leading to improved living standards. The paper also identifies that
financial inclusion and microfinance services play a significant role in poverty alleviation by
improving access to capital for the unbanked population. However, the relationship is not uniform
across all SSA countries. The study finds that the effectiveness of financial development in

reducing poverty is contingent upon the strength of institutions and the quality of governance. The
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findings show that enhanced financial development has a statistically significant impact on poverty
reduction, suggesting that policies promoting financial inclusion and broadening access to credit
can be instrumental in lifting people out of poverty. Nti argues that policy interventions should
focus on expanding financial services, particularly in rural and underserved areas, to maximize the
poverty-alleviating effects of financial sector growth. The study recommends that financial
inclusion be prioritized by policymakers to ensure that marginalized populatio Q&ccess to
financial services that can help alleviate poverty. Efforts should be made to enhan¢® the regulatory
environment and institutional framework to improve the effectiven@&nancial services in

supporting poverty reduction initiatives. It is crucial to prom@cial literacy and increase

public awareness of available financial products and serviceQ

Q

2.3.2 Money Supply, Interest Rate and Financial pment

A study investigate the interplay between moﬁ@policy and financial sector development across
Sub-Saharan Africa'*. They analyze'%’ onetary policy decisions, such as interest rate
adjustments and money supply charé, influence financial sector growth in terms of depth, access,
and efficiency. The study a@&s Sub-Saharan African countries, covering the period from the
early 2000s to 2017. P §ata analysis is employed to investigate the relationship between

.

monetary polic a@ancial sector development.

Monetary pelicy/'is found to have a significant influence on financial sector development,
particuwgﬁrough its impact on interest rates and money supply. In SSA, tight monetary policies
can restrict credit availability, while loose monetary policies tend to increase financial sector
activity by boosting credit flows. Inflation targeting and interest rate management play critical
roles in stabilizing financial systems, though financial sector development is also constrained by

external factors like global financial shocks and domestic institutional weaknesses. The study
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concludes that, while expansionary monetary policy generally promotes financial sector growth,
structural weaknesses, including underdeveloped financial markets and limited policy transmission
mechanisms, hinder the effective implementation of these policies. The authors suggest that
financial market reforms and stronger institutional frameworks are necessary to enhance the
efficacy of monetary policy in the region. This study underscores the importance of tailoring
monetary policy approaches to the specific financial market structures within Su Q&n Africa
to achieve sustainable financial development, making a compelling case for sff€ngthening the
region’s institutional capacity. Policymakers in SSA should ado @16 monetary policy
frameworks that can respond to both external shocks and do s$\ancial sector needs. The
study recommends enhancing financial inclusion and pror@g policies that encourage private
sector credit growth to support long-term financial s t@@élopmen‘t.

A comparative analysis of monetary policy trangntission mechanisms in developed economies,

N

offering valuable insights into how differe@nnels such as interest rate, credit, and exchange
rate channels affect financial develo ﬁ%&

e study focuses on a cross-section of developed

economies, including the Unite@%s, the Euro area, and Japan'4, The analysis covers a period

from 2000 to 2019, particb@rrousing on the period after the 2008 global financial crisis, which

saw significant (@é in monetary policy frameworks. The authors use a comparative
oach,

econometric a@

transm%/ monetary policy across different economies. The study finds that monetary policy

employing a VAR (Vector Autoregressive) model to analyze the

transmission varies significantly across developed economies. While interest rate changes have a
strong impact on financial markets and inflation in the U.S. and the Euro area, quantitative easing
has a more pronounced effect in Japan, which has relied heavily on non-traditional monetary

policy measures. Financial markets in the U.S. and Euro area are highly sensitive to interest rate
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changes, whereas Japan’s reliance on long-term bond purchases has a more direct effect on
financial market liquidity and stability. Their analysis reveals significant variations in the way
monetary policy impacts financial stability and development across developed economies. For
instance, economies with more open financial markets and advanced institutional structures tend to
exhibit stronger responses to policy rate changes, which effectively influence financial market
liquidity and investment flows. Conversely, in economies with less flexi Q%litutional
arrangements, policy transmission is less effective, leading to delays infachi€ving financial
stability objectives. This study's comparative perspective is beneﬁ understanding the

differential impacts of monetary policy and the importance &E @izing policy tools to fit
S

specific economic structures. The article provides evidence ignificance of the transmission
mechanism in realizing financial stability and grow: h,@orcing the need to consider country-
specific structural factors in monetary policymaki e authors recommend that central banks in
developed economies continue to tailor theix\metary policy tools to country-specific conditions,
.

considering the structural characteri‘iﬁnj\of their financial markets. The study suggests that
policymakers should closely m@ the spillover effects of unconventional monetary policies,
particularly in terms of as%%s and financial stability.

A study examinin® netary policy instruments, specifically interest rates and money supply,
influence Nige@ nancial sector development. The study covers the Nigerian financial sector,
examin@’gfrom 1981 to 2018'%". The researchers employ an Ordinary Least Squares (OLS)
regression model to analyze the relationship between monetary policy variables (interest rate and
money supply) and financial development indicators (financial depth and financial access). They

use time series data obtained from the Central Bank of Nigeria (CBN) and the World Bank. The

study finds that the money supply has a positive and significant impact on financial sector
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development, suggesting that an increase in money supply enhances financial depth in Nigeria. On
the other hand, interest rates are negatively correlated with financial development, indicating that
high-interest rates may constrain financial growth and accessibility in the Nigerian context. Lower
interest rates and a greater money supply are observed to positively affect financial depth,
enhancing the sector's overall development. However, the authors highlight inefficiencies in
Nigeria’s monetary policy transmission mechanisms, suggesting that the inte Q%’neﬁts of
policy adjustments on financial development may be delayed or diluted. These fifidings indicate
that although monetary policy plays a crucial role in fostering ﬁa sector growth, the
structural inefficiencies within Nigeria's financial system reduce e%tiveness of these policies.
The study suggests addressing these structural challeng Qprove the responsiveness of
Nigeria's financial sector to monetary policy ch gpb%ie study recommend that Nigerian
policymakers adopt a balanced monetary policy ach, one that encourages financial access
through increased money supply while car \r managing interest rates to support sustainable

financial sector development. They ad@e for the Central Bank of Nigeria to periodically review

interest rates and align them wiﬂ& untry’s financial development objectives.

\

2.3.3 Monetary Policy gﬁnancial Stability

In a study on cro@n’y analysis of the link between monetary policy and financial stability,
particularly %ﬁg on how central banks' policy actions impact the financial sector in developed
econom\mi/g{ The study includes data from a sample of developed countries, such as the U.S., the
EU, Japan, and the UK. The authors focus on the period from 1980 to 2019, covering both
financial crises and periods of monetary policy interventions. The authors use a panel data
regression approach to analyze the relationship between monetary policy tools (interest rates and

money supply) and financial stability. They also examine the role of institutional settings in
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mediating the effects of monetary policy. The study uses data on financial stability indicators such
as banking sector stability, credit growth, and financial market performance. Their research
highlights that while monetary policy traditionally focuses on managing inflation and fostering
economic growth, it also has crucial, sometimes unintended, implications for financial stability.
The authors argue that low-interest-rate environments, often employed by central banks to
stimulate economic growth, can potentially lead to financial instability by enco Q%xcessive
risk-taking and asset price inflation within the financial sector. The authors\analyze data across
several developed countries and employ a range of econometric mode@sewe how monetary
policy shifts influence financial stability indicators, such as bank lending standards, capital market
trends, and overall market volatility. The study found that fi sector in developed economies
is heavily influenced by central bank actions, whic a@b%n as crucial to maintaining stability.
The relationship between monetary policy and finahéial stability is non-linear, with positive effects
in the short term, but potential risks in the é*run, such as asset bubbles. The study concludes
.
that while expansionary monetary po{ﬁgMnay stimulate short-term economic growth, they also
carry risks that can undermine'@%l stability if maintained over extended periods. This study
underscores the need fo@%lanced approach to monetary policy in developed economies,
considering both i @ -term benefits and long-term implications on financial stability and
development. iscﬂudy provides significant evidence on the complex relationship between
moneta, @r and financial development, illustrating how central banks' policies can have
cascading effects on financial stability beyond their traditional objectives. The authors recommend

that central banks adopt a cautious approach to interest rate cuts and focus on long-term stability.

They suggest that financial stability frameworks should be more integrated with monetary policy,
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with more robust macro-prudential policies to mitigate risks associated with prolonged periods of
low interest rates.

Another study explore the linkage between financial development and economic growth in
advanced economies, contributing to the long-standing debate on the role of financial systems in
promoting economic development!#°. The study focuses on a sample of 20 advanced economies
from 1980 to 2018, including major economies such as the U.S., Germany, and J. Q%:y utilize
extensive panel data from advanced economies to assess how different @és of financial
development—such as financial depth, financial access, and financial s@t relate to economic
growth rates. The study finds a positive relationship between financi velopment and economic
growth in advanced economies. Financial development fost@ omic growth by improving the
allocation of resources, increasing access to capital moting innovation. The relationship
between financial development and growt i{& irectional, with economic growth also
contributing to the development of the fi }eial sector. This study offers a comprehensive

.
perspective on the role of ﬁnancia’K(%velopment in economic growth and underscores the

importance of effective regulat@neworks to maintain stability. Beck and Levine's research

highlights the dual role oﬂ@al development as both a driver of growth and a potential source

of risk, supportin ’@sis topic’s emphasis on financial stability as an essential factor in
ic

sustainable eco@

foster fin market growth without encouraging excessive risk-taking. Anti-corruption

development. Policymakers should balance monetary policy interventions to

measures are essential for promoting financial sector integrity and reducing inequality in access to

finance. Financial regulation should adapt to the digital economy to improve financial inclusion

and foster innovation.
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A study explore the critical role central banks play in maintaining financial stability within
developed economies, with a focus on how central banks' monetary policy frameworks adapt to
prevent and mitigate financial crises!>’. The authors discuss various tools employed by central
banks, such as interest rate adjustments and regulatory measures, to stabilize the financial sector
and safeguard it against excessive risks. They argue that financial stability objectives have
increasingly become a core component of central bank mandates. The research fi Q&n central
banks in developed economies, particularly the United States, Eurozone, and Japan. The study
provides a historical context of central banking practices, with a focus @eriod after the 2008
global financial crisis, a time of heightened interest in the rol o%ral banks in maintaining
stability. Qualitative analysis of central banking practices ng on historical data and case
studies from major developed economies. Discus 'OWBQIOW monetary policy tools (such as
interest rates, quantitative easing, and forward % ce) were used during periods of financial
instability. Central banks play a critical rol haintaining financial stability, especially through
.
monetary policy interventions aimed {Cﬁj\torlng confidence in the financial system. Quantitative
easing and interest rate manipu{{&%ave been key tools in promoting economic recovery and

stabilizing financial markh@thhe aftermath of the 2008 financial crisis. The study emphasizes

that central bank ’@o strike a balance between achieving monetary policy goals and
ial”s

addressing ﬁn%

Schoe ol@raﬁndings underscore the importance of macroprudential policies in addressing

tability concerns, as the two can sometimes be at odds. Cecchetti and

systemic risks, and they advocate for central banks to maintain flexibility in policy instruments to
adapt to changing financial conditions. This study offers insight into how monetary policy can be
leveraged to enhance financial stability, particularly in developed economies where financial

markets are complex and highly interconnected. This supports the notion that financial stability
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should be integrated into the broader objectives of monetary policy, especially in economies
aiming for sustained financial development. Central banks must be flexible in their approach to
monetary policy, using a combination of tools to respond effectively to crises. Future monetary
policy should be geared toward preventing financial instability and ensuring that central banks can
react swiftly to emerging threats, including global financial contagion.

The relationship between monetary policy, financial conditions, and financial sta 'Q%dvanced
economies, focusing on how policy decisions affect financial stability indi¢atorS”such as credit

growth, asset prices, and risk-taking behaviours's!

. They argue t ile monetary policy
traditionally targets inflation and output, its influence on financjal stability cannot be overlooked.
Using data from advanced economies, the study assesse ow-interest-rate environments
impact financial stability by encouraging risk-taki @ncial markets and creating potential
vulnerabilities. The study focuses on advanced ec ies such as the U.S., Eurozone, and Japan.

W

The study uses empirical models to exami e\e relationship between monetary policy actions
[ ]
(interest rate changes, quantitative ea’iﬁg\etc. and various indicators of financial stability (e.g.,

asset prices, credit conditions): LQ%fary policy has a profound impact on financial conditions,

N\

especially through its inﬁ@? on interest rates, asset prices, and credit conditions. The study

highlights that ag@wnetary policy, such as quantitative easing, can have both positive and
n

negative effec%

interest rat€$; asset purchases) help stimulate economic activity and stabilize markets, they can also

inancial stability. The study finds that while easy monetary policies (low

lead to financial imbalances, such as asset bubbles and excessive risk-taking in financial markets.
Their findings reveal that expansionary monetary policies, while effective in stimulating economic
growth, can also lead to increased financial market risk by fueling asset price bubbles and

promoting excessive leverage. The authors advocate for incorporating financial stability
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considerations into monetary policy frameworks, suggesting that central banks should not only
monitor inflation but also keep an eye on financial stability indicators to prevent crises. The article
provides empirical support for the argument that monetary policy has far-reaching effects beyond
inflation control, influencing financial stability and development. This underscores the need for a
holistic approach to monetary policy, where financial stability objectives are integrated to ensure
sustainable economic growth and financial sector resilience. Central banks Qld carefully
balance monetary policy and macro-prudential regulation to avoid creating \finafi€ial instability.
There is a call for international coordination in monetary policy, ey in light of global

financial linkages and the impact of global monetary policy on ck@e ic financial systems.

2.3.4 Corruption and Financial Development QQ

A study examines the relationship between corrupti@ financial development in Sub-Saharan

Africa using panel data analysis'*?. His studthat corruption negatively impacts financial

development by undermining investor'@ence, distorting financial resource allocation, and

reducing financial accessibility. @?dy covers 48 Sub-Saharan African countries over the
RN

period from 2000 to 201 @udy uses the panel data regression technique, specifically the

Fixed Effects (FE) mo I,Q analyze the data. Corruption is measured using the Corruption
. \

Perceptions Indexi (CPI), while financial development is assessed through private sector credit,

banking sec@pth, and financial inclusion indices. The model controls for various macro-

economwctors such as GDP growth, inflation, and exchange rates. The study finds a significant

negative relationship between corruption and financial development in SSA. Corruption inhibits

financial growth by reducing trust in financial institutions and creating inefficiencies in credit

allocation. Corruption exacerbates financial exclusion and limits private sector access to credit,

hindering the development of local businesses. The study also finds that institutional quality (e.g.,
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the rule of law, property rights) is a crucial moderating factor. Countries with stronger institutions
are better able to counter the effects of corruption on financial development. The findings
emphasize that corruption is a significant barrier to financial growth, suggesting that anti-
corruption reforms are essential for enhancing financial sector performance. Asongu advocates for
policy measures aimed at reducing corruption to foster an environment where financial institutions
can thrive. This article contributes to the empirical literature on corruption’s a \Qﬁffects on
financial development in the region, providing valuable insights into hQw g6vernance and
institutional integrity are crucial to financial growth. This research ’%{s the argument that
reducing corruption is critical to unlocking the potential of Sub- a@ Africa’s financial sector.
Anti-corruption policies should be strengthened in SSA to Qe financial sector development

and economic growth. Institutional reforms to enh, cybgeffectiveness of legal and regulatory

frameworks are essential to reduce corruptign eﬁ& oster a more conducive environment for

S

The impact of corruption on ﬁ%@l development using panel quantile regression analysis, a

financial sector growth.

method that enables the@%l\ation of this relationship across various levels of financial
development in bo‘rh@oped and developing economies from countries with robust financial
systems to tho @mderdeveloped ones!3. The period of analysis spans from 1995 to 2017.
Data sourc‘@ralude the World Bank, Transparency International, and national financial reports.
Their res\e{rch argues that corruption, by distorting financial flows and weakening regulatory
frameworks, can severely inhibit financial development. The study finds that corruption negatively
impacts financial development in both developed and developing countries, though the effects vary
at different quantiles. They find that the degree to which corruption affects financial development

varies based on a country’s existing financial system maturity, showing that corruption has more
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profound adverse effects on less-developed financial systems. Their findings indicate that in
countries with weaker financial infrastructures, corruption significantly hinders financial
development by limiting access to credit, increasing transaction costs, and promoting informal
financial activities over formal sector growth. In contrast, more advanced economies exhibit
resilience against corruption’s effects due to stronger institutions and regulatory frameworks that
can mitigate corruption-related risks. This nuanced analysis is valuable for u Q&ing how
corruption interacts with financial development, especially in countries where ncial systems
are in a growth phase and are thus more susceptible to negative l@ es. Farzanegan and

Krieger's study can provide empirical evidence on how @n disrupts the financial

development process, making a case for stronger govern d anti-corruption measures to

facilitate financial sector growth. The authors reco %that countries, especially those with

developing financial systems, focus on strengt anti-corruption policies and improving

transparency in the financial sector. They al k&\ggest that international cooperation is necessary
[ ]

to combat corruption, as it is often a t{(ﬁj\tlonal issue that requires a coordinated response.

Another study explores the lon&relationship between corruption and financial development

in Nigeria. The paper foc% Nigeria, using data from 1990 to 2018. The authors employ the

Autoregressive Di ﬁﬁ% Lag (ARDL) model to analyze time series data'>*. This approach is
suitable for capturifig

the long-run equilibrium relationship between corruption and financial
develo m@ﬁey data sources include the Central Bank of Nigeria, Transparency International,
and the World Bank. Corruption is measured using corruption perception indices, while financial
development is assessed through indicators like financial depth and access. Specifically, corruption
diminishes investor confidence, limits foreign investment, and restricts financial accessibility,

stunting the financial sector's growth over time. The study reveals a significant negative
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relationship between corruption and financial development in the long run. High corruption levels
were found to weaken financial institutions and hinder investment, leading to reduced financial
access and depth. Corruption also deters foreign investment, undermines trust in financial
institutions, and limits the growth potential of Nigeria’s financial sector. The research emphasizes
that corruption undermines Nigeria’s financial development potential by eroding institutional
quality and reducing the credibility of financial governance. The authors argue t Q’lp menting
stronger anti-corruption policies could improve financial sector outcoa&ggesting that
governance reforms should accompany monetary policy interventions@port a more resilient
financial system in Nigeria. Ogunleye and Ayeni recommend that Nigerian authorities strengthen
anti-corruption policies to foster a conducive environment fi ancial development. They call for
institutional reforms to enhance transparency and a%%ability, particularly within financial
regulatory bodies. Additionally, they suggest that awareness and stakeholder engagement in
anti-corruption initiatives could help mitk&% e adverse impacts of corruption on financial

development. &é;\\'

R\

A study explores the IO%Q\relationship between corruption and financial development in
Nigeria. The resear ‘%uses on Nigeria, with data spanning from 1995 to 2020'%°, The study
employs Joha% \integration analysis to investigate the long-run relationship between
corruptionéésured using the Corruption Perception Index (CPI)) and financial development
(measué{lsing indicators like credit to the private sector, financial inclusion, and capital market
liquidity). The authors also use error correction models (ECM) to examine the short-run dynamics
and long-run equilibrium between the variables. The study finds a long-term negative relationship
between corruption and financial development. Corruption significantly hampers financial sector

performance by increasing transaction costs, reducing transparency, and deterring foreign
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investment. There is a significant short-run impact where corruption leads to financial market
inefficiencies, but the long-term relationship is more stable, indicating that the effects of corruption
can be mitigated with institutional reforms. Their results indicate a strong inverse relationship
between corruption and financial development; that is, as corruption levels increase, financial
development deteriorates. The study concludes that corruption erodes public tms&ﬁnancial
institutions, discourages investment, and limits access to financial services Qch hampers
financial development. Adewuyi and Emmanuel suggest that sustained effortsito réduce corruption
could significantly improve financial development in Nigeria. They ad@or stricter regulatory
enforcement, transparency measures, and institutional reforms aimedat curbing corrupt practices
within Nigeria’s financial and public sectors. The study rec@ s strengthening anti-corruption
frameworks and promoting transparency in financia iq@ons to reduce the negative effects of
corruption on financial development. There ho%§e a focus on improving financial market
regulation to encourage greater accountabilit }d investment.
.

Study examines the combined ef@ corruption and institutional quality on financial
development in Nigeria. The S{@Q{s focused on Nigeria, analyzing the relationship between
institutional quality, cor@ and financial development over the period 2005-2019'%¢. The
study uses panel a®5se5s the joint effects of corruption (measured using CPI and other
indices) and i 'g(ﬁnal quality (such as regulatory quality, rule of law, and governance) on
financial (@pment in Nigeria. The research employs the Generalized Method of Moments
(GMM) estimator to account for the dynamic nature of the relationship and to deal with
endogeneity issues. Corruption negatively impacts financial development in Nigeria, as it
increases the cost of doing business and reduces the efficiency of financial institutions.

Institutional quality plays a critical moderating role; the better the institutions, the less the
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detrimental impact of corruption on the financial sector. Poor governance and weak institutions
exacerbate the negative effects of corruption by encouraging fraudulent practices and poor
resource allocation. The paper finds that strong institutions can reduce the cost of financial
transactions and promote financial inclusion, leading to higher levels of financial development.
Their results indicate that high levels of corruption in Nigeria reduce financial stability and inhibit
financial access, while better regulatory frameworks and governance stru Q courage
investment and support financial sector growth. Umar and Abdulhakeem suggest-that improving
institutional quality can act as a buffer against the detrimental effects o tion on the financial

system. The authors recommend prioritizing anti-corruption policies\alongside regulatory reforms

to strengthen institutional quality, thereby supporting ﬁnan &velopment even in the presence

of corruption challenges. The study recommends a ¢ ehsive anti-corruption strategy focused
on improving institutional quality, espec1a11y as such as public sector transparency, rule
of law, and regulatory frameworks. There be a focus on building stronger institutions to

ensure that financial markets and 1nst®s can function efficiently and equitably, without being

undermined by corruption. @

2.3.5 Monetary Pollcy Qnge rate and Financial Development

The interaction b@l monetary policy, exchange rate volatility, and financial development in
Nigeria. The is focused on Nigeria, with an analysis spanning from 2000 to 2018. The study
uses au%@gressive distributed lag (ARDL) models to analyze the short- and long-term effects of
exchange rate volatility and monetary policy on financial development!®. Key variables include
monetary policy indicators (interest rates, money supply), exchange rate volatility, and financial
development indicators such as private sector credit, banking sector depth, and capital market

growth. The study also uses time series data analysis to account for the dynamic relationship

134



between the exchange rate, monetary policy, and financial development. The study finds that
monetary policy in Nigeria has significant short-term effects on exchange rate volatility, which in
turn impacts financial development. However, the long-term effects are less pronounced,
suggesting that structural factors in the Nigerian economy limit the effectiveness of monetary
policy in fostering sustained financial development. High exchange rate volatility has a detrimental
effect on financial market stability. This volatility increases uncertainty in inve @ecisions,
deters foreign direct investment (FDI), and negatively affects banking sector performance by
increasing risks associated with cross-border transactions and credl® ision. Exchange rate
volatility has been shown to slow down financial sector developmentyas financial institutions face
greater risk and uncertainty. However, sound monetary poli€ Qld help mitigate some of these
effects by promoting stability in the exchange ra .(@flndings indicate that exchange rate
volatility weakens the influence of monetary 0 n financial depth and financial stability,
leading to reduced foreign investment and finan al sector instability. The study recommends that
stabilizing the exchange rate through ﬁ}rm ication of Nigeria’s export base and implementing

exchange rate-targeted policies q&% enhance the resilience of Nigeria's financial sector. This

would enable monetary ‘po 9‘[0 exert a more consistent impact on financial development
outcomes. The st ’\F@' mends that the Central Bank of Nigeria (CBN) adopt exchange rate

stabilization mgehanisms, such as foreign exchange interventions and inflation targeting, to reduce

Volatili@iance financial market stability.

The research seeks to examine how monetary policy interest rates, real exchange rates, and the
business environment in the Euro region affect financial development in Romania®®. A pre-test for
structural breaks was first run to detect any breaks in the data, followed by conventional unit root
tests and unit root tests with structural breaks to evaluate the stationarity of the variables. The
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Bound cointegration test was used to create an autoregressive distributed lag (ARDL) short-run
model to assess the short-term effects of the variables on Romania's economic development. In the
near term, economic growth is hindered by the interest rate but boosted by the exchange rate,
according to the research. The business environment in the Euro region has varying impacts on
economic growth. The findings have important implications for controlling interest and exchange

rates to support economic development, especially given the growing interconne Qes between

Romania's domestic and international business ecosystems. ’\<
This paper investigates the impact of financial development on t | of debt dollarization

among nonfinancial firms in a selection of emerging @et economies (EMEs). The
macroeconomic channels are identified through an opt@ portfolio allocation model and
evaluated by analyzing the accounting information o%@nancial firms from 21 emerging market
economies during the period of 2009 to 2017 ’bon the findings, it is evident that the level of
financial development, as indicated by *ﬁvate credit-to-GDP ratio, plays a significant role in
mitigating the impact of exchange ré&sa\atﬂity on a firm's debt currency composition, along with

other factors. In addition, the i t of exchange rate volatility loses its statistical significance

once the estimated thres (@edit—to—GDP ratio exceeds 100 percent.

N

2.3.6 Moneta P&; Corruption and Financial Development

A study se@ analyze the distributional impact of monetary policy and assess the influence of
ﬁnancial\(evelopment on the link between monetary policy and income inequality. An
investigation was conducted on 32 sub-Saharan African countries from 2000 to 2017'#!. The study
utilized vector autoregressions and a dynamic panel data model to analyze the data. This study
demonstrates that MP has a noteworthy influence on income inequality, and the financial system
plays a crucial role in mitigating the unequal effects of MP shocks. Both MP and FD have direct
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redistributive effects. Nevertheless, it seems that the financial system has the most significant
influence and plays a larger role in shaping inequality dynamics. The conclusion that is relevant to
policy is that the financial system plays a crucial role in the transmission of monetary policy
actions and their effects. As the economy continues to grow, it may need fewer policy adjustments
to achieve the desired outcomes. In addition, it is important to consider that macroeconomic
stabilisation policies may not have a neutral impact on distribution and could éthlly help
prevent long-term increases in inequality. In contrast to earlier research, thiQt} suggests that
structural shocks can eliminate the problems of endogenous and antio actions in the MP
stance. This paper presents a notable discovery: the distribution in&s of monetary policy vary
significantly due to differences in monetary regimes and i@ across countries. However, the
available evidence indicates that the transmission'ssb@ relies more on FD rather than the

®%

Another study investigates the causal m@;ship between financial development and economic

specific policy regime.

growth in Sub-Saharan Africa, emr%g panel ARDL (Autoregressive Distributed Lag) models

142 The study examines 14 Sub-Saharan African

to account for dynamic inter@ over time
countries over the perio 1980 to 2020. The study employs panel ARDL models, which are
suitable for analy@h long-run and short-run relationships in panel data. The study finds a bi-
directional c%@y between financial development and economic growth in SSA. In the short-run,
ﬁnancia\/glelopment leads to economic growth, while in the long-run, economic growth
promotes financial development. The results suggest that the development of financial institutions,
particularly banks, plays a crucial role in facilitating economic growth by providing credit and

other financial services. The study also highlights the importance of financial liberalization and

banking sector reforms to enhance access to credit and improve financial market efficiency. The
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study recommends that policymakers in SSA focus on enhancing financial inclusion by improving
access to financial services for both individuals and businesses. Efforts should be made to
strengthen the banking sector, improve financial market infrastructure, and promote financial
literacy to foster long-term economic growth. Structural reforms in the financial sector are
necessary to ensure that financial institutions can effectively support economic ﬁities and
contribute to growth. Q

The transmission mechanisms of monetary policy across various Sub-SaharaanB n nations. The
study spans 2000 to 2017'4. The study uses panel data econometri@ iques to analyze the
effectiveness of monetary policy transmission mechanisms acro S&)untries. It applies a VAR
(Vector Autoregression) model to test the influence of k Cy variables like interest rates,
exchange rates, and money supply on economic o C%Quch as output, inflation, and private
sector credit. A comparative approach is employe mining differences between countries with
different institutional settings and moneta %ﬁcy frameworks. The paper finds that monetary

.
policy transmission is often weak and @xgeneous across SSA countries. While monetary policy

measures have an impact, the s&%ission mechanisms vary significantly due to institutional

\

differences, macroeconom@lditions, and financial sector characteristics. Countries with

stronger financial i;{&(s' d better institutional frameworks show more effective transmission of
o

monetary poli%

systems e nce delayed or muted responses to policy actions. Their findings reveal that the

nversely, countries with weaker institutions and undeveloped financial

efficacy of monetary policy in influencing economic outcomes varies widely across the region due
to differences in institutional strength and market depth. For example, in countries with more
developed financial systems, monetary policy changes have a more immediate and measurable

impact on economic variables likes inflation and credit growth. Conversely, in countries with
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weaker financial markets, the policy transmission is less effective. This study underscores the need
for Sub-Saharan African policymakers to consider local financial infrastructure when designing
monetary policies to achieve optimal outcomes. The study highlights the complexity of applying
uniform monetary policy approaches across diverse economies within the region. The study
suggests that SSA countries need to strengthen their financial sectors and improve institutional
capacity to ensure more effective monetary policy transmission. Coherent fisc Q%nonetary
policies should be adopted to align macroeconomic goals and improve policy fgeness.
A study provides a detailed sectoral analysis of how corruption affects @ aspects of financial
development in Nigeria. This study covers Nigeria as a case t&with a focus on sectoral
performance in financial development'®’. The study spans t 2000 to 2020. The study uses
sectoral data on Nigerian financial institutions, speci cd@e banking sector, capital markets, and
microfinance institutions. Regression analysis_is yed to examine the relationship between
corruption (measured using corruption indicés such as CPI and sector-specific corruption
.
indicators) and the level of financial {ﬁ%&opment in the various sectors. The study also employs
panel data techniques to assess‘@amic relationship between sectoral corruption and financial
development over time. l‘b@/ found out that Corruption in Nigeria's banking sector has led to
reduced credit acc ’\&r' all and medium enterprises (SMEs), undermining financial inclusion.
High levels of €ﬂion in bank governance and lending practices inhibit the effective allocation
of resourc@d contribute to financial instability. In the capital markets, corruption hampers
transparency and reduces investor confidence, which in turn leads to lower market liquidity and
capital inflows. This results in a slow development of Nigeria’s equity markets. Corruption in

microfinance institutions undermines their ability to extend credit to the unbanked population,

stifling potential poverty alleviation efforts through financial inclusion. The study concludes that
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corruption reduces investor confidence and stifles financial innovation, ultimately impairing
sectoral growth within the financial system. To mitigate these issues, Akinyemi and Fashola
recommend sector-targeted anti-corruption measures, suggesting that each sector requires a
tailored approach to improve transparency and foster financial development. To address these
sectoral challenges, the study recommends enhanced regulatory oversight and anti-corruption
initiatives aimed at improving governance within the banking, capital market, @%oﬁnance
sectors.

A comparative study on the impact of corruption on financial develo @ both developed and
developing countries, highlighting the varying degrees of influgnce“¢orruption has depending on
institutional strength and governance structures'*. The Qses data from developed and
developing countries to compare the effects of co pp&%n financial sector development. The
study uses panel data regression techniques to a the relationship between corruption and

\S
financial development in both types of eco }ﬁes. Financial development is measured through
.

indicators such as credit to the priv@ctor, banking sector health, and stock market depth.
Corruption is measured using &G\Q%uption Perception Index (CPI) and other corruption-related
indices. The study shows t@eveloped countries with strong institutions, the adverse effects of
corruption on fi @evelopmen‘[ are mitigated, while in developing countries, where
institutions are aftel weaker, corruption has a significantly more detrimental effect on financial
growth K@’Qses panel data analysis and controls for institutional quality to distinguish between
the financial developments outcomes in both contexts. Corruption has a significant negative impact
on financial development in both developed and developing countries, but the effect is more

pronounced in developing economies, where weak institutions exacerbate the problem. In

developed countries, corruption tends to have a lesser direct impact on financial sector growth,
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largely due to stronger institutions and better regulatory frameworks. Corruption in developing
countries leads to financial inefficiency, reduced access to credit, and a lack of trust in financial
institutions, which undermines overall economic growth. The findings suggest that corruption
obstructs financial development by distorting resource allocation, reducing investor confidence,
and limiting access to financial services, especially in developing countries. Conversely, developed
economies with robust institutional frameworks can better counterbalance the n Qe pact of
corruption through regulatory oversight and strong legal frameworks. Th Qrch provides
comparative insights into how corruption affects financial developr@’xmphasizing that the

effectiveness of anti-corruption measures is contingent on institutional quality. This aligns with

ﬁ% tancial development, particularly

arguments for strengthening institutions as a means of foste

in corruption-prone environments. Governments, c:sge@y in developing economies, should

strengthen institutions and promote transparenc rder to mitigate the negative impacts of

corruption on financial development. Polic Xkers should focus on creating strong regulatory
[ ]

frameworks to ensure that financial i@ons remain stable and accountable, reducing the space

for corrupt practices. . %
&
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Fig 2.1: Conceptual Model of Monetary Policy, Corruption and Financial Development
Source: Researcher’s Conceptual Model, 2024

The relationship between financial development, monetary policy, and corruption in Nigeria can
be conceptualized through a comprehensive framework that integrates these variables. This
framework examines how financial development, characterized by its depth, access, efficiency,
and stability, is influenced by monetary policy and corruption levels, while contra%g for the
exchange rate. Financial development encompasses various dimensions. Dep to the size
and liquidity of financial markets, indicated by metrics such as credit t egﬁate sector, stock
market capitalization, and bond market development. Access to the availability of
financial services to individuals and businesses, measured by th@nber of bank branches, ATMs,
and access to credit. Efficiency involves the performancg&ancial intermediaries in terms of
cost, revenue, and profit efficiency, including inter@e spreads and overhead costs. Stability
indicates the resilience of financial institutiod@ markets to shocks, assessed through measures
of non-performing loans, capital adequab@ s, and market volatility.

Corruption is a significant indeperét variable that affects both monetary policy and financial

N

development. Corruption %@‘S in various forms, including bribery, which involves giving or
\4

receiving something ofy\valtie to influence official actions; embezzlement, where assets are
.
withheld for con\@lﬁeﬂ) by someone entrusted with them; and fraud and extortion, which
involve dec practices to secure unlawful gain and obtaining something through force or
threats.\(gnetary policy is another crucial independent variable, encompassing aspects such as
money supply, which is the total amount of monetary assets available in an economy; policy
interest rate, set by the central bank to influence other interest rates; and inflation, the rate at which
the general level of prices for goods and services rises, eroding purchasing power. The exchange

rate serves as a control variable, representing the value of one currency in terms of another.
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The influence of monetary policy on financial development in Nigeria. Changes in the money
supply, policy interest rate, and inflation are expected to impact financial depth, access, efficiency,
and stability. The Theory of Monetary Policy Transmission Mechanisms provides a framework for
understanding how these policy actions by central banks influence the economy, particularly
financial markets and institutions. A well-functioning monetary policy can enhance financial
development by ensuring liquidity, controlling inflation, and maintaining inte@@stabﬂity,
which are critical for a robust financial sector. (/

The influence of corruption on monetary policy in Nigeria. Co@t&n, through bribery,

embezzlement, and fraud/extortion, can distort the formulation_an lementation of monetary
policy. For instance, bribery might lead to preferential lendi ecting money supply dynamics,
while embezzlement can result in the inefficien @ion of resources, undermining the
effectiveness of policy interest rates. This distorti weaken the transmission mechanisms of

"N

NQ

monetary policy, making it less effective in a mlng its goals.

The influence of corruption on ﬁnan{ ﬁopment in Nigeria. Corruption can directly impact
financial development by w@@% institutional quality, reducing investor confidence, and
increasing transaction cos%sé%ery and embezzlement, for example, can lead to misallocation of
resources and ine %s in financial institutions, hampering their ability to provide financial
services efﬁci%y. raud and extortion can erode trust in financial systems, discouraging
investr@ savings, which are vital for financial depth and stability.

The causal relationship among monetary policy, corruption, and financial development in Nigeria.
This involves using econometric models to identify causal pathways and interactions among these

variables. The bidirectional causality suggested by the Theory of Monetary Policy Transmission

Mechanisms can be tested, where monetary policy influences financial development and, in turn,
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financial development affects the effectiveness of monetary policy. Corruption can further
complicate these relationships by introducing inefficiencies and distortions. Integrating the Theory
of Monetary Policy Transmission Mechanisms, this study aims to provide a comprehensive
understanding of the interactions among monetary policy, corruption, and financial development in
Nigeria. This framework will help to uncover the complex dynamics and causal relationships,
contributing to better policy formulation and implementation for fostering ﬁnar@@e lopment
and economic growth in Nigeria (/

S

The study on the "Impact of Monetary Policy and Corrupt@o inancial Development in

2.5 Summary of the Gap in the Literature Reviewed

Nigeria" addresses a critical area in finance and deve nt economics, especially given
Nigeria's dynamic economic landscape marked by ing monetary policies and systemic
corruption. While prior research has explored %% onship between financial development and
factors such as monetary policy and corrugi’ , there remain notable gaps in this field, particularly
.

in how these relationships manifest i&ﬁs\Nigerian context with an emphasis on financial depth,
access, stability, and efficiency® \A%

Although individual imp?%? monetary policy and corruption on financial development have
been examined, ft @ys investigate how these two variables interact to influence financial
development. %example, recent studies often overlook how corruption may undermine the
effecti% monetary policy'®. This interaction is particularly relevant in Nigeria, where
systemic corruption can distort policy objectives and limit access to financial services. This thesis

aims to address this by examining how corruption levels might moderate the effects of monetary

policy on financial development.
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Many studies utilize financial depth or access as standalone proxies for financial development,
often neglecting other critical dimensions like stability and efficiency, which are essential for a
holistic understanding of financial development. Given that financial stability and efficiency are
crucial for sustainable economic growth, this study employs a comprehensive set of indicators
financial depth, access, stability, and efficiency to provide a more complete picture&fﬁnancial
development in Nigeria, thus filling a methodological gap in existing research. Q

Existing studies often neglect the role of the exchange rate as a control varia leQexamining the
link between monetary policy, corruption, and financial development”@l\acoun‘[ry like Nigeria,
where exchange rate volatility significantly impacts the financial se¢tor, controlling for exchange
rate variations is crucial for isolating the true effects o@n ary policy and corruption on
financial development!*!52, This study fills this g&@corporating the exchange rate as a
control variable to ensure a more robust analys%’b

Given the recent changes in Nigeria’s mon %and regulatory landscape, especially with global

S

. \
economic disruptions such as the @D-

covering the period from 2013‘@ . This timeframe captures the post-recession recovery and

pandemic, there is a need for updated studies

the various policy adjus%t that occurred in response to both domestic and international
pressures. Recent %all for an updated analysis that reflects current economic realities'#+146,
This study resp@s o this call by examining recent data within this period, providing insights into
how re@%y changes and corruption levels impact Nigeria's financial development.

In sum, this research contributes to the literature by providing a more comprehensive, multi-
dimensional understanding of financial development in Nigeria, assessing the dual impacts of

monetary policy and corruption in the context of recent economic changes. It integrates
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underexplored variables, methodological improvements, and updated data to offer actionable

insights for policymakers, regulators, and stakeholders in Nigeria's financial sector.
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Chapter Three
Methodology
In this chapter, the study's methodology, data sources, and model specifications are expounded

upon, with particular emphasis on data analysis techniques, econometrics, and statistical standards.

3.1 Research Design *
In this study, an ex-post facto research design was adopted. This research Qn everages

historical or past data to analyze and make predictions about future trends/\It i§"categorized as
quasi-experimental because it investigates how an independent Variabl®ng before the study,
influences a dependent variable. Unlike experimental research, ex-post facto research lacks direct
control over the independent variables, as their effects h ady transpired and are beyond
manipulation. Therefore, conclusions about the relat'om&%between variables are drawn without
intervening or altering the independent or depend iables. This research design is particularly
suitable for analyzing the impact of moneta ;Qlcy measures on financial development over the
specified period (2013 to 2023) in N@F e ex post facto design was chosen as it allows the
researcher to examine the relati between variables that have already occurred, without the
need for manipulation an(N%%lso aligned with the earlier studies in this area!.

3.2 Population 0[@/®y

The study's po@‘uon encompasses the entirety of the Nigerian economy, with a specific focus on
monet @’g measures implemented by the Central Bank of Nigeria (CBN), corruption level
and their impact on financial development indicators?.

3.3 Sample and Sampling Techniques

This study adopted a census sampling approach, which involves the use of all available data points

within the study period. Since the research relies on secondary macroeconomic data—including
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monetary policy indicators, corruption levels from the Corruption Perceptions Index (CPI),
financial development metrics, and exchange rate figures—there was no need for random or
purposive selection. The dataset comprises annual observations covering a period of eleven years,
from 2013 to 2023. Specifically, the study analyzes three indices representing monetary policy and
corruption levels, four indicators of financial development (i.e., financial depth, access, efficiency,
and stability), and one control variable (exchange rate). This complete enum Qﬁnsures a

comprehensive and unbiased analysis of the relationship between corruptioff”and financial

O

In this study, we draw upon a range of reliable and reputa@)urces to underpin the study with

development in Nigeria.

3.4 Description of the Research Instrument

robust data and information. The Central Bank of Ni et'ﬁ%tatistical Bulletin serves as a primary

source for monetary policy-related data. It offers ehensive insights into policy interest rates,

exchange rates, money supply, and other
[ ]

N

@1 monetary variables, allowing to analyze their
impact on financial development. The@na

Bureau of Statistics (NBS) is another indispensable
resource. It provides a wealth ofiomic indicators, including inflation rates and others. These
statistics enable us to as@mcial development trends in Nigeria and their correlation with
monetary policy é% To gauge the level of financial development in Nigeria, this study
utilizes the Gl@ inancial Development Database and the Financial Development Indicators,
both p Viﬁy the World Bank, offering extensive data on financial institutions, markets, and
development metrics®>*°. Additionally, data from the Central Bank of Nigeria (CBN) Statistical
Bulletin provide detailed insights into Nigeria’s monetary policy, exchange rates, and banking

performance from a national perspective’. The Corruption Perceptions Index (CPI) from
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Transparency International contributes valuable data on public sector corruption, an essential

variable for assessing institutional quality®.

Model Specification
The study aims to explore the influence of monetary policy measures and corruption on financial
development in Nigeria, with exchange rate as a control variable. The model can be represented as

follows: QQ

Model for Studying Monetary Policy, Corruption, and Financial Deve plgml in Nigeria
This model builds upon the previous one, incorporating the new es and objectives you
provided. Here's the breakdown: Q§
Dependent Variables (Financial Development Metrics): Q

o Financial Depth (FD): Measured by indicatob@%oad money supply to GDP ratio.

o Financial Access (FA): Measured by, ?@ors like deposit accounts per capita or adult

population with a bank account. , 5&

o Financial Efficiency (FE):& red by indicators like cost-to-income ratio, interest rate

spread, etc. ) $
N\

o Financial Stabi '&TS): Measured by indicators like capital adequacy ratio, non-
performin{.oh:q\rat o, etc.
Independent \éﬁahles (Monetary Policy Indices):
. ?ng Interest Rate (INT): Central Bank's benchmark interest rate.
e Money Supply (MS): Total amount of money circulating in the economy.
o Inflation Rate (INF): Rate of increase in prices over time.
e Corruption Level (CRPT): Measured by Transparency International's Corruption

Perception Index or similar metrics.
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Control Variable:
o Exchange Rate (EX): Naira exchange rate against a reference currency like USD.
Model Specification

The overall model combines monetary policy indices, corruption, and the exchange rate as

D

FD_t = BO + BlINT_t + BzMS_t + B3INF_t + B4CRPT_t + BsEX_t tet < 0

predictors of financial development metrics.

General Model Equation:

Where: Q
FD t: Financial development metrics (can be FD, FA, FE, or FSb%
INT t: Policy interest rate (Monetary policy variable). Q

MS t: Money supply (Monetary policy variable). be

INF _t: Inflation rate (Monetary policy variable). fbb

CRPT _t: Corruption level (Corruption Percﬁo ndex or similar).
EX t: Exchange rate (Control Variable‘&é\.\! aira/USD).

Bo, B1, ..., Bs: Coefficients to be esti d.

¢ _t: Error term. QQ

Submodels for Fin @ivelopmem Metrics

Financial Dep (Q{:

FD t=_o éQ!T_t +B2MS_t+ BsINF_t + BsCRPT t+ BsEX t+¢ t
Financial Access (FA):

FA t=Bo+ BiNT t+ BMS t+BsINF t+ BsCRPT t+BsEX t+¢ t
Financial Efficiency (FE):

FE_t = Bo + BlINT_t + BzMS_t + B3INF_t + B4CRPT_t + BsEX_t tet
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Financial Stability (FS):
FS_t = Bo + BlINT_t + ﬁzMS_t + B3INF_t + B4CRPT_t + BsEX_t tet
1. Influence of Monetary Policy on Financial Development:

We can estimate four separate equations, one for each financial development metric:

. FD_t = BO + BlINT_t + BzMS_t + B3INF_t + B4CRPT_t + S_t Q\
+ Financial Access: < 0

° FA_t = BO + BlINT_t + BzMS_t + B3INF_t + B4CRPT_t +tet Q&

o Financial Depth:

o Financial Efficiency:

e FE t=fo+PiINT t+BMS t+BsINF t+ B:CRPT QQ

o Financial Stability: (bQ

e FS t=Po+ iINT t+ BMS t+ B:INF_t+ Tttet
2. Influence of Corruption on Financial l%ga ment:
This objective requires a different @%h. Corruption might influence the effectiveness of
financial development. Here, yqu\Q%fd run regressions where the corruption (CRPT)) is second

independent variable, an%%cial development (FD) is an independent variable. However,

establishing causalj {Q' tion of influence) might be challenging.
1

« FDt :BL

Indepe\dl@’bariable:

CRPT t+¢ t

e Corruption Level (CRPT): Measured by Transparency International's Corruption
Perception Index or similar metrics.
Model Equations:

We can estimate four separate equations, one for each financial development metric:
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e Financial Depth:
e FD t=po+ pB:CRPT t+¢g t
o Financial Access:
e FA t=po+piCRPT t+¢g t
o Financial Efficiency:
e FE t=fo+BCRPT t+¢ t Q\
o Financial Stability: Q}O
e FS t=Po+P:CRPT t+e t Q«
3. Causal Relationship Exploration: %

Exploring the Causal Relationship among Monetary 4Poli ;, Corruption, and Financial
Development ; be

General Model Equation: fb

FD t= BO + BlINT_t + BzMS_t + B3INF_t +§C§Tt +tet

Where: \C_;\\'

FD t: Financial development m&" D, FA, FE, FS).

INT t: Policy interest rate Q
MS t: Money sup@

INF t: Inﬂatio%ce.
CRPT t\(/@tion level.

Bo, B1, ..., Pa: Coefficients to be estimated.
¢ _t: Error term.
Submodels for Financial Development Metrics:

Financial Depth (FD):
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FD t=o+ B:INT t+ BMS t+ (:INF t+ BsCRPT t+¢ t
Financial Access (FA):

FA t=o+ BiINT t+ BMS t+ (:INF t+ B4«CRPT t+¢ t
Financial Efficiency (FE):

FE t=fo+ BiINT t+ f2MS t+ BsINF t+ BsCRPT t+¢ t
Financial Stability (FS):

FS t=fo+ B:iINT t+ BMS t+ B:INF t+ B.CRPT t+¢ t (/O
4. Control Variable - Exchange Rate Q&
Investigating the Role of Exchange Rate as a Control Variable %

General Model Equation with Exchange Rate: QO

FD_t = BO + BlINT_t + BzMS_t + B3INF_t + B4CRPT gt ‘@_t +tet

Submodels for Financial Development Metrics xchange Rate:

Financial Depth (FD): \

FD t= o+ BiINT t+ BMS t+ B:IN GﬁRFTt +BsEX t+¢g t
Financial Access (FA): . \AQ

FA t= o+ BiINT t+ BzméQ[}sINF_t + B4CRPT t+ BsEX t+¢g t
Financial Efficie @s
FE t=fo+ BlﬁgﬁzMSt + BsINF_t + B«CRPT t+BsEX t+¢ t

Financial ity (FS):

FS t= o+ B:iINT t+ B-MS t+ BsINF t+ B.CRPT t+BsEX t+¢ t

3.5 Reliability of the Research Instrument

The research team conducted diagnostic tests on the statistical model to identify and address any

potential issues or challenges. These tests are essential in assuring the robustness and reliability of
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the results obtained from the model. Various diagnostic tests, including assessments for
heteroscedasticity, autocorrelation, and normality, were applied to confirm that the model adheres
to its underlying assumptions. This meticulous examination helped maintain the integrity of the
analysis and enhance the trustworthiness of the findings.

3.6 Validity of Research Data

Ensuring the research instrument's validity is essential for a successful study. T Qﬁ this, the
researchers assessed the validity and credibility of the data sources. Both the NBS and CBN are
esteemed institutions in Nigeria, known for providing reliable and cre data. Also, globally,
The International Financial Statistics (IFS) and the Financial A@%Vey (FAS), both from the

International Monetary Fund (IMF), provide extensive fin

the study utilizes data from Bankscope (2000-2014 a@is (2015-2021), managed by Bureau
0

ata and insights. Additionally,
van Dijk (BvD), which offer comprehensive i n on banking and financial institutions. The
Financial Soundness Indicators Database g.l f.org) from the IMF, and the Debt Securities
Statistics (DSS) from the Bank for I@)nal Settlements (BIS) are also essential for financial
stability and securities data. FLﬁ’\ re, the Enterprise Surveys from the World Bank contribute
valuable data on busines’&é%onments and firm performance. The research team prioritized
utilizing the most @and up-to-date data sources to maintain data accuracy. Additionally,

three diagnosti@sts were employed to confirm the model's robustness and error-free nature.

Diagno\t'{c/%rgs
In this study, three diagnostic tests were employed to ensure model robustness and minimize errors.
These tests include:

1. Variance Inflation Factor (VIF): Assessing the degree of collinearity among independent

variables to prevent incorrect results stemming from high correlations.
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2. Breusch-Pagan Test: Detecting heteroskedasticity, this violates the assumption of constant
variance in residuals and can lead to erroneous model outcomes.
3. LM Test: Identifying autocorrelation, a violation of the assumption of independence in

residuals, this can also result in incorrect model findings.

3.7 Method of Data Collection

This study utilizes secondary data sourced from annual statistical bulletin reports Qished by the
Nigeria Bureau of Statistics (NBS) covering the period from 2013 to 2023. Al d@ally, data was
extracted from the statistical bulletin of the Central Bank of Nigeri@ ). The International
Financial Statistics (IFS) and the Financial Access Survey ( %ﬁth from the International
Monetary Fund (IMF), provide extensive financial data an ights. Furthermore, the Enterprise
Surveys from the World Bank contribute valuab A@)n business environments and firm
performance. Rigorous selection and validatio &ese data sources will be undertaken to
guarantee the precision and appropriatenes \tﬂe information employed in the research. Utilizing

secondary data enables the study to @to a rich and varied dataset, ensuring the delivery of
dependable and well-founded ini\gh%n response to the research inquiries.
3.8 Method of Data An lyg
This study employec %ti-method approach to investigate the influence of monetary policy on
financial devel@len‘[ in Nigeria. The analytical framework combined descriptive techniques with
Various% on methods to uncover both the static and dynamic relationships among variables.

1. Descriptive Statistics: Initially, descriptive statistics were utilized to depict the underlying

trends in the data. This involved summarizing key characteristics such as central tendencies,

variability, and distribution patterns through the use of tables, charts, and graphs. These
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descriptive insights provided a foundational understanding of the data before proceeding to
more complex analyses.

2. Ordinary Least Squares (OLS) Regression: The primary method of analysis was
Ordinary Least Squares (OLS) regression, which estimated the relationships between
monetary policy indicators and financial development. OLS regression was chosen for its
robustness in determining the collective influence of several independent ables on the
dependent variable. It also allowed for a thorough examination of mgdel fit through
residual analysis, making it a suitable tool for assessing the @1&0 of monetary policy
measures in the Nigerian context.

3. Error Correction Model (ECM): Recognizing thatic time series data may exhibit
both short-run fluctuations and long-run e 1@\ relationships, an Error Correction
Model (ECM) was incorporated into the a cal process. The ECM framework enabled
the study to capture short-term dynamics™while simultaneously confirming the existence of
a long-term stable relationshi&ﬁa}veen the variables. This dual approach was particularly
effective after performi@%root tests and diagnostic checks to confirm the stationarity
properties of the data. Q

4. Granger !‘& Test: To further understand the directionality of relationships between
the Var@es, the Granger Causality Test was applied. This test assessed whether past
ml@faf one variable could be used to forecast changes in another, thereby providing
insights into the potential causality among monetary policy variables and financial
development.

All analyses were conducted using E-View software, a widely recognized statistical tool in

economics and finance research. Prior to executing these methods, the data underwent unit root
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and diagnostic testing to ensure the appropriateness of the model specifications. This
comprehensive approach facilitated a robust interpretation of the impact of monetary policy on
financial development, allowing for nuanced hypothesis testing and detailed insight into both

immediate and long-term effects.
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Chapter Four
Results and Discussion of Findings
This chapter presents the results and discussion of findings based on the analysis of secondary data.
Aligned with the study's objectives, the findings are structured to address the research questions

D

4.1.1 Demographic Presentation of Data (Trend Analysis (2013-2023)) O

and test the hypotheses formulated for this research.

Financial Development Metrics: 2013-2023 Q/
A
. Financial Development Indicators
14
12
10

Standadized Value
(o)}

\

2012 N 2014 - ' YT o 2020 2022 2024

Years
—@— Financial Depth (FD):
—®— Financial Access (FA):
@®— Financial Efficiency (FE):
Financial Stability (FS)
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Financial Depth (FD): Bank lending-deposit spread

The bank lending deposit spread reflects the cost of financial intermediation, with higher spreads
indicating higher borrowing costs relative to savings returns. The sharp increase in 2015 suggests a
period of tight credit conditions, possibly due to economic uncertainty or restrictive monetary
policy. The decline to 2019 (6.48) indicates improved efficiency in the banking %)r, likely
driven by competitive pressures or policy measures to lower borrowing costs@;tabilization
around 8.0 in 2020-2023 suggests a balanced but still elevated interms%&ﬂcost, potentially
reflecting persistent economic challenges or cautious lending pra post—2020. This trend

ﬁe, borrowing costs remain

implies that while the banking sector has become more efﬁcien

a constraint for economic growth, particularly during perlod@igh spreads.

Financial Access (FA) b’b

Strong upward trend, nearly doubling from }\\(9(2013) to 1289.81 (2023). Consistent growth in
banking access, a slight dip in 2023. T@_?}%oubhng of bank accounts per 1,000 adults indicates
significant progress in financial m%lon likely driven by policies promoting access to banking
services, digital bankmg@% or economic development. This trend suggests that more
individuals are integ into the formal financial system, enabling savings, credit access, and
economic parti%l toh. The rapid growth from 2013 to 2020 reflects successful financial inclusion
initiatives,@rébly supported by mobile banking or government programs. The slight dip in 2023
could imte market saturation, data reporting issues, or economic factors limiting new account

openings. Overall, this trend is positive, enhancing economic resilience and supporting broader

financial development.
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Financial Efficiency (FE)

There is stability at 16-18% in 2013-2019, surged post-2020. The increase in financial system
deposits relative to GDP reflects growing financial depth and public confidence in the banking
system. The sharp rise from 2010 to 2012 suggests rapid deposit mobilization, possibly due to
economic growth or policy incentives encouraging savings. The stability at 16—18% wg 2013
2019 indicates a period of consolidation, where the financial system maintai@ role in the
economy. The surge post-2020 to 22.41% likely reflects increased s gmring economic
uncertainty (e.g., post-COVID recovery) or policies promoting deposi th This trend suggests
a strengthening financial system capable of supporting investm conomic activity, though it

may also indicate precautionary savings amid economic Vol@
Financial Stability (FS) Trend: gb

There is a volatile low at 2.96% (2014), sta >\&around 6—7% recently. The sharp decline from
2013 to 2014, peak in 2017 (14.81%) @%d%derate levels in 2020-2023. Non-performing loans
(NPLs) indicate banking sector.h%@wnh higher ratios signalling credit risk. The high NPL ratio
in 2011 (22.6%) suggests\@%ant financial stress, possibly due to economic downturn or poor
lending practices. Th@ne to 2.96% by 2014 reflects improved loan quality, likely from better
risk managem% conomic recovery. The spike to 14.81% in 2017 indicates renewed stress,
possibly ti %conomic shocks or currency depreciation (noted in EXR trends). The stabilization
at 6-7% in 2020-2023 suggests a moderately healthy banking sector, though still vulnerable to
economic fluctuations. This trend implies ongoing challenges in maintaining loan quality,

requiring robust regulatory oversight to ensure financial stability.
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Monetary Policy Variables

MONETARY POLICY INDICATORS

60
50

40

RATE

30

2 -

»

10

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

—&é— MPR 10.75 243 0.77 10.39 9.49 22.68 13.5 11.5 12.5 16.5 18.75
== M2 8 8 9.55 1855 1537 | 11.44 1198 1575 4449 @ 5176 @ 28.92
= INF 8 8 9.55 1855 1537 | 11.44 1198 1575 1563 | 2134  28.92

.\%‘
A\
Q;\")

There is Highly volatile, with .aiéat 24.3% (2014) and 22.68% (2018), rising to 18.75% (2023).

Monetary Policy Rate (MPR)

Sharp drop to 0.77% in Z&Qhe recent upward trend from 2021. 2014 peak, 2015 trough, 2021
2023 tightening. '(./&ﬂ’ reflects the central bank’s efforts to manage inflation and economic
growth. High l%s in 2014 and 2018 indicate tight monetary policy to curb inflation or stabilize
the cuﬂ%@ (aligned with EXR increases). The sharp drop to 0.77% in 2015 suggests an
aggressive easing to stimulate growth, possibly in response to the economic slowdown. The recent
rise to 18.75% by 2023 reflects renewed tightening, likely to combat rising inflation (28.92% in

2023). This volatility suggests a reactive monetary policy environment, balancing growth and
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inflation control. High MPRs increase borrowing costs, potentially slowing investment but

necessary to address inflationary pressures.
Money Supply (M2)

Consistent exponential growth, from 11.53M (2013) to 78.83M (2023). Nearly quadrupled since
2016, with ~15.9% annual growth. 2016-2023 accelerated growth. The exponentia@th in M2
reflects significant monetary expansion, likely driven by central bank policies Qort economic
growth or finance deficits. The accelerated growth post-2016 aligns ﬂnsmg inflation and
currency depreciation, suggesting that increased liquidity may beq@ price pressures. While
this expansion supports economic activity and credit availabili isks overheating the economy
and exacerbating inflation, as seen in 2023 (28.92%)). Tl@e d indicates a policy preference for

growth stimulation but highlights the need for careﬁ&agement to avoid inflationary spirals or

asset bubbles. ®
Inflation Rate (INF) @

2

Volatile, peaking at 18.55% (20 nd 28.92% (2023). Stable at 8-12% in 2010-2015, sharp rises
in 2016 and 2022—2023.\@ and 2023 inflation spikes. High and volatile inflation reflects
significant price ;Q.i\&% reducing purchasing power and increasing economic uncertainty. The
stability at 8—1%in 2010-2015 suggests controlled inflation during a period of relative economic
stabilit@%l6 spike (18.55%) aligns with currency depreciation (EXR to 455.26), indicating
imported inflation or supply shocks. The sharp rise to 28.92% in 2023, coupled with EXR reaching
952.14, points to a severe inflationary environment, likely driven by currency weakness, supply
chain issues, or demand pressures from M2 growth. This trend challenges policymakers to balance

growth and price stability, impacting living standards and investment.
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Exchange Rate Trends

Exchange Rate
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Exchange Rate (EXR) @
Strong upward trend (depreciation), from\ 87 (213) to 952.14 (2023). Sharp rises in 2015-2016
and 2020-2023, stable at ~360 in 2@ 019. 2016 and 2023 depreciation spikes. The consistent

rise in EXR indicates s%‘@& currency depreciation, making imports more expensive and
it

increasing export com ness. The sharp spikes in 2016 (to 455.26) and 2023 (to 952.14)

suggest external ptessures, such as global economic shifts, commodity price fluctuations, or capital
outflows. T le period (2017-2019) around 360 indicates temporary currency management
succesw 1bly via central bank interventions. The severe depreciation in 2020-2023, alongside
high inflation (INF), suggests a macroeconomic crisis, increasing costs of living and imported

goods. This trend poses challenges for economic stability, requiring coordinated fiscal and

monetary policies to mitigate impacts.
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Corruption Trends

Corruption
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Corruption Level ®
Q)

There is a Stable, a slight decline fro&cﬂ\(%m) to 24-25 (2020-2023. In 2016 it reaches peak,
2020-2023 slight improvem@e stable corruption level, with a slight decline post-2020,
suggests modest improve@ in governance or public perception of corruption. The peak at 28 in
2016 indicates a [(;/@ heightened corruption concerns, possibly tied to economic stress (e.g.,
high EXR ané[NF). The decline to 24-25 suggests anti-corruption efforts or improved
institut%&ansparency, though levels remain relatively high. Lower corruption enhances
economic efficiency and investor confidence, but persistently high levels may deter foreign

investment and hinder financial development.

The trends collectively depict an economy navigating significant challenges:
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Financial Sector: Improved access (FA) and efficiency (FE) indicate a maturing financial system,

but volatile stability (FS) and intermediation costs (FD) suggest ongoing risks.

Monetary Policy: Volatile MPR and exponential M2 growth reflect aggressive policy responses to

economic conditions, but they contribute to currency depreciation (EXR) and inflation (INF).

Economic Environment: The sharp rise in EXR (471.62 to 952.14) and INF (15.6&&28.92%)
from 2020-2023, as noted in the interesting fact, highlights a critical macro @uc challenge.
This correlation likely stems from currency depreciation driving up impot&Qsts, fueling inflation,

and necessitating tighter MPR, which further pressures borrowing a% th.
Governance: Slight improvements in corruption levels supp@cial development but remain a

Q
Q
fbb

constraint.

4.1.2 Presentation of Diagnostic Tests \

N

Table 4.1 Unit Root Test

Variable Name Q’;\') T-Statistic  P-Value Level of Stationarity
Financial Development (Accei§' -4.968997  0.0032 (1)
Financial Development (Dept -3.811953 0.0183 1(0)
Financial Developm@ﬁciency) -3.915653 0.0128 1(0)
Financial Develop (Stability) -4.725604 0.0045 1(0)
Monetary Poli ate -4.022066 0.0106 1(0)
Money‘&ig& -6.098532 0.0007 I(1)
Inflation -3.806947 0.0232 I(1)
Exchange Rate -3.637716 0.0241 I(1)
Corruption -16.70418 0.0000 I(1)

Source: Field Result, 2024
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The table 4.1 above shows the results of the unit root test show that several variables exhibit
stationarity at different levels of differencing. Financial Development (Access) is stationary at the
first difference, denoted as I(1), with a t-statistic of -4.969 and a P-value of 0.0032. This suggests
that the variable requires differencing once to achieve stationarity. Financial Development (Depth),
Financial Development (Efficiency), Financial Development (Stability), and Monetary Policy Rate
are stationary at their levels, denoted as 1(0). Specifically, Financial Developmen ﬁ) has a t-
statistic of -3.812 (P = 0.0183), Financial Development (Efficiency) has a t-statistic’of -3.916 (P =
0.0128), Financial Development (Stability) has a t-statistic of -4.726 (6%9045), and Monetary
Policy Rate shows a t-statistic of -4.022 (P = 0.0106). These res@ icate that these variables are

already stationary at their levels and do not require differen

On the other hand, Money Supply, Inflation, Excha@?e, and Corruption are stationary at the
first difference (I(1)). Money Supply shows A\t@%ic of -6.099 (P = 0.0007), Inflation has a t-
statistic of -3.807 (P = 0.0232), and Ex,pl\)&Rate shows a t-statistic of -3.638 (P = 0.0241), all
indicating that these variables need %Qca}cing to become stationary. Corruption has a very strong
result with a t-statistic of —16.6$ = 0.0000), which also indicates that it is stationary at the first
difference. These ﬁndir&\bal the different levels of stationarity across the variables, with some

requiring differen(ng\(&d thers being stationary at their levels.

Variance %@1 Factor (VIF)

The Veh{ce Inflation Factor (VIF) analysis for the included variables are presented. The VIF
values are calculated to assess the degree of multicollinearity among the variables, where a value

greater than 1 indicates that there is a potential problem with multicollinearity.
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Table 4.2 Variance Inflation Factors

Coefficient Uncentered Centered

Variable Variance VIF VIF
C 10.5220 429.3302 NA
Financial Development (Access) 0.17950 17.14591 1.114842
Financial Development (Depth) 0.41248 41.46309 1.
Financial Development (Efficiency) 0.16427 3.211395 (/@756 1
Financial Development (Stability) 0.24970 9.07036 2.672992
Monetary Policy Rate 0.37919 3.@ 1.989234
Money Supply 0.16427 ®l395 1.267561
Inflation 0.19900 29.2308 2.269927
Exchange Rate O@ 6.67024 1.989234
AVa\
Source: Field Result, 2024 \\J

Table 4.2 presents the Variance Inﬂaticéxé&&@t s (VIF) for the regression model's variables, which
measure multicollinearity. The @pmered VIF values are notably high, with financial
development (depth) at 4@1 inflation at 29.23, indicating potential multicollinearity. The
constant (C) shows,a&\%wcially high uncentered VIF of 429.33, though this is less relevant for
assessing indi i&y predictors. Centered VIF values, which more accurately assess
multicollin@% in individual predictors, are generally below the critical threshold of 10. Financial
development (stability) has the highest centered VIF at 2.67, followed by inflation at 2.27, both
well within acceptable limits. Other variables, such as financial development (access) and
monetary policy rate, have centered VIFs of 1.11 and 1.99, respectively, indicating low
multicollinearity risks. Overall, the centered VIFs suggest that multicollinearity is not a significant
concern, supporting the reliability of the model's estimates.
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Heteroskedasticity Test of Breusch-Pagan test

The Breusch-Pagan-Godfrey test for heteroskedasticity. The null hypothesis of the test is
homoskedasticity, which means that the variance of the errors is constant across observations. The
alternative hypothesis is heteroskedasticity, which means that the variance of the errors is not

constant across observations.

4.3 Heteroskedasticity Test: Breusch-Pagan-Godfrey Q\
Q
F-statistic 4.567710 Prob. F 169

Obs*R-squared 3.22100 Prob. Chi—Square(%O 0.185
(6

Scaled explained SS 16.3311 Prob. Chi-S 0.034
A4
Source: Field Result, 2024 Q

Table 4.3 displays the results of the Breusch—Pagau’@ﬁey heteroskedasticity test. The F-statistic
of 4.5677, with a probability (Prob. F) of 0.16 Q the Obs*R-squared value of 3.221 with a Chi-
Square probability of 0.185, both ind'. ’\&%t heteroskedasticity is not present at conventional
significance levels, as these p- i% are above 0.05. However, the scaled explained sum of
squares (SS) statistic is @, with a Prob. Chi-Square of 0.034, slightly below the 0.05
threshold. This suggfs&)me evidence of heteroskedasticity, though it may be minimal, as the
other indicators_d \t support strong heteroskedasticity. Overall, the model is likely robust to

heterosked@f'@ty but may require further testing or adjustments if precision is critical.

Y
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4.2 Presentation of Descriptive Analysis

Table 4.4 Descriptive Statistics Result

Statistics Financial Financial Financia Financial Monetar Money Inflatio Corrup Exchange
Developm Developm 1 Developm y Policy Supply n tion Rate
ent ent Develop ent Rate
(Access) (Depth) ment (Stability)
(Efficien
cy)
A{‘
Mean 1.914768  2.064279  2.827076 1.902792  2.432867 17 044 2. 58 22.214 5.719109
o
Median 1911700  2.085495  2.882063 1.832999  2.458602 16 987 & 25.500  5.890366
00
Maximu 1.971032 2.260025 3.109707 3.117950  3.190476 18 3 3645 28.000 6.858711
m 33 00
Minimu 1.866927 1.707774  2.039273 1.085033  0.2613 16.260 2.0794 0.0000 5.040647
m Q 08 42 00
Std. Dev. 0.043508  0.148133  0.294392 0.614744 &960 0.5513 03683 9.4882  0.542697
’b 30 13 81
Skewness 0.143722  -0.925985 - 0. 4 0.5168 0.4939 - 0.295036
1. 653232 2.132475 84 32 1.9725
29
Kurtosis 1.317530 3.543245 4 9&%@1 2236113 7.723415 2.4557 2.6158 5.0171 2.371058
Q 70 20 03
Jarque-  1.699441  2.17286 Q678173 0.817033  23.62526 0.7961 0.6553 11.452 0.433857
Bera . \ 70 57 11
Probabili 0.427534 O.{L7>9 0.013048 0.664636  0.000007 0.6716 0.7205 0.0032  0.804988
ty 05 95 60
Sum 26.806@28.89991 39.57907 26.63908  34.06013 238.62 36.204 311.00 80.06753
\/ 38 97 00
Sum Sq. 0.024608  0.285265  1.126667 4.912830  6.442270 3.9515 1.7635 11703  3.828759
Dev. 46 05 57
Observat 11 11 11 11 11 11 11 11 11

ions

Source: Field Result, 2024
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Table 4.4 provides descriptive statistics for various variables, including Financial Development
(Access), Financial Development (Depth), Financial Development (Efficiency), Financial
Development (Stability), Monetary Policy Rate, Money Supply, Inflation, Corruption, and
Exchange Rate. For Financial Development (Access), the mean value is 1.915, with a median close
to it at 1.912, indicating a fairly symmetric distribution. The maximum observed valye is 1.971,
and the minimum is 1.867. The standard deviation (0.044) is quite low, showin Qe ariation
in this variable. The positive skewness (0.144) suggests a slight rightward 's@ion, meaning

that most values are concentrated on the lower end, with a few highe@XS stretching the tail.

The kurtosis of 1.318 is below 3, indicating a relatively flat di truﬁm compared to a normal

distribution. The Jarque-Bera test, with a probability of uggests that the data does not
significantly deviate from normality. (bQ
Financial Development (Depth) has a higher st deviation (0.148) and a more negative

N

skewness (-0.926), indicating a distributio % is skewed to the left, where most values are
concentrated on the higher end. The k@s%ue of 3.543 is higher than 3, suggesting a relatively
peaked distribution. The Jarque&%est yields a probability of 0.337, indicating no significant
departure from normality. Q

Financial Develop %}éﬁﬁciency) shows a much wider variation, with a high standard deviation
of 0.294. The @a ve skewness (-1.653) suggests a distribution with a long left tail, meaning
there a@alues below the mean than above it. The kurtosis value of 4.986, much higher than
3, implies a very peaked distribution with heavy tails. The Jarque-Bera test has a significant
probability of 0.013, indicating a departure from normality.

For Financial Development (Stability), the standard deviation (0.615) is the highest among the

financial development variables, indicating more variation. The positive skewness (0.452) and
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kurtosis of 2.236 reflect a distribution that is moderately right-skewed with a somewhat flat shape.
The Jarque-Bera test's probability of 0.665 shows no significant deviation from normality.

The Monetary Policy Rate has a mean of 2.433, with a maximum value of 3.190 and a minimum of
0.261, indicating variability in the rate across observations. The high standard deviation (0.704)
reflects a wide spread in the data. The negative skewness (-2.132) shows a leftward tail, with more
values concentrated on the right. The high kurtosis value of 7.723 suggests @y peaked
distribution with heavy tails. The Jarque-Bera test's probability of 0.000007 strotigly rejects the
normality assumption. 0

Money Supply shows a mean of 17.045, with a standard deviati @.551, reflecting moderate
variability. The positive skewness (0.517) indicates that Qis slightly right-skewed. The
kurtosis (2.456) suggests a relatively normal distri u@rith mild tails. The Jarque-Bera test
probability of 0.672 indicates no significant deyiati om normality.

Inflation has a mean of 2.586, with a standﬁ%eviation of 0.368. The positive skewness (0.494)
suggests a slight rightward skew. Th{@tosm (2.616) indicates a near-normal distribution. The
probability of 0.721 from the‘@%era test shows that the data is not significantly different
from a normal distributio Q

Corruption has a y& mean of 22.214, with a large standard deviation (9.488), reflecting
significant var gy/in the corruption variable. The negative skewness (-1.973) and the high
kurtosi V@f 5.017 suggest a distribution with a long-left tail and heavy peaks. The Jarque-
Bera test with a probability of 0.00326 indicates that the data significantly deviates from normality.

Lastly, the Exchange Rate shows a mean of 5.719 with a standard deviation of 0.543. The positive

skewness (0.295) suggests a mild rightward skew, and the kurtosis of 2.371 reflects a moderately
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normal distribution. The Jarque-Bera test probability of 0.805 suggests no significant departure

from normality.

4.3 Correlation Matrix

The strength and direction of a relationship between two variables can be assessed using statistical

correlation. A correlation matrix is a table that displays the correlation coefficients

of variables, allowing for the identification of patterns or associations within
.Ac

is valuable for understanding the relationships between different varia orrelation value

et. This tool

close to +1 indicates a strong positive relationship, while a value n ects a strong negative
relationship. A value of 0 suggests no linear relationship bet e variables. Table 4.5 presents
a§

the correlations between Monetary policy, corruption and Fi ial development in Nigeria.
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Table 4.5 Correlations Between Monetary Policy, Corruption and Financial Development

Correlation L_AC LDT LEFF LST LMP LM2 LIN CORRUPTI L _EXR
R F ON
L_AC 1.000000
Probability -
L DT 0.013470  1.00000
0
Probability 0.9635 -
L_EFF 0.507980  0.45249  1.00000 \
o X
Probability 0.0637  0.1043 -
L ST 0244530  0.44926 - 1.00000 '\
0 0.10813 0 Q
7 %
Probability 0.3995 0.1071  0.7129 - 0
L_MPR 0313714 0.05320 0.12248  0.16306  1.00000 Q
3 9 0 0 Q
Probability 02747 08567 0.6766  0.5775  -- ’b
L_M2 0.900616  0.15807 0.71911  0.15219 66 1.00000
9 0 2 \ 0
Probability 0.0000  0.5894  0.0037 05% 03757 -
[ ]
L_INF 0.751080  0.18795 0.37285 %Xz 0 021043 0.79685 1.000
6 1 \ 0 6 000
Probability 0.0020  0.5199 °*Q¢ g’ 02311 04702  0.0006 -
CORRUPTION 0314376  0.223 %6326 ; 0.01147 0.47850 0.176  1.000000
9 2 0.15900 2 1 308

¢ |
Probability 0.2737 \O 433 0.0001 0.5872 0.9690  0.0835 0.546 ---—--

L_EXR . 4 0.17958 0.60022 0.32956 0.16942 0.92822 0.845 0.470894 1.000000

\9 8 7 2 3 8 982

0.0001 0.5390  0.0232 0.2499 0.5626 ~ 0.0000  0.000 0.0892 -
1

Probability

Key: L AC: Financial Development Access, L_DT: Financial Development Depth, L _EFF':
Financial Development Efficiency, L _ST: Financial Development Stability, L _MPR: Monetary
Policy Rate, L_M2: Money Supply, L_INF: Inflation, L CORRUPTION: Corruption, L EXR:
Exchange Rate

Source: Field Result, 2024
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The table 4.5 above correlation analysis reveals several key relationships between the variables
under consideration. Financial Development (Access) shows a very strong positive correlation
with Money Supply (r = 0.901, p = 0.0000), indicating that greater financial access is closely
associated with increased money supply. It also exhibits a moderate positive relationship with
Financial Development (Efficiency) (r = 0.508, p = 0.0637), though the statistical significance is
borderline. Financial access is also positively correlated with Inflation (r = 0.751 %020) and
Exchange Rate (r = 0.860, p = 0.0001), suggesting that improvements in financidtaccess tend to
coincide with higher inflation and exchange rates. On the other ha Xancial Development
(Access) has weak or no significant correlations with Financieﬁ% opment (Depth), Financial

Development (Stability), and Corruption. Q

Financial Development (Depth) shows a very weak %b?istically insignificant relationship with
most variables, including Financial Develop ?@Hciency), Financial Development (Stability),
Money Supply, and Inflation. A qug& positive correlation is observed with Financial
Development (Efficiency) (r = 0.4%\ = 0.1043), but this is not statistically significant. The
correlation with Corruption is ; %and insignificant, with a correlation coefficient of 0.223 (p =

0.4433). Financial Dev lgnt (Depth) also exhibits weak or insignificant correlations with

Exchange Rate. (:\\'

The most no@hy correlation in the matrix is between Financial Development (Efficiency) and
CorrupWr =0.863, p = 0.0001), suggesting a very strong positive association, meaning that as
financial efficiency improves, corruption tends to increase. Financial Development (Efficiency) is
also positively correlated with Exchange Rate (r = 0.600, p = 0.0232) and Money Supply (r =
0.719, p = 0.0037), indicating that more efficient financial systems are related to higher exchange

rates and money supply.
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Among other variables, Money Supply shows strong positive correlations with both Inflation (r =
0.797, p = 0.0006) and Exchange Rate (r = 0.928, p = 0.0000), pointing to a strong association
between the availability of money in the economy and both inflationary pressures and exchange
rate fluctuations. Inflation is strongly correlated with Exchange Rate (r = 0.846, p = 0.0001),

further underlining the interconnectedness between inflation and exchange rates in thixltext.

Thus, reveals that Financial Development (Access) and Financial Developme@ciency) are

strongly related to Money Supply, Inflation, and Exchange Rates, )Q(paﬁicularly strong

relationships observed between Financial Development (Access) and ‘A% Supply, and Financial

Development (Efficiency) and Corruption. Conversely, Fi ial *Development (Depth) and
Financial Development (Stability) exhibit weak or insignif@ correlations across the variables,

suggesting that other factors may influence these asp%@%nancial development more strongly.
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4.4 Testing of Hypotheses
Hypothesis One:

Hol: There is no significant relationship between monetary policy and financial development in

Nigeria.
Table 4.6 The Relationship between Monetary Policy and Financial Development in Nigeria.
Variable Financial Financial Financial Financial
Development Development Development { Development
(Access) (Depth) (Efficiency tability)
Coefficient Coefficient Coefficiént ~ Coefficient
(Prob.) (Prob.) (Plgbs\ (Prob.)
Monetary Policy Rate 0.006978 -0.106928 01029679 0.131798
(0.1706) (0.0837) &g) (0.5743)
Monetary Policy Rate (-1) -0.133724
(0.0610
Money Supply -0.103726 0.747138 0.729021 -2.418061
(0.0349) Q. (0.1418) (0.0242)
Money Supply (-1) 0.076719 - 679 -0.566936
(0.0922) \Q .1232) (0.2645)
Inflation 0.009039 0.074440 0.240627 1.305780
(0.58 (0.6709) (0.3051) (0.1956)
Inflation (-1) -0 6 0.270747 0.792304
@Q 1) (0.1175) (0.3699)
Exchange Rate ¢ \ 044787 -0.314435 -0.364444 0.590921
Q (0.0282) (0.1003) (0.1074) (0.5451)
Constant (C) Q 0.224202 2.632566 -0.074893 28.48619
. s& (0.2625) (0.2222) (0.9773) (0.0247)
R-squared Q 0.984073 0.847011 0.829314 0.738356
Adjusted R-sqhare 0.961776 0.541032 0.658628 0.372055
S.E. of regr 0.008615 0.075337 0.114181 0.480728
Sum squa esid 0.000371 0.022703 0.078224 1.155497
Log lil?&&ﬁod 49.57058 22.83029 14.78912 -2.713481
F-statistic 44.13374 2.768199 4.858704 2.015708
Prob(F-statistic) 0.000338 0.170323 0.037865 0.228833
Durbin-Watson stat 2.003104 2.002882 1.868934 1.764240

Source: Field Result, 2024
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The results presented in Table 4.6 provide an in-depth analysis of the relationship between key
monetary policy variables namely, the Monetary Policy Rate, Money Supply, Inflation, and
Exchange Rate and four dimensions of financial development in Nigeria: Access, Depth,
Efficiency, and Stability. Below is a detailed interpretation of these findings.

The Monetary Policy Rate shows a positive coefficient (0.006978); however, its p-value (0.1706)
indicates that this effect is statistically insignificant. This suggests that changes iQ&nonetary
policy rate do not have a meaningful impact on financial access in Nigeria.\ConVersely, Money
Supply has a significant negative impact (coefficient = -0.103726, p @&9), implying that an

increase in the money supply reduces access to financial servic inding could indicate that
0:

expanding the money supply may trigger inflationary pres lead to resource misallocation,
thereby hindering efficient access. Additionally, the )%%e Rate has a positive and significant
effect (coefficient = 0.044787, p = 0.0282), {%@§that a depreciation of the local currency
improves financial access, possibly due to in&émd foreign investment and better competitiveness
in the financial markets. Inflation, h{&?er, does not show a significant impact (p = 0.5836),
suggesting that inflationary cha@% not influence this dimension of financial development. The

model's fit is strong (R-s@@ = 0.984), explaining 98.4% of the variance in financial access,

although the Adjut@uared (0.9618) indicates a slight reduction in explanatory power due to

model comple)@

The an. ly@eals a significant negative effect of the Monetary Policy Rate in its lagged form
(coefficient = -0.133724, p = 0.0610), suggesting that past restrictive monetary policies tend to
reduce financial depth, likely by limiting credit availability and constraining investments.
Although Money Supply exhibits a positive coefficient (0.747138), it is not statistically significant

(p = 0.1122), indicating only a potential, but unconfirmed, positive relationship where increased
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liquidity might enhance market depth. The Exchange Rate's negative coefficient (coefficient = -
0.314435, p = 0.1003) suggests that an appreciating local currency could reduce financial depth,
possibly due to decreased foreign investment and lower export competitiveness. Both current and
lagged Inflation show insignificant effects, implying that inflation does not play a significant role
in determining financial depth. The model fit (R-squared = 0.847) is good, but the Adjusted R-
squared (0.541) reflects the inclusion of some irrelevant variables, reduc'@he model’s
explanatory power. (/

For financial efficiency, the Monetary Policy Rate has an 1ns1gn1ﬁcante effect (coefficient
= -0.029679, p = 0.5799), indicating no strong direct influence of\interest rate adjustments on
efficiency. Money Supply has a positive coefficient (0.729 ngh not statistically significant
(p = 0.1418), suggesting a potential positive relatio h%%re increased liquidity might enhance
financial efficiency. The Exchange Rate nega ive acts efficiency (coefficient = -0.364444),
with a marginally significant p-value (0. suggesting that an appreciating currency might
reduce efficiency, potentially due to \s%export revenue and limited capital flows. Inflation,
in both its current and lagged f&ﬁoes not show significant effects, indicating that it is not a
major determinant of ﬁna@%ﬁciency The model shows a strong fit (R-squared = 0.829), but
the Adjusted R-s &0.659) indicates a moderate decline in explanatory power when
accounting for 6number of predictors.

The on@l’olicy Rate has an insignificant positive coefficient (0.131798, p = 0.5743),
indicating that changes in the policy rate do not significantly affect financial stability. However,
Money Supply exerts a significant negative impact (coefficient = -2.418061, p = 0.0242),
suggesting that an increase in money supply reduces stability, likely due to its inflationary effects,

which can heighten financial system volatility. The Exchange Rate shows a positive but
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insignificant effect (coefficient = 0.590921, p = 0.5451), implying that currency fluctuations do not
have a meaningful direct impact on financial stability. Inflation, both in current and lagged terms,
does not significantly influence financial stability, indicating that inflationary pressures may not be
destabilizing the financial system directly. The model’s explanatory power is lower (R-squared =
0.738), with the Adjusted R-squared dropping significantly (0.372), highlighting the possibility of
non-contributing predictors within the model. Q&
The F-statistics reveal that only the models for Financial Development (A@and Financial
Development (Efficiency) are statistically significant (p < 0.05), su strong explanatory
power. In contrast, the models for Financial Development (Dep‘@n ability are not statistically
significant, indicating weaker specifications for these dimen.
The analysis highlights the complex role of Money Lw&ﬁsigniﬁcantly affecting both Financial
Access and Stability. The Monetary Policy Rate a% s influential mainly in its lagged form for
Financial Depth but shows limited direct e bs otherwise. The Exchange Rate presents mixed
outcomes, positively affecting Acces&ﬁ%"\e’ negatively impacting Efficiency and Depth. Lastly,
Inflation seems to have a negligi g’ect impact across all dimensions of financial development.
N
)
C

x@?’b
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Table 4.7 Error Correction Model (ECM) Diagnostic Tests of Short and Long Run Effect of
Monetary Policy on Financial Development

Variable Financial Financial Financial Financial
Development Development Development Development
(Access) (Depth) (Efficiency) (Stability)
Coefficient Coefficient Coefficient Coefficient
(Prob.) (Prob.) (Prob.) (Prob.)
C 0.224 2.633 4.569 -
(0.0041) (0.0002) (0.0026) \
Money Supply -0.104 0.747 0.352
(0.0065) (0.0129) (0.2738 O
Monetary Policy Rate - -0.107 0.021 g./ -
(0.0031) (0/({
Inflation 0.009 0.074 Q 1.306
(0.3228) (0.2987) (0.0486)
CointEq(-1) 0.012 -1.215 ~0.324 -1.445
(0.0051) (0.000Q (0.0027) (0.0006)
R-squared 0.792 0.9 0.738 0.865
Adjusted R-squared 0.723 0,94 0.651 0.838
F-statistic (Prob.) 11.443 ,@24 8.453 ;
(0.0020) b 0000) (0.0055)
Durbin-Watson Stat 3.143 fb 2.223 1.763 1.764
F-Bounds Test 2.506\ 17.966 4.005 4.925
t-Bounds Test 4.749 -13.404 -4.902 -7.687

Source: Field Result, 2024 . 5\“

The table 4.7 further assesses.&%rror Correction Model (ECM) Diagnostic Tests of Short and

Long Run Effect of M@ Policy on different aspects of financial development in Nigeria,

covering Financ@e

Development ( iency), and Financial Development (Stability). The results provide insight into

lopment (Access), Financial Development (Depth), Financial

the relaﬁ%&ps between monetary policy variables and these financial development indicators.

For Financial Development (Access), the constant term (C) is significant (coefficient = 0.224, p =
0.0041), suggesting a positive baseline level of financial access. Money Supply has a significant
negative effect (coefficient = -0.104, p = 0.0065), indicating that increases in Money Supply are

associated with decreases in Financial Development (Access). This aligns with the previous
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findings, further underscoring the negative impact of expansive monetary conditions on financial
access.

In the case of Financial Development (Depth), both the constant term (C) and Money Supply are
statistically significant, with coefficients of 2.633 (p = 0.0002) and 0.747 (p = 0.0129),
respectively. This positive relationship suggests that Money Supply expansion enhances the depth
of financial services. However, the Monetary Policy Rate (D(L_MPR)) sho &sgniﬁcan‘[
negative effect (coefficient = -0.107, p = 0.0031), indicating that tighter TIQIB policy may
reduce financial depth. 0

For Financial Development (Efficiency), the constant term (C)@n% significant (coefficient =

4.569, p = 0.0026), indicating an overall high level of efficiency. However, Money

Supply and Monetary Policy Rate do not show signiﬁic;@fects, suggesting weaker relationships

with financial efficiency in this context. ’b

N\

Regarding Financial Development (Stabilit% e Inflation variable demonstrates a significant
0

N

positive impact (coefficient = 1.306@0.

86), suggesting that rising inflation may enhance
perceived stability in the ﬁnan@%tor, possibly due to adjustments in financial policies and
interest rates. QQ

The Cointegrating (%\E@' (CointEq(-1)) is significant across all financial development indicators,
indicating a str@ or correction mechanism. This suggests that deviations from the long-term
equilib%x@adjusted over time, with coefficients indicating the speed of adjustment.

The model diagnostics reveal high R-squared values for Financial Development (Depth) (R-
squared = 0.960) and Financial Development (Stability) (R-squared = 0.865), indicating strong
explanatory power. The adjusted R-squared values are also high, demonstrating robust model fit.

The F-statistics for these models are significant (e.g., F = 47.624, p = 0.0000 for Depth),
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confirming the overall significance of the models. The Durbin-Watson statistics indicate the
absence of strong autocorrelation, and the F-Bounds and t-Bounds tests confirm cointegration
among the variables, suggesting a stable long-term relationship.

Monetary policy variables exert varied impacts on financial development in Nigeria. While
increases in Money Supply are linked to reduced financial access, they enhance financial depth,
indicating a trade-off between access and service expansion. Tighter Monetary Po 'Q&s appear
to limit financial depth but do not significantly affect efficiency, suggesting a mor¢fiuanced role in
shaping financial structures. Inflation contributes positively to ﬁnancial@&ly, potentially due to
adaptive financial policies. Overall, the significant error correcti I%hanism and robust model
diagnostics affirm the models' strong explanatory power Q

between monetary policy and financial development ;g@s

The null hypothesis HO1 that there is no sig{ifQ elationship between monetary policy and
financial development in Nigeria) is rejecte é*a | dimensions of financial development (Access,

Depth, Efficiency, and Stability). The @ Correction Model (ECM) results in Tables 4.6 and 4.7

ghlight the dynamic interplay

demonstrate significant short-ru@gﬁr long-run relationships between monetary policy variables

and financial developma@ high R-squared values (ranging from 0.738 to 0.984) and

significant F-statis@oth tables provide robust evidence supporting the rejection of the null

hypothesis. 6
&
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Hypothesis Two:

Ho2: Corruption level has no significant effect on financial development in Nigeria.

Table 4.8 The Influence of Corruption Level on Financial Development in Nigeria

Variable Financial Financial Financial Financial
Development Development Development Development
(Access) (Depth) (Efficiency) (Stability)
(Prob.) (Prob.) (Prob.) (Prob.)
Financial Development (DV) (-  0.988057 0.005949 0.860848 927
1) (0.0000) (0.9838) (0.0014) 0506)
Corruption 0.000769 -0.007057 0.009311 (/ .099974
(0.1346) (0.2683) (0 08 (0.0079)
Corruption (-1) 0.043408
(0.0451)
Constant (C) 0.011260 2.248268 732 2.273144
(0.9435) (0.0011) 0.1584) (0.0026)
R-squared 0.939389 0.20916 0.860263 0.575654
Adjusted R-squared 0.927267 0.050 0.813684 0.434205
S.E. of Regression 0.011883 0.084354 0.456319
AIC -5.828234 - 087 -1.859931 1.516409
Sum of Squared Residuals 0.001412 17355 0.064040 1.874041
Schwarz Criterion -5.697861 -1.277714 -1.686101 1.690240
Log Likelihood 40 88 12.15257 16.08955 -5.856660
Hannan-Quinn Criterion -1.434885 -1.895661 1.480679
F-statistic % 1.322392 18.46895 4.069699
Prob(F-statistic) 0001 0.309345 0.000347 0.044097
Mean Dependent Variable 917452 2.091703 2.887676 1.955024
Standard Deviation of 0.044062 0.111203 0.195425 0.606651
Dependent Variable
Durbin-Watson St 1.749574 2.073367 1.949454 1.974540

Source: Field %&th,‘zozi

The anaL(s/beplores the influence of corruption on different aspects of financial development in

Nigeria, specifically focusing on financial access, depth, efficiency, and stability. The results

provide insight into how corruption affects these financial dimensions, revealing both immediate

and lagged effects.
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For Financial Development (Access), the results show a highly significant and positive effect of
the lagged dependent variable (coefficient = 0.9881, p = 0.0000). This indicates a strong
persistence in financial access, suggesting that past levels of financial access significantly
influence current levels. However, the immediate impact of corruption on access is not statistically
significant (coefficient = 0.0008, p = 0.1346), indicating that current corruption leyels do not
directly influence financial access. The model displays strong explanatory po xwkh an R-
squared value of 0.9394, meaning that approximately 93.94% of the variation in fiffdncial access is
explained by the model. The overall model fit is confirmed by the igniﬁcant F-statistic

(77.4935, p = 0.000001), suggesting that the variables collectivzlf ptevide a robust explanation of

financial access trends. Q

In contrast, the model assessing Financial Dev@ent (Depth) does not exhibit strong
explanatory power. The lagged dependent \\’Q@ is statistically insignificant (coefficient =
0.0059, p = 0.9838), implying little per,siﬁe in financial depth over time. Similarly, the direct
effect of corruption on financial de%fa\lot significant (coefficient = -0.0071, p = 0.2683). With
an R-squared value of only &Q;z, the model explains a limited portion of the variation in
financial depth, and the, overall insignificance of the model is reflected by the F-statistic (F =

1.3224,p = 0.309€ :@ results suggest that neither current nor lagged corruption levels play a

strong role in c@mining financial depth in Nigeria.

When &smming Financial Development (Efficiency), the analysis reveals a significant positive
effect of the lagged dependent variable (coefficient = 0.8608, p = 0.0014), indicating strong
persistence in financial efficiency. Interestingly, while the immediate impact of corruption on
efficiency is marginally significant (coefficient = 0.0093, p = 0.0821), the lagged effect of

corruption is significantly negative (coefficient = -0.0168, p = 0.0098). This suggests that although
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current corruption may have a weak positive influence, past corruption levels tend to reduce
financial efficiency. The model demonstrates a high level of explanatory power, with an R-squared
of 0.8603, and the overall fit is confirmed by a significant F-statistic (F = 18.4690, p = 0.000347).

These findings highlight the complex relationship between corruption and financial efficiency,

Q

For Financial Development (Stability), the lagged dependent variable sh: moderately

where both immediate and lagged effects need to be considered.

significant effect (coefficient = 0.5889, p = 0.0506), indicating some Qgeﬁhce in financial
stability over time. The direct impact of corruption is significant gative (coefficient = -
0.1000, p = 0.0079), suggesting that higher levels of corrup %ssociated with decreased
financial stability. Interestingly, the lagged corruption VM@ has a significant positive effect
(coefficient = 0.0434, p = 0.0451), implying that pre&(%b%vels of corruption might contribute to
adjustments in perceived financial stability ov, ’bl"he model’s explanatory power is moderate,
with an R-squared value of 0.5757, and, statistic ( F = 4.0697, p = 0.0441) indicates overall
statistical significance. These resul&&g@}est that while current corruption undermines financial
stability, its lagged effects ma.&% a stabilizing influence, possibly due to delayed regulatory or

structural adjustments.

Therefore, HO i@d for Stability and partially for Efficiency due to significant effects of
corruption, s not rejected for Access and Depth, where no significant effects are observed.
This su?g'@ts that higher corruption levels significantly hinder financial stability and, to a lesser
extent, financial efficiency in Nigeria, potentially by undermining institutional trust and
operational effectiveness, while financial access and depth appear less sensitive to corruption

influences in this context.
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Hypothesis Three:
Ho3: There are no causal relationships among monetary policy, corruption level, and financial
development in Nigeria.

1. Financial Development (Access)

Development (Access)

Table 4.9 Causal Relationships Monetary Policy Rate (MPR), Corruption and Fi@ial

Null Hypothesis F-Statisti Prob.
Monetary Policy Rate (MPR) and Financial Development

(Access) (/

MPR does not Granger Cause Financial Development (Access) 1.5%8 0.2765
Financial Development (Access) does not Granger Cause MPR @ 0.4648
Money Supply (M2) and Financial Development (Access)

M2 does not Granger Cause Financial Development (Access) .35808 0.1649
Financial Development (Access) does not Granger Cause M2 0.40720 0.6803
Inflation (INF) and Financial Development (Access)

INF does not Granger Cause Financial Development (Access) 0.08380 0.9205
Financial Development (Access) does not Granger C uv@ 2.71383 0.1341
Corruption and Financial Development (Access)

Corruption does not Granger Cause Financial ent (Access) 0.88317 0.4550
Financial Development (Access) does not Gra ause Corruption 13.7770 0.0037
Money Supply (M2) and Monetary Policy Rate (MPR)

M2 does not Granger Cause MPR N § 1.78428 0.2365
MPR does not Granger Cause M2 \ 0.55416 0.5978
Inflation (INF) and Monetary Pol%&Rate (MPR)

INF does not Granger Cause MP. 8.27395 0.0143
MPR does not Granger Cause 1.18483 0.3604
Corruption and Monetaﬂ% cy Rate (MPR)

Corruption does not Graniger Cause MPR 0.08708 0.9176
MPR does not Grang se Corruption 2.14557 0.1876
Inflation (INF) and Money Supply (M2)

INF does not ger Cause M2 0.07775 0.9260
M2 does not er Cause INF 4.13272 0.0653
Corrupti d Money Supply (M2)

Corrupti oes not Granger Cause M2 1.73390 0.2445
M2 does not Granger Cause Corruption 7.82366 0.0164
Corruption and Inflation (INF)

Corruption does not Granger Cause INF 2.30931 0.1697
INF does not Granger Cause Corruption 0.96271 0.4272

Source: Field Result, 2024
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The results from Table 4.9 present the findings of the Granger causality tests examining the
relationships among monetary policy rate (MPR), corruption, and financial development (access)
in Nigeria. The null hypothesis that the monetary policy rate does not Granger cause financial
development is not rejected, with F = 1.55326 and P = 0.2765. Similarly, financial development
does not Granger cause the monetary policy rate, indicated by F = 0.85650 and P = 0.4648,
suggesting no significant predictive relationship between these variables. Q

In terms of money supply (M2) and financial development (access), the test@chat M2 does
not Granger cause financial development, with F = 2.35808 and P = O.@. onversely, financial
development does not Granger cause M2, as evidenced by F_= 040720 and P = 0.6803. The
analysis further indicates that inflation (INF) does not cause financial development
(access), with F =0.08380 and P = 0.9205; nor does ga@ development Granger cause inflation,
shown by F =2.71383 and P = 0.1341. ’b

Regarding corruption and financial develo }9 (access), there is no significant causality found,
corruption does not Granger cause % development (F = 0.88317, P = 0.4550), while
financial development does er@%use corruption, with significant results of F = 13.7770 and P
= 0.0037, indicating a stm@ dictive relationship where changes in financial development can
significantly inﬂu@ption levels.

When analyzin%e clationship between money supply (M2) and the monetary policy rate (MPR),
the results @ate no significant causality in either direction; M2 does not Granger cause MPR (F
=1.78428, P = 0.2365), nor does MPR Granger cause M2 (F = 0.55416, P = 0.5978). However, a
significant relationship is found between inflation and the monetary policy rate; inflation Granger
causes the monetary policy rate with F = 8.27395 and P = 0.0143, while the reverse causality is not

significant (F = 1.18483, P = 0.3604).
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The analysis also shows no significant causality between corruption and the monetary policy rate;
specifically, corruption does not Granger cause MPR (F = 0.08708, P = 0.9176), nor does MPR
Granger cause corruption (F = 2.14557, P = 0.1876). In examining inflation (INF) and money
supply (M2), it is found that inflation does not Granger cause M2 (F = 0.07775, P = 0.9260), while
there is marginal significance in the reverse direction where M2 Granger causes in&ion (F =
4.13272, P = 0.0653). Q

Finally, regarding corruption and money supply (M2), the results indicate tha@)tion does not
Granger cause M2 (F = 1.73390, P = 0.2445); however, there is signiﬁ@u idirectional causality
from money supply to corruption with F = 7.82366 and P = 0.0] 64y suggesting that increases in
money supply may lead to higher levels of corruption. L@ ere is no significant causality
between corruption and inflation in either directio ;p&%’ncally, corruption does not Granger
cause inflation (F = 2.30931, P = 0.1697), nor inflation Granger cause corruption (F =
0.96271, P = 0.4272). These findings sug hat while there are some significant relationships
particularly between financial deV610{@§t and corruption as well as between inflation and the
monetary policy rate most othﬁ&%{ionships among these variables do not exhibit significant

causality within this framéwonk®

x@%b
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2. Financial Development (Depth)
Table 4.10 Monetary Policy Rate, Corruption and Financial Development (Depth)

Null Hypothesis F- Prob.
Statistic

Monetary Policy Rate and Financial Development (Depth)

Monetary Policy Rate does not Granger Cause Financial Development 1.58750 0.2701

(Depth)

Financial Development (Depth) does not Granger Cause Monetary Policy  0.49273 0.6307
Rate \
Financial Depth (M2) and Financial Development (Depth)

Financial Depth (M2) does not Granger Cause Financial Development O@ 0.9532
(Depth)

Financial Development (Depth) does not Granger Cause Financial Dep 56433 0.2744
(M2)

Inflation (INF) and Financial Development (Depth) %

Inflation (INF) does not Granger Cause Financial Development th 2.27352 0.1735
Financial Development (Depth) does not Granger Cause In 2.05547 0.1985
Corruption and Financial Development (Depth)

Corruption does not Granger Cause Financial Devel epth) 1.19275 0.3583
Financial Development (Depth) does not Granger CZ@ orruption 0.08524 0.9192
Financial Depth (M2) and Monetary Policy

Financial Depth (M2) does not Granger Cause tary Policy Rate 1.78428 0.2365
Monetary Policy Rate does not Granger.%ﬂnancial Depth (M2) 0.55416 0.5978
Inflation (INF) and Monetary Policy

Inflation (INF) does not Granger Ca 9& netary Policy Rate 8.27395 0.0143**
Monetary Policy Rate does not.G@ Cause Inflation (INF) 1.18483 0.3604
Corruption and Monetary P N( ate

Corruption does not Gran@e Monetary Policy Rate 0.08708 0.9176
Monetary Policy Rate dogs Granger Cause Corruption 2.14557 0.1876
Inflation (INF) a cial Depth (M2)

Inflation (INF) dogs ngt Granger Cause Financial Depth (M2) 0.07775 0.9260
Financial Dept does not Granger Cause Inflation (INF) 4.13272 0.0653
Corruption inancial Depth (M2)

Corrup 'o@es not Granger Cause Financial Depth (M2) 1.73390 0.2445
Financial'Wepth (M2) does not Granger Cause Corruption 7.82366 0.0164**
Corruption and Inflation (INF)

Corruption does not Granger Cause Inflation (INF) 2.30931 0.1697
Inflation (INF) does not Granger Cause Corruption 0.96271 0.4272

Source: Field Result, 2024
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The results from the Granger causality tests examining the relationships among monetary policy
rate (MPR), corruption, and financial development (depth) in Nigeria reveal several key findings.
First, the null hypothesis that the monetary policy rate does not Granger cause financial
development is not rejected, as indicated by F = 1.58750, P = 0.2701. Similarly, financial
development does not Granger cause the monetary policy rate, with F = 0.49273, P = 0.6307,
suggesting no significant predictive relationship between these variables. Q\

In terms of financial depth (M2) and financial development (depth), the test@ that financial
depth does not Granger cause financial development, with F = 0.0482@ 0.9532. Conversely,
financial development does not Granger cause financial depth e@%denced by F =1.56433, P
=0.2744. Q

The analysis further indicates that inflation (INF) d. ev&%ranger cause financial development
(depth), with F =2.27352, P = 0.1735; nor does ﬁﬂé al development Granger cause inflation, as

2

shown by F = 2.05547, P = 0.1985. Regar%g orruption and financial development, there is no
significant causality found; cormptio@ no

Granger cause financial development (F = 1.19275,
P =0.3583), nor does ﬁnancialt\ ment Granger cause corruption (F = 0.08524, P = 0.9192).

When examining the relaﬁ@u between financial depth (M2) and the monetary policy rate, the
results reveal no sighiificant causality in either direction; specifically, financial depth does not
Granger cause@ onetary policy rate (F = 1.78428, P = 0.2365), nor does the monetary policy
rate Gr n@se financial depth (F = 0.55416, P = 0.5978). However, a significant relationship
is identified between inflation and the monetary policy rate, where inflation Granger causes the
monetary policy rate (F = 8.27395, P = 0.0143), while the reverse causality is not significant (F =

1.18483, P = 0.3604).
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The analysis also shows no significant causality between corruption and the monetary policy rate;
specifically, corruption does not Granger cause the monetary policy rate (F = 0.08708, P = 0.9176),
nor does the monetary policy rate Granger cause corruption (F = 2.14557, P = 0.1876). In
examining inflation (INF) and financial depth (M2), it is found that inflation does not Granger
cause financial depth (F = 0.07775, P = 0.9260), while there is marginal significance in the reverse
direction where financial depth Granger causes inflation (F =4.13272, P = 0.0653 Q

Finally, regarding corruption and financial depth (M2), the results indicate that corftiption does not
Granger cause financial depth (F = 1.73390, P = 0.2445); hov@, there is significant
unidirectional causality from financial depth to corruption with E.= 782366 and P = 0.0164. Lastly,
there is no significant causality between corruption and in@gl either direction; specifically,
corruption does not Granger cause inflation (F = 2.3%%% 0.1697), nor does inflation Granger
cause corruption (F = 0.96271, P = 0.4272). Th% ndings suggest that while there are some
significant relationships particularly betwe ﬁtion and the monetary policy rate as well as

between financial depth and corrupt@host other relationships among these variables do not

exhibit significant causality wit@% framework.
O
\‘,?:Z>
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3. Financial Development (Efficiency)

Table 4.11 Monetary Policy Rate, Corruption and Financial Development (Efficiency)

Null Hypothesis F-Statistic ~ Prob.

Monetary Policy Rate and Financial Development (Efficiency)

Monetary Policy Rate does not Granger Cause Financial Development 0.81845 0.4793

(Efficiency)

Financial Development (Efficiency) does not Granger Cause Monetary Policy  0.02923 0.9713

Rate

Financial Depth (M2) and Financial Development (Efficiency) \

Financial Depth (M2) does not Granger Cause Financial Development 4 0.1033

(Efficiency)

Financial Development (Efficiency) does not Granger Cause Financial De (M 1767 0.7378

(M2) p{

Inflation (INF) and Financial Development (Efficiency) Q

Inflation (INF) does not Granger Cause Financial Development (Ef%y) 0.35858 0.7108

Financial Development (Efficiency) does not Granger Cause In F) 1.16674 0.3653

Corruption and Financial Development (Efficiency) 9

Corruption does not Granger Cause Financial Development(Efficiency) 4.15805 0.0645

Financial Development (Efficiency) does not Grange C% orruption 4.02183 0.0687

Financial Depth (M2) and Monetary Policy Rate

Financial Depth (M2) does not Granger Cause @ry Policy Rate 1.78428 0.2365

Monetary Policy Rate does not Granger Cause cial Depth (M2) 0.55416 0.5978

Inflation (INF) and Monetary Policy I}%

Inflation (INF) does not Granger Cause& tary Policy Rate 8.27395 0.0143
sk

Monetary Policy Rate does not Gr Cause Inflation (INF) 1.18483 0.3604

Corruption and Monetary P N( ate

Corruption does not Gran@e Monetary Policy Rate 0.08708 0.9176

Monetary Policy Rate dogs ntet Granger Cause Corruption 2.14557 0.1876

Inflation (INF) a cial Depth (M2)

Inflation (INF) dogs ngt Granger Cause Financial Depth (M2) 0.07775 0.9260

Financial Dept does not Granger Cause Inflation (INF) 4.13272 0.0653

Corruption inancial Depth (M2)

Corrup 'o@es not Granger Cause Financial Depth (M2) 1.73390 0.2445

Financial'Wepth (M2) does not Granger Cause Corruption 7.82366 0.0164
sk

Corruption and Inflation (INF)

Corruption does not Granger Cause Inflation (INF) 2.30931 0.1697

Inflation (INF) does not Granger Cause Corruption 0.96271 0.4272

Source: Field Result, 2024
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Table 4.11 presents the results of the Granger causality tests examining the relationships between
monetary policy rate (MPR), corruption, and financial development (efficiency). The findings
provide insights into the interactions between these variables, with significance levels determined
by the p-values.

First, the relationship between the monetary policy rate and financial development (e&iency) is
tested. The results show that the monetary policy rate does not Granger Qe financial
development (efficiency), with an F-statistic of 0.81845 and a p-value of 0.4793, Which is greater
than the 0.05 significance level. Similarly, financial development (ef@ ) does not Granger
cause the monetary policy rate (F = 0.02923, p = 0.9713), s6m ng no significant causality
between these two variables. Q

Next, for the relationship between financial depth ( )%Qtnancial development (efficiency), the
results reveal that financial depth (M2) does not r cause financial development (efficiency)
(F = 3.19564, p = 0.1033), while the rev%hausality is also insignificant (F = 0.31767, p =
0.7378). These results indicate that @s in financial depth (M2) do not significantly affect
financial development (efficienc vice versa.

The analysis of inflation @%d financial development (efficiency) shows that neither variable
Granger causes thgb}@fﬂation does not Granger cause financial development (efficiency) (F =

0.35858, p = 0.AL08), and financial development (efficiency) does not Granger cause inflation (F =
1.16674, @653), suggesting no significant relationship between these two variables.
The relationship between corruption and financial development (efficiency) reveals marginal

significance. Corruption does Granger cause financial development (efficiency) (F = 4.15805, p =

0.0645), and financial development (efficiency) also Granger causes corruption (F = 4.02183, p =
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0.0687), both with p-values just above the 0.05 threshold, indicating a potential relationship that
may be significant at a less stringent threshold.

The relationship between financial depth (M2) and the monetary policy rate also shows no
significant causality. Neither financial depth (M2) Granger causes the monetary policy rate (F =
1.78428, p = 0.2365) nor the monetary policy rate Granger causes financial depth (M2) (F =
0.55416, p = 0.5978), suggesting no significant relationship between these variabl Q\
Inflation (INF) and the monetary policy rate show a significant causal relation@lgone direction.
Inflation does Granger cause the monetary policy rate (F = 8.273956\.0143), indicating a
significant relationship. However, the reverse causality—mone@ 1Cy rate causing inflation—
does not show significance (F = 1.18483, p = 0.3604). Q

does corruption Granger cause the moneta rate (F = 0.08708, p = 0.9176) nor the

The analysis of corruption and the monetary policg rza%)ws no significant causality. Neither
monetary policy rate Granger cause co }bn (F = 2.14557, p = 0.1876), suggesting no
significant relationship between these @ariables.

Inflation (INF) and financial 2) reveal that financial depth (M2) does not significantly

affect inflation (F = 0.077&0.9260), while the reverse causality is marginally significant (F =

413272, p = 0.0 S@ggesting a potential relationship where changes in inflation might
: lg'!p

influence ﬁnan@

Finally th@&[ionship between corruption and financial depth (M2) shows that corruption does

th (M2).

not Granger cause financial depth (M2) (F = 1.73390, p = 0.2445), but financial depth (M2) does

Granger cause corruption (F = 7.82366, p = 0.0164), indicating a significant relationship in the

reverse direction, where changes in financial depth may lead to increased corruption.
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The relationship between corruption and inflation (INF) shows no significant causality in either
direction. Corruption does not Granger cause inflation (F = 2.30931, p = 0.1697), and inflation
does not Granger cause corruption (F = 0.96271, p = 0.4272), suggesting no significant
relationship between these two variables.

Based on the results of the Granger causality tests presented in Table 4.10, several conclusions can
be drawn regarding the significance of the relationships among monetary po Q% (MPR),
corruption, and financial development (efficiency) in Nigeria. The findings, indi€ate significant
relationships where corruption Granger causes financial developm@ancial development
Granger causes corruption, inflation Granger causes the monet@ cy rate, and financial depth

(M2) Granger causes corruption. These relationships sug omplex interplay among these

variables, highlighting the importance of addressing 30@uption and monetary policy in efforts

to enhance financial development and stability in T‘% a.
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4. Financial Development (Stability)

Table 4.12 Monetary Policy Rate, Corruption and Financial Development (Stability)

Null Hypothesis F- Prob.
Statistic

Monetary Policy Rate and Financial Development (Stability)

Monetary Policy Rate does not Granger Cause Financial 3.11529 0.1077

Development (Stability)

Financial Development (Stability) does not Granger Cause 1.54348 0.2784

Monetary Policy Rate

Financial Depth (M2) and Financial Development (Stability)

Financial Depth (M2) does not Granger Cause Financial 1.14989 0:3,700

Development (Stability)

Financial Development (Stability) does not Granger Cause 0.64143 0.5550

Financial Depth (M2)

Inflation (INF) and Financial Development (Stability)

Inflation (INF) does not Granger Cause Financial Development [J79672 0.2377
(Stability)

Financial Development (Stability) does not Granger Cause 1.55788 0.2756
Inflation (INF)

Corruption and Financial Development (Stability)

Corruption does not Granger Cause Financial Developmént 9.76386 0.0094**
(Stability)

Financial Development (Stability) does not Grangex ‘€ause 1.50037 0.2869
Corruption

Financial Depth (M2) and Monetary Palicy:Rate

Financial Depth (M2) does not GrangergCauSe Monetary Policy 1.78428 0.2365
Rate

Monetary Policy Rate does notGragget Cause Financial Depth 0.55416 0.5978
(M2)

Inflation (INF) and MonetaxnPolicy Rate

Inflation (INF) does not Granger Cause Monetary Policy Rate 8.27395 0.0143**
Monetary Policy Rateéydoes not Granger Cause Inflation (INF) 1.18483 0.3604
Corruption and Monetary Policy Rate

Corruption docs\not-@ranger Cause Monetary Policy Rate 0.08708 0.9176
Monetary Policy Rate does not Granger Cause Corruption 2.14557 0.1876
Inflation (BNE)*and Financial Depth (M2)

Inflatiom(IN¥) does not Granger Cause Financial Depth (M2) 0.07775 0.9260
Financial Depth (M2) does not Granger Cause Inflation (INF) 4.13272 0.0653
Corruption and Financial Depth (M2)

Corruption does not Granger Cause Financial Depth (M2) 1.73390 0.2445
Financial Depth (M2) does not Granger Cause Corruption 7.82366 0.0164**
Corruption and Inflation (INF)

Corruption does not Granger Cause Inflation (INF) 2.30931 0.1697
Inflation (INF) does not Granger Cause Corruption 0.96271 0.4272

Source: Field Result, 2024
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Table 4.12 presents the results of the Granger causality tests examining the relationships between
the monetary policy rate (MPR), corruption, and financial development (stability). The results
provide valuable insights into the causality between these key variables, with significance levels
determined by the p-values.

For the relationship between the monetary policy rate and financial development (stability), the
results show that the monetary policy rate does not Granger cause financial devel Q&stability),
as indicated by the F-statistic of 3.11529 and a p-value of 0.1077, which is greafet than the 0.05
significance level. Similarly, financial development (stability) do@ Granger cause the
monetary policy rate (F = 1.54348, p = 0.2784), indicating no 6111 ant causality between these

variables. Q

For the relationship between financial depth (M2) an§ cial development (stability), the results

reveal that financial depth (M2) does not Gran;%

1.14989, p = 0.3700), and financial development¥(stability) does not Granger cause financial depth

se financial development (stability) (F =

(M2) (F =0.64113, p = 0.5550). Thes‘(@?dings suggest no significant causal relationship between
these variables. . \A%
The relationship betwee in%on (INF) and financial development (stability) also shows no

significant causali y@ion does not Granger cause financial development (stability) (F =
77,

1.77672, p =0 and financial development (stability) does not Granger cause inflation (F =
1.55788, @0.2756), suggesting no significant interaction between inflation and financial
development (stability).

The relationship between corruption and financial development (stability) shows significant results.

Corruption does Granger cause financial development (stability) (F = 9.76386, p = 0.0094),

indicating a statistically significant causality between these two variables. However, the reverse
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causality financial development (stability) causing corruption—is not significant (F = 1.50037, p =
0.2869).

For the relationship between financial depth (M2) and the monetary policy rate, the results indicate
no significant causality. Neither does financial depth (M2) Granger cause the monetary policy rate
(F = 1.78428, p = 0.2365), nor does the monetary policy rate Granger cause financial depth (M2)
(F =0.55416, p = 0.5978), suggesting no significant relationship between these tw Qﬁ%les.

The relationship between inflation (INF) and the monetary policy rate reveal§ a ificant result.
Inflation does Granger cause the monetary policy rate (F = 8.273956\.0143), indicating a
significant one-way causality. However, the reverse causali@ netary policy rate causing
inflation—does not show significance (F = 1.18483, p = 0.3 »‘l@

does corruption Granger cause the monetary poli e (F =0.08708, p = 0.9176), nor does the

The analysis of corruption and the monetary polic; rza%)ws no significant causality. Neither
monetary policy rate Granger cause co }bn (F = 2.14557, p = 0.1876), suggesting no
significant relationship between these @ariables.

Inflation (INF) and financial cl@ 2) show that inflation does not Granger cause financial

depth (M2) (F = 0.07775@9260), while the reverse causality is marginally significant (F =

413272, p = 0.0@gesting that financial depth (M2) may be influenced by changes in

inflation. 6

Finally th@ﬂionship between corruption and financial depth (M2) reveals that corruption does
not Granger cause financial depth (M2) (F = 1.73390, p = 0.2445), but financial depth (M2) does
Granger cause corruption (F = 7.82366, p = 0.0164), indicating a significant relationship in the

reverse direction, where changes in financial depth may lead to increased corruption.
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The relationship between corruption and inflation (INF) shows no significant causality in either
direction. Corruption does not Granger cause inflation (F = 2.30931, p = 0.1697), and inflation
does not Granger cause corruption (F = 0.96271, p = 0.4272), suggesting no significant
relationship between these two variables.

The results in Table 4.12 show that conclusions can be drawn regarding the signiﬁc&ce of the

relationships among monetary policy, corruption, and financial develop in* Nigeria.
Significant relationships were found where corruption Granger causes ﬁ@ development
(stability), indicating that higher levels of corruption are associated@xhanges in financial
stability; inflation Granger causes the monetary policy rate, suggest at inflationary pressures
influence monetary policy decisions; and financial dep Granger causes corruption,
indicating that variations in financial depth may affe @ion levels.

The null hypothesis (H03): There are no causal r ships among monetary policy, corruption
level, and financial development in Nige )\s rejected for specific dimensions of financial
development due to significant Grang(@sahty relationships identified in Tables 4.9, 4.10, 4.11,

and 4.12. For Financial DGWGIO@%(ACCGSS), significant causality is observed where Financial

Development Granger céu%%orruption (F = 13.7770, p = 0.0037). These findings indicate

significant causal T@ships, particularly involving corruption’s impact on Stability and
G

Efficiency, an%

Access Et@fgcy, and Stability, but not for Depth.

N

tary policy’s interaction with corruption, leading to the rejection of HO3 for
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Hypothesis Four:

Ho4: Investigate the role of exchange rate as a control variable in the relationship between
monetary policy, corruption, and financial development in Nigeria

Table 4.13 Exchange Rate as A Control Variable in the Relationship Between Monetary
Policy, Corruption, and Financial Development in Nigeria

Variable Coefficient Std. t- Prob.
Error Statistic

Intercept (C(1)) -7.545820  14.56387 - @ .6265
0.5

Monetary Policy Rate -0.108523  0.317039 - 0.7460
0. 02

Money Supply 0.530113 0.639 x829019 0.4449

Inflation 0.151812 1.79 0.084632 0.9358

Exchange Rate 0.130431 0.2 0.524602 0.6223

Corruption 0.389090 5 24 0.536436 0.6147

Interaction (MPR x Corruption) 0.004777 0:011836 0.403619 0.7032

Interaction (M2 x Corruption) -0.023491 \/0.035966 - 0.5425
0.653161

Interaction (INF x Corruption) —0@91 0.069824 - 0.9248

O\ 0.099269

Model Statistics Ne\d

Statistic \ N Value

R-squared . QQ 0.872450

Adjusted R-squared (9\ 0.668371

S.E. of Regression \ 0.025055

Akaike Info Criterion . A% -4.279387

Sum Squared Residuals Q\ 0.003139

Schwarz Criterion Q 3.868565

Log Likelihood 38.95571

Hannan-Quinn Criter & -4.317416

F-statistic {{' 5.275058

Prob(F-statisti(b 0.043154

Mean Depe ariable 1.914768

S.D. Depe Variable 0.043508

Durbin-Wafson Statistic 1.930407

Source: Field Result, 2024

Table 4.13 investigates the role of the exchange rate as a control variable in the relationship
between monetary policy, corruption, and financial development in Nigeria. The coefficients and
associated statistics provide insights into how these variables interact and their implications for
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economic policy. Starting with the Monetary Policy Rate (MPR), the coefficient is f = -0.108523,
with a standard error of 0.317039, yielding a t-statistic of t = -0.342302 and a probability value of
p = 0.7460 (B = -0.109, t = -0.342, p = 0.746). This indicates that changes in the MPR do not
significantly influence financial development when controlling for other variables. The high p-
value suggests that monetary policy may not be an effective tool for enhancing financial access in
Nigeria, implying that adjustments to interest rates are unlikely to drive improve Q%ﬁnancial
development. (/6

In examining the Money Supply (M2), the coefficient is B = 0.5301 I@lxlh a standard error of
0.639447, leading to a t-statistic of t =0.829019 and a probabilit V&f p =0.4449 (B =0.530, t
= 0.829, p = 0.445). While this positive coefficient sug potential relationship between
money supply and financial development, the 1 k(&%aﬁstical significance indicates that
increases in money supply alone may not be s ent to enhance financial access or drive
economic growth. \

The analysis of Inflation (INF) reve@coefﬁcien‘t of B = 0.151812 with a standard error of
1.793782, resulting in a t-statisﬁ& 0.084632 and a probability value of p =0.9358 (B =0.152,

t = 0.085, p = 0.936). T@lt indicates that inflation does not have a significant effect on

financial developvi}%in this model framework. The high p-value suggests that inflationary
t dIr

pressures may 6
broade@fglc instability.

ectly contribute to improving financial access, which could be indicative of

Turning to the Exchange Rate, the coefficient is f = 0.130431 with a standard error of 0.248629,

yielding a t-statistic of t = 0.524602 and a probability value of p = 0.6223 (B =0.130,t=0.525,p =

0.622). This finding suggests that fluctuations in the exchange rate do not significantly impact
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financial development when other factors are controlled for, indicating that exchange rate stability
may not be directly linked to improvements in financial access.

The coefficient for Corruption is B = 0.389090 with a standard error of 0.725324, resulting in a t-
statistic of t = 0.536436 and a probability value of p = 0.6147 (B = 0.389, t = 0.536, p = 0.615).
This suggests that corruption does not significantly impede financial development within this
model; however, it raises questions about whether corruption's effects might ® through
more complex interactions not fully captured by this analysis. 6

The interaction term for MPR x Corruption shows a coefficient of B ’%077 with a standard
error of 0.011836, yielding a t-statistic of t = 0.403619 and a prgba value of p=0.7032 (B =
0.005, t = 0.404, p = 0.703). This indicates no significan Q‘uon effect between monetary
policy and corruption on financial development, s gg@g that corruption does not alter the
influence of monetary policy on financial access. 6

Similarly, the interaction term for M2 x Co \pﬁon presents a coefficient of B = -0.023491 with a
standard error of 0.035966 and yields@atistic of t =-0.653161 with a probability value of p =
0.5425 (B =-0.023, t=-0.653, p Qgﬁ) This result reinforces the notion that corruption does not
significantly impact the ré@? hip between money supply and financial development.

Finally, the intera @n for INF x Corruption shows a coefficient of f = -0.006931 with a

standard error 824, resulting in a t-statistic of t = -0.099269 and a probability value of p =
0.9248 (B %’%07 t = -0.099, p = 0.925). This indicates that there is no significant interaction
effect between inflation and corruption on financial development either.

The null hypothesis HO4 that exchange rate does not play a significant role as a control variable in

the relationship between monetary policy, corruption, and financial development in Nigeria is not

rejected based on the results from Table 4.13. The coefficient for Exchange Rate (B = 0.130431, p
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= 0.6223) is not statistically significant, indicating that it does not significantly influence financial
development. Although the overall model is statistically significant (F = 5.275058, p = 0.043154)
with a high R-squared value (0.872450), indicating that the variables collectively explain a
substantial portion of the variance in financial development, the lack of significant effects from
individual predictors, including Exchange Rate, suggests that Exchange Rate does not play a
significant role as a control variable in this context. Therefore, HO4 is not rejected Q

QO
4.5 Discussion of Findings ’\(/
The relationship between monetary policy and financial develop Nigeria.
The findings of monetary policy indicators and financial dement metrics indicate mixed
effects of monetary policy on different aspects of ﬁnan(@ievelopment. While increases in
Money Supply are linked to reduced financial acceﬁ’b&y enhance financial depth, revealing a
potential trade-off between expanding ﬁnan\ ices and broadening access. This outcome
aligns partially with the observations p&& while an expanded Money Supply can stimulate
financial growth, it does not nece&ﬁ?\translate to greater inclusiveness'. Similarly, a study
observed that liquidity inj ectic@en favor established sectors, thus enhancing depth but limiting
access for underserved p pgionsz.
In contrast, the s@,&r&rges from the findings that increased Money Supply in Sub-Saharan
Africa typica proves access as financial institutions utilize surplus liquidity to expand their
customb&b}g@. This discrepancy underscores the importance of considering structural differences
in financial systems, suggesting that Nigerian financial markets may require more targeted
measures to improve inclusiveness alongside deepening.

Furthermore, the study reveals that tighter Monetary Policy Rates (e.g., higher interest rates) tend

to constrain financial depth while having a negligible impact on financial efficiency. This finding
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is consistent with the results that contractionary monetary policies in Sub-Saharan African
countries often limit credit availability, reducing the depth of financial services*. However, the
lack of significant effects on financial efficiency mirrors the findings that financial institutions tend
to adapt their operations to maintain efficiency despite changes in policy rates, particularly in
developed markets with stronger financial infrastructures®.

The positive contribution of Inflation to financial stability observed in this s tht seem
counterintuitive, yet it aligns with the adaptive policy framework®. It was @ that moderate
inflation, when well-managed, can signify robust economic act@ rompting financial

institutions to implement stability-enhancing measures. This su@t t in the Nigerian context,

adaptive monetary policies may have mitigated the adv cffects typically associated with
inflation. Conversely, a study pointed out that inflati etally undermines financial stability in
Sub-Saharan Africa due to its negative impact rchasing power and investor confidence,

\®)

highlighting potential differences in inflation mics across regions®.

The strong explanatory power of t@ﬁs, evidenced by the significant Error Correction
Mechanism (ECM), supports &\ ngs of a study employed similar econometric techniques?.
The significant ECM teﬁ@%’cates an efficient adjustment process, confirming the dynamic
interplay between policy and financial development metrics. This result is consistent
with the broadgs empirical literature underscores the importance of tailored monetary policies to
address th ’Qiﬁc characteristics of financial markets’.

The study contributes to the existing body of literature by highlighting the nuanced effects of
monetary policy on financial development in Nigeria. While the findings support some existing

evidence, they also underscore the need for context-specific monetary policies that balance the

trade-offs between financial access, depth, and stability. This aligns with the recommendations of a
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study, that advocate for differentiated policy frameworks based on the structural attributes of

individual economies®.

Corruption level has no significant effect on financial development in Nigeria.

The findings of this study suggest that corruption's immediate impact on Financial Development

(Access) and Financial Development (Depth) is limited, while its lagged effects on Financial

Development (Efficiency) and Financial Development (Stability) are significant. &uationship

highlights the delayed but profound influence of historical corruption {levelS on financial

performance, particularly in the areas of efficiency and stability. Q

The limited immediate impact of corruption on Financial Development (Access) and Financial

Development (Depth) in this study aligns with the findi study that used cointegration

analysis to show that corruption does not always hag igect or immediate impact on expanding
1

financial access or deepening financial markets in % a%. They argued that the entrenched nature

\®
of corruption may take time to influence matkettbehaviors and access channels, as initial barriers
.

to entry for financial services remain @cﬁ in the short term.

However, sectoral analysis, f trasting evidence, suggesting that corruption immediately
hampers financial depth%%ﬂarly in sectors heavily reliant on external financing’. This
discrepancy may @A‘ﬂ differences in the sectors examined, as their analysis focused on
industries with@n icant foreign investment, where corruption can directly deter participation and
capital 'nﬂ@%ereby reducing financial depth.

The significant lagged effects of corruption on Financial Development (Efficiency) and Financial
Development (Stability) observed in this study are consistent with the findings noted that the

impact of corruption tends to manifest more clearly over time, as entrenched corrupt practices

gradually undermine the operational efficiency of financial institutions!®. Their threshold analysis
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showed that once corruption exceeds a certain level, it starts to significantly erode financial
efficiency, suggesting that policy responses need to be forward-looking to mitigate these delayed
effects.

Similarly, historical levels of corruption have a pronounced effect on financial stability!'!. Using
panel quantile regression, they demonstrated that higher levels of past corruption create systemic
vulnerabilities, increasing the likelihood of financial crises, particularly in devel Q%eonomies.
This finding supports the study's results, emphasizing that tackling historical ogion is crucial
for enhancing the long-term stability of financial systems. 0

The observed relationship between corruption and Financial Deyelopment (Efficiency), indicating
that higher levels of corruption are associated with red »@ nancial efficiency, is strongly
supported by the findings of a study'?. In his analysi cﬁ§b-$aharan African countries, Otusanya
argued that pervasive corruption erodes insti tio{abl%grity, distorts credit allocation, and leads
to inefficient financial intermediation, dg@ impacting financial performance. The study’s
emphasis on the need to address corr@or improved financial efficiency aligns well with this

perspective. . \A%

Conversely, a broader corhpa %e analysis, finding that while corruption significantly undermines

financial efficienc 1®oping countries, the impact is less pronounced in developed economies
ti;?lf

with stronger 6

institut@ity in mitigating the adverse effects of corruption on financial efficiency.

ional frameworks'®. This divergence highlights the importance of robust

The significant influence of corruption on Financial Development (Stability) in the long term, as
noted in this study, resonates with the findings on that shows that corruption increases financial
instability by fostering an environment of uncertainty, reducing investor confidence, and

increasing the risk of banking crises'®. The delayed impact observed in the current study may
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reflect the time it takes for corrupt practices to accumulate and affect systemic stability, a point
also emphasized in their analysis of OECD countries.
On the other hand, a study argued that the relationship between corruption and financial stability in
Nigeria is mediated by institutional quality'>. They found that where strong governance
frameworks are present, the adverse effects of corruption on stability are mitigated, SLKﬁsting that
improving institutional quality could be an effective countermeasure. Q
The findings of this study provide a nuanced understanding of the complex @ship between
corruption and various aspects of financial development in Nigeria. V@ e immediate effects
on financial access and depth are limited, the significant lagged impai n financial efficiency and
stability underscore the long-term risks posed by corru -Q@ t the same time, contrasting
evidence from studies suggests that sectoral differ c?b% institutional strength play a crucial
role in moderating these effects, underscoring the or targeted policy interventions!'"!3.
The causal relationships among monetar }?cy, corruption level, and financial development
N
in Nigeria. &Co\
The findings from the Granger® ty tests in this study reveal significant relationships among
monetary policy rate (M ,%uption, and financial development (efficiency) in Nigeria. These
relationships indic@%&on‘uption Granger causes financial development, financial development
Granger causes~eorruption, inflation Granger causes the monetary policy rate, and money supply
Grange\c/@ corruption. This suggests a complex and dynamic interplay among these variables,
underscoring the importance of addressing corruption and monetary policy in enhancing financial
development and stability. The following discussion provides insights from existing literature that

either support or contradict these findings.

220



The finding that corruption Granger causes financial development aligns with the study that found
that corruption significantly influences financial development, particularly in the long run, by
distorting resource allocation and affecting the efficiency of financial markets'. Their evidence
supports the notion that entrenched corruption practices can have a lasting impact on the trajectory
of financial sector growth, particularly through their influence on policy implementation and
financial regulation. Q&
Similarly, a study identified a threshold effect, where corruption negativ@ects financial
development only after surpassing a certain level®. Their findings st hat the influence of
corruption is not uniform but varies depending on the governa e%onment. This aligns with
the causal relationship identified in the study, as it highli@ ¢ conditional and time-varying
impact of corruption on financial markets. (bQ
Conversely, a study provided a different pers e, indicating that the causality between
corruption and financial development is wea e}ﬁ developed countries due to stronger institutional
.
frameworks®. Robust governance stru&ﬁés mitigate the adverse effects of corruption, suggesting
that the significant causal relaﬁ@%’ found in Nigeria may be attributed to weaker institutional
mechanisms. QQ
The evidence tha f@?l development Granger causes corruption suggests a feedback loop
where improvegl in financial efficiency may create opportunities for corruption, particularly in
less regu\lai@“gvironments. This finding is supported that rapid financial sector growth in Nigeria,
without corresponding enhancements in governance, can exacerbate corruption!!. They argued that
as financial markets expand, the increased flow of capital and financial transactions may provide

more avenues for corrupt activities, especially in weakly regulated sectors.
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The result that inflation Granger causes the monetary policy rate is consistent with the broader
literature on monetary policy transmission mechanisms. Central banks in developed economies
frequently adjust interest rates in response to changes in inflation, aiming to stabilize prices and
control inflationary pressures®. Their findings indicate that inflationary trends serve as a key
determinant for central banks’ policy actions, supporting the causality observed in the study.

Similarly, inflationary shocks are among the primary drivers of adjustments in the etdry policy
rate across various economies, both developed and developing®. This aligns the present
study’s finding, suggesting that inflation significantly influences policy@cisions in Nigeria as

well. On the other hand, a study argued that in Nigeria, the resp s%e monetary policy rate to
inflation is often delayed due to external pressures an Qal considerations*. This view
suggests that while inflation may drive changes in th ry policy rate, the causality might not
be immediate or straightforward, highlighting the vf@ exities of monetary policy implementation
in Nigeria. The Granger causality relations%ﬁntiﬁed in this study provide important insights
.
into the interconnectedness of monet@hcy, corruption, and financial development in Nigeria.
The evidence that corruption 'ng%{ancial development influence each other aligns with the
findings on the complex 1\%3 k loop between these variables. The causal effects of inflation on
the monetary polic @ consistent with the broader literature on monetary policy transmission,
as noted by Ce@e 1 and Schoenholtz!®. Finally, the link between money supply and corruption
empha%@ risks associated with monetary expansion in weakly regulated environments,
echoing the concerns raised”!'. The findings underscore the need for integrated policy measures

that address both corruption and monetary policy to enhance financial stability and development in

Nigeria.
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The Role of Exchange Rate as a Control Variable in the Relationship between Monetary
Policy, Corruption, and Financial Development in Nigeria.
The analysis of this study finds that the exchange rate has a positive influence on Financial
Development (Access) in Nigeria. This suggests that a higher exchange rate enhances access to
financial services, which supports its role as an important control variable in the relationship
between monetary policy, corruption, and financial development. This discussior@@% how the
study’s findings align with or contradict previous research on the subject. (/
The positive impact of exchange rate on financial access is consistent@lx‘he findings of on the
effect of exchange rate volatility on economic growth and corguption'™. It was concluded that a
favorable exchange rate regime can enhance financial sec@ wth by providing stability and
fostering investor confidence. Their results suppo tbbgion that an improved exchange rate
environment increases access to financial services nd in this study.
NQ

Additionally, a study explored the influence %reign exchange rates among COMESA countries

.
and found that a stable exchange rate @ﬁcantly promotes access to credit in the private sector!”.
This is in line with the current s{(&qjﬁndings, where higher exchange rates were associated with
better financial access. A&@‘% exchange rate, when managed effectively, encourages foreign
investment and cre Q@' bility, which in turn boosts financial sector development.
The role of thgsexchange rate is further supported by a study, that investigated the interaction
betwee @ge rate volatility, monetary policy, and financial development in Nigeria'®.
Nwosa’s findings indicate that exchange rate fluctuations play a critical role in shaping the
effectiveness of monetary policy, particularly in developing economies. The study emphasized that

a positive exchange rate effect can enhance financial access by reducing the cost of imported

financial services and increasing capital inflow, which supports the findings of this analysis.
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Conversely, the study found that political risk significantly influences the exchange rate's effect on
financial development in emerging markets'®. They highlighted that in politically unstable
environments, the positive influence of exchange rates may be weakened due to increased
uncertainty and risk aversion among investors. This suggests that the strong positive relationship
found in this study might be context-dependent, reflecting a relatively stable exhange rate
environment during the period analyzed. Q

The interaction between exchange rate and corruption as it affects ﬁnancial@pment is also
noted in the findings?®. They analyzed how exchange rate ﬂuctuatio@n’&téract with corruption
control measures to influence government bond yields in Indones heir study found that an
effective exchange rate policy, combined with strong cor@ control, significantly enhances
financial market access. This aligns with the finding o?&%’resent study, where the exchange rate
positively influences financial access, indicating tHeMuitportance of coordinated policy measures in
achieving financial development goals. \

.
However, a study offered a different @g\ctive, suggesting that the influence of exchange rate on

financial development may be n@%fed by inflation and fiscal policy determinants®!. This found

that in scenarios where ﬂ%?n is high, the positive effects of a favorable exchange rate are

diminished, as in@ydes purchasing power and reduces the real value of financial assets.

This nuanced w@v 1

its effecti may be constrained by inflationary pressures, a factor that could be considered in

plies that while the exchange rate has a positive impact on financial access,

future studies to further refine the analysis.
The relationship between exchange rate regimes and governance factors such as corruption was
explored®. Their study found that flexible exchange rate regimes, combined with strong

governance, positively influence economic growth and financial development. This supports the
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current study’s findings, as it highlights the importance of an effective exchange rate policy in
improving financial access. Fraj et al. emphasized that the exchange rate can act as a stabilizing
force in financial markets, provided that governance issues such as corruption are kept in check.
On the other hand, the study the presence of significant political and economic risks, the positive
influence of the exchange rate may be less pronounced??. This highlights a potential ljmitation in
the current study’s context, where broader political and economic stability may @bcial role
in determining the extent of the exchange rate's impact on financial access. (/

However, contrasting views to the potential moderating effects of i@&o and political risks,
which may influence the overall impact of the exchange rate @ial development'®22, The
findings indicate the significant role of the exchange rate@ ontrol variable, highlighting its

importance in shaping the dynamics between ;op@ policy, corruption, and financial

development. For policymakers in Nigeria, mainta a stable and favorable exchange rate could

be a key strategy in enhancing financial acc§a supporting broader financial sector growth.

N
C\x\
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Chapter Five
Summary, Conclusion and Recommendation

5.1 Summary of the Findings

The findings show that monetary policy, corruption, and exchange rate dynamics play significant
roles in shaping financial development in Nigeria, with notable variations across dimensions. For
Financial Development (Access), the model demonstrates strong explanatory pow = 0.9841,

R2=0.9841, Adj R?=0.9618, F = 44.134, p < 0.05), indicating that monetar@ significantly

influences financial access. Similarly, for Financial Depth, the model ibits a robust fit (R =
0.960, R* = 0.960, Adj R* = 0.940, F = 47.624, p < 0.05), confirmi importance of monetary
policy in explaining variations in financial depth. QQ

For Financial Development (Efficiency), two models ’@ meaningful fits: (R = 0.8293, R? =
0.8293, Adj R? = 0.6586, F = 4.859, p < 0.05) a =0.738, R? = 0.738, Adj R = 0.651, F =
8.453, p < 0.05), signifying a significant '%act of monetary policy on financial efficiency.
Financial Stability also shows modera@ anatory power (R? =0.576, Adj R? =0.434, F = 4.070,

p <0.05), reflecting a less prom)&g/yet significant relationship.

Error correction terms e}bgrying adjustment speeds toward long-term equilibrium across
dimensions. For Q.niqx%a Access (CointEq(-1) = 0.012, p < 0.05) and Financial Efficiency
(CointEq(-1) = 24, p < 0.05), gradual adjustments are observed. Financial Depth (CointEq(-1)
= -1.21’5\% 0.05) and Financial Stability (CointEq(-1) = -1.445, p < 0.05) exhibit more rapid

corrections, highlighting dynamic responsiveness to imbalances.

Corruption significantly impacts Financial Access (R* = 0.939, Adj R? = 0.927, F = 77.493, p <

0.05) and Efficiency (R? = 0.860, Adj R? = 0.814, F = 18.469, p < 0.05), while its effect on
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Financial Depth is negligible (R* = 0.209, Adj R* = 0.051, F = 1.322, p > 0.05). Financial Stability

shows moderate explanatory power (R? =0.576, Adj R*=0.434, F =4.070, p < 0.05).

Granger causality tests reveal that financial development Granger causes corruption (F = 13.777, p
= 0.0037) and that money supply significantly influences inflation (F = 4.133, p = 0.065) and
corruption (F = 7.824, p = 0.016). Additionally, the exchange rate, as a con%variable,
demonstrates moderate explanatory power (R? = 0.872, Adj R* = 0.668, F :@ p < 0.05),
emphasizing its critical role in financial development outcomes. ’\(/

5.2 Conclusion 0

The empirical evidence presented in this study offers a nuar@understanding of the intricate
relationship between monetary policy, corruption, and ﬁ@al development in Nigeria. The

findings underscore the importance of considerin%’@ulti-dimensional approach to financial

development, encompassing access, depth, efﬁ&\'ég and stability.

While the monetary policy rate appears't?@y a limited impact on financial development, money

supply and exchange rate dynam'@y significant roles. Increases in money supply, although

N

associated with potential , can lead to adverse consequences such as reduced financial

access and stability. g&rsely, a depreciating currency can positively influence financial access
[ ]

balanced m%

The study reveals a significant negative impact of corruption on financial stability. While current

but may hindeg ef@cy. The complex interplay between these variables highlights the need for a

policy approach that considers both short-term and long-term implications.

corruption levels may not directly affect access and depth, their lagged effects are evident. Past
corruption can hinder financial efficiency and stability, emphasizing the importance of sustained

anti-corruption efforts. Additionally, the findings suggest a bidirectional relationship between
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financial development and corruption, whereby financial development can influence corruption

levels.

The Granger causality tests highlight the dynamic nature of the relationships between monetary
policy, corruption, and financial development. While the direct impact of monetary policy on
financial development may be limited, its indirect effects through channels such as %ﬁion and
exchange rate fluctuations cannot be ignored. The significant influence of cor@on financial
stability underscores the need for robust governance and institutional refo&&wmbat corruption

and foster a conducive environment for financial development. @

It underscores the importance of exchange rate stability in pr a conducive environment for
financial growth. Fluctuations in the exchange rate chn oduce uncertainty and volatility,
potentially hindering investment and economic activ&herefore, maintaining a stable exchange
rate regime can contribute to a more stable ﬁnﬁ@ system and promote financial development.
D

Based on the findings of the s@w following recommendations are proposed to enhance

financial development in N@ﬁ@

Nigerian policymakm\?%uld adopt a differentiated approach to monetary policy that considers

N

the varied imp@&{ different aspects of financial development (access, depth, efficiency, and

5.3 Recommendations

stability). Q%lstance, policies aiming to enhance financial access may focus on promoting
lending and credit facilities, while those targeting financial stability might involve regulating

inflation and exchange rate volatility.

Implement anti-corruption reforms that target long-term financial efficiency and stability. This

could include setting up robust audit systems, strengthening financial institutions, and enforcing
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transparency in the financial sector. Such measures should be designed with the understanding that
the benefits may accrue over time, addressing historical levels of corruption that impede financial

stability.

The government should prioritize anti-corruption efforts specifically in financial institutions to
improve financial efficiency. This could involve establishing anti-corruption task gces within
financial regulatory bodies and enhancing compliance requirements. Such focu@orms could

help build trust in financial institutions, increasing their efficiency and ovegall gedbility.

Focus on long-term anti-corruption programs that target syst@aknesses in financial
governance. These programs could involve partnerships with.i ational anti-corruption bodies,
ongoing staff training in ethics for financial institutions, @pﬁlic accountability initiatives. This
long-term approach acknowledges the lagged effects rruption and aims to build a more stable

and efficient financial system over time. ®

[ ]
Given the bi-directional relationship, @ us reforms in financial sector governance and anti-
corruption measures are crucial.%%ﬁan policymakers should promote policies that both deter
corruption and enhance @al transparency to create a virtuous cycle where improved

governance supports \%&sial development, and vice versa.

The Central @ of Nigeria (CBN) should closely monitor inflation trends and adjust the
moneta@cy rate accordingly to stabilize the economy. Implementing predictive models and
inflation-targeting frameworks can help the CBN preemptively adjust interest rates, reducing

inflation volatility's impact on monetary stability and financial development.

Control excessive money supply by strengthening regulatory oversight on financial flows and

limiting discretionary government spending. Policies such as tightening liquidity or implementing

231



strict fiscal rules may help prevent situations where excessive money supply could exacerbate

corruption by reducing accountability in financial transactions.

Maintain exchange rate stability to improve access to financial services. The government and CBN
should focus on strategies that reduce exchange rate volatility, such as implementing a managed
floating exchange rate system and increasing foreign exchange reserves. These m&«ures could

help attract foreign investment, enhancing access to financial resources. 02

Incorporate the exchange rate into monetary policy frameworks as eﬁ\ey factor influencing
financial development. Policymakers should design monetary polici consider the impact of
exchange rate fluctuations on financial access and develo This could involve targeting

exchange rate stability alongside inflation and interest rate@ stipport financial sector growth.

O

Address political risks and maintain economic y to enhance the positive impact of the

exchange rate on financial development. TQQG achieved through stable governance, ensuring
[ ]

consistent regulatory frameworks, and%ﬁﬁo ing transparency. Such stability may reinforce the

N\

beneficial role of exchange rate.p@ in fostering financial development.

5.4 Contribution to Kno%&

This groundbreaking\\ﬁés sheds new light on how corruption influences the relationship between
monetary policy, anid”financial development in Nigeria. By examining how corruption acts as a

moderatin@e, alongside exchange rates, the research reveals a more nuanced picture of

ﬁnanciahgvelopment than previously understood.

The findings expand several key theories in novel ways. They show how corruption can either
strengthen or weaken monetary policy's effectiveness on financial outcomes, challenging

traditional views of monetary policy transmission. The research supports New Keynesian ideas
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about inflation expectations while revealing how corruption can distort these relationships. It also
demonstrates how corrupt practices can undermine financial intermediaries' ability to function

effectively, highlighting the crucial role of institutional quality.

Using sophisticated econometric analysis, the study provides concrete evidence that corruption
significantly shapes how monetary policy impacts financial efficiency and stability. THe exchange

rate emerges as a crucial factor in improving financial access, offering practical @s for policy

development. &(/

For policymakers, especially at the Central Bank of Nigeria, these ings emphasize the need to
tackle corruption alongside monetary policy decisions. T rch suggests that successful
financial development requires a two-pronged approach: {{1 onetary policy paired with strong
anti-corruption measures. This integrated perspecti&‘ers a practical roadmap for emerging

economies striving to strengthen their ﬁnancizﬁ)&@ars while battling institutional challenges.
5.5 Suggestion for Further Studies \CO\’\%

Based on the findings from the‘s@r, several avenues for further research can be explored to build
upon and deepen the un}énding of the relationships between monetary policy, corruption,

financial developx@@ institutional quality. Below are some suggested research topics for

future studies: b

1. The\&ct of Institutional Reforms on the Efficacy of Monetary Policy in Developing
Economies
2. The Role of Exchange Rate Regimes in Mitigating the Negative Effects of Corruption on

Financial Development
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. The Moderating Role of Corruption in Financial Intermediation: Evidence from Different

Sectors

. The Interaction Between Monetary Policy, Inflation, and Institutional Quality: A Cross-

Country Comparative Study

. Evaluating the Effectiveness of Anti-Corruption Policies in Enhancing MoT Policy
Outcomes Q

. The Role of Governance in Financial Development: Exploring Alte\@ Measures of

Governance Beyond Corruption
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Dependent - Financial Development Metrics Independent Variables

Financial | Financial | Financial | Monetary Policy Indicators Corruption
Financial Access Efficiency | Stability Level
Depth (FD): | (FA): (FE): (FS)

Year Financial | Bank non- | MPR | EXR M2 INF | Corruption
Bank Bank system performing Level
lending- accounts | deposits loans to
deposit per 1,000 [ to  GDP | gross loans
spread adults (%) (%) R\

2010 8.03 | 154.57 | 115255 11.8 0
5.516667 7.685022 Vs

2011 155 |163.35 1;@34%.5 103 |,
9.583333 10.52494 | 22.6

2012 11.88 159.26\\@18‘3847.53 12|,
8.386666 644.4426 | 18.42491 | 3.705225 A\

2013 10.75 | 171 | 15688963.55 | 8 55
8.7775 650.6881 | 18.95354 | 3.393391 P~

2014 243 %\08.45 18913028.98 | 8 7
7.210834 653.3528 | 18.26403 | 2.959538 R

2015 ‘g@»‘ 2583 | 20029831.12 | 9.5 |,
7.700833 667.4645 | 17.44742 | 4.860886

2016 %0.39 45526 | 23591732.58 | 18.55 73
9.372815 813.9205 | 17.42893 | 12.8]

2017 .5%6 9.49 |362.83 |24140634.21 | 15.37 27
7.998847 923.227 | 16.5093 14, 3

2018 N\ 7 22.68 | 363.46 |27068575.06 | 11.44 | -
7.203185 1013.713 16.402&@ 11.67453

2019 &b\l“ 13.50 | 360.25 | 28783194.45 | 11.98 |
6.47607 1127.679 { 1646409 | 6.05839

2020 NS 11.5 | 471.62 | 37828875.85 | 15.75 75
8.995394 131&&’2&\20.8361 6.024516

2021 O“’ 115 409.7 | 44443065.59 | 15.63 | ,,
8.039403 N 21.83342

2022 9 16.5 |444.04 |51761777.98 | 21.34 4
8.05775586}% 21.65678 | 7.296881

2023 X{ 18.75 | 952.139 | 78831122 28.92 25
8.076108727 | 1289.813 | 22.41448 | 7.007201

Discritive

Appendix II - Raw Output from Eview
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L AC L DT L EFF
Mean 1.914768 2.064279 2.827076
Median  1.911700 2.085495 2.882063
Maximum 1.971032 2.260025 3.109707
Minimum 1.866927 1.707774 2.039273
Std. Dev. 0.043508 0.148133 0.294392
Skewness 0.143722 -0.925985 -1.653232
Kurtosis ~ 1.317530 3.543245 4.985991

Jarque-
Bera 1.699441 2.172861 8.678173
Probability 0.427534 0.337419 0.013048

Sum 26.80676 28.89991 39.57907
Sum Sq.
Dev.  0.024608 0.285265 1.126667

Observatio
ns 14 14 14

L CORR
UPTI

LST LMPR LM2 LINF ON L EXR

1.902792 2.432867
1.832999 2.458602
3.117950 3.190476
1.085033 0.261365
0.614744 0.703960
0.451969 -2.132475
2.236113 7.723415

0.817033 23.62526
0.664636 0.000007

17.04455 2.586069 22.21429
16.98791 2.484073 25.50000
18.18282 3.364533 28.00000
16.26008 2.079442 0.000000
0.551330 0.368313 ,9.488281
0.516884 049393 972529
2.455770 2 16 017103
0.7961 %{357 1145211
067@ 720595 0.003260

26.63908 34. 0601it 38 36.20497 311.0000

4.912830 6.44

14 ’b&b

Unit root test 5&

Null Hypothesis: D(L_AC,2) has a x(oot

Exogenous: Constant

Lag Length: 0 (Automatic - @()n SIC, maxlag=2)

951546 1.763505 1170.357

14 14 14

t-Statistic Prob.*

Augmented Dickdy- rtest statistic

-4.968997  0.0032

Test critical vatues 4% level
5% level

-4.200056
-3.175352
-2.728985

%rb 10% level
~

Null Hypothesis: L_DT has a unit root
Exogenous: Constant

Lag Length: 2 (Automatic - based on SIC, maxlag=2)
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5.719109
5.890366
6.858711
5.040647
0.542697
0.295036
2.371058

0.433857
0.804988
80.06753

3.828759

14



t-Statistic ~ Prob.*
Augmented Dickey-Fuller test statistic -3.811953 0.0183
Test critical values: 1% level -4.200056
5% level -3.175352
10% level -2.728985
Null Hypothesis: L_EFF has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=2)
t-Statistic ~ Prob.*
Augmented Dickey-Fuller test statistic -3.915653 0.0128
Test critical values: 1% level -4.057910
5% level -3.119910
10% level -2.701103
Null Hypothesis: L._ST has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=2)
t-Statistic ~ Prob.*
Augmented Dickey-Fuller test statistie -4.725604  0.0045
Test critical values: 1% level -4.200056
5% leyel -3.175352
10% level -2.728985

Null Hypothesis: L MPR has a unit root
Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=2)
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t-Statistic ~ Prob.*
Augmented Dickey-Fuller test statistic -4.022066  0.0106
Test critical values: 1% level -4.057910
5% level -3.119910
10% level -2.701103
Null Hypothesis: D(L__M2,2) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=2)
t-Statistic ~ Prob.*
Augmented Dickey-Fuller test statistic -6.098532  0.0007
Test critical values: 1% level -4.200056
5% level -3.175352
10% level -2.728985
Null Hypothesis: D(L INF,2) has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=?2)
taStatistic ~ Prob.*
Augmented Dickey-Fuller test statigtic -3.806947  0.0232
Test critical values: 1% level -4.420595
5% level -3.259808
10%evel -2.771129

Null Hypothesis: D(L_EXR,2) has a unit root

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=2)
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t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.637716  0.0241
Test critical values: 1% level -4.200056

5% level -3.175352

10% level -2.728985
Null Hypothesis: D(L__CORRUPTION) has a unit root \
Exogenous: Constant Q
Lag Length: 1 (Automatic - based on SIC, maxlag=2)

t-Statistic  Prob.* ’\(/

Augmented Dickey-Fuller test statistic -16.70418  0.0000
Test critical values: 1% level -4.200056

5% level -3.175352

10% level -2.728985 (\Q
Covariance Analysis: Ordinary fb
Date: 11/10/24 Time: 12:43 6

Sample: 2010 2023

Included observations: 14 ®

Correlation Co\

Q’} L COR
‘N RUP
Q\ TIO
Probability [L AC L ]S(F\ EFF L ST L MPR L M2 L INF N L EXR

L AC 1.000000 &V
_____ . 5\\'

L_EFF\/ 0.5079800.4524921.000000
0.0637 0.1043  -----

0.108
L ST 0.2445300.449260 137 1.000000
0.3995 0.1071 0.7129  -----

L MPR 0.3137140.0532030.1224890.1630601.000000
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0.2747 0.8567 0.6766 0.5775 -----

L M2 0.9006160.1580790.7191100.1521920.256666 1.000000
0.0000 0.5894 0.0037 0.6035 0.3757 -----

L INF 0.7510800.1879560.3728510.3422040.2104300.7968561.000000
0.0020 0.5199 0.1892 0.2311 0.4702 0.0006 -----

L CORRUP 0.159
TION [0.3143760.2230690.863262 004 0.0114720.4785010.1763081. 0

0.2737 0.4433 0.0001 0.5872 0.9690 0.0835 0.5466

L EXR 0.8600840.1795880.6002270.3295620.1694230.9282280.8 470894 1.000000
0.0001 0.5390 0.0232 0.2499 0.5626 0.0000 R 1 0.0892 -----

Monetary policy and Fin Dev Q

Dependent Variable: L AC Q

Method: ARDL

Date: 11/10/24 Time: 09:33 ber
Sample (adjusted): 2011 2023 @%
Included observations: 13 after adjustment

Maximum dependent lags: 1 (Automat'. ﬁcon)

Model selection method: Akalke 1 iterion (AIC)

Dynamic regressors (1 lag, U@ﬁtlc) L MPRL M2L INF
L EXR 6

Fixed regressors: C

Number of model@éed 16

Selected Mo RDL(1,0, 1,1, 0)

VariabN CoefficientStd. Error t-Statistic  Prob.*
L AC(-1) 1.011743 0.179672 5.631056 0.0024
L MPR 0.006978 0.004363 1.599479 0.1706
L M2 -0.103726 0.036106 -2.872843 0.0349
L M2(-1) 0.076719 0.036902 2.078990 0.0922
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L INF 0.009039 0.015435 0.585626  0.5836

L _INF(-1) -0.025966 0.014253 -1.821747 0.1281

L EXR 0.044787 0.014650 3.057226  0.0282

C 0.224202 0.177590 1.262472 0.2625

R-squared 0.984073 Mean dependent var 1.917452

Adjusted R-squared 0.961776 S.D. dependent var  0.044062 \
S.E. of regression  0.008615 Akaike info criterion -6.395474 Q
Sum squared resid  0.000371 Schwarz criterion -6.047813 (/0

Log likelihood 49.57058 Hannan-Quinn criter. -6.466934 &

F-statistic 44.13374 Durbin-Watson stat  2.003104 %Q
Prob(F-statistic) ~ 0.000338 0

*Note: p-values and any subsequent tests do not account fj mael

selection. b’b
O
ARDL Error Correction Regression %KQ

Dependent Variable: D(L_AC) é;\\.
Selected Model: ARDL(1,0, 1, 1, OQ’&
Case 3: Unrestricted Constant " o Trend

Date: 11/10/24 Time: 16\%

Sample: 2010 2023, \%
Included obsewxat@w

ECM Reg %[\1,

Case 3Mestricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic  Prob.
C 0.224202 0.044757 5.009357 0.0041
D(L_M2) -0.103726 0.023150 -4.480708 0.0065
D(L_INF) 0.009039 0.008242 1.096715 0.3228
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CointEq(-1)* 0.011743 0.002473 4.749312 0.0051

R-squared 0.792292 Mean dependent var  0.006842

Adjusted R-squared  0.723056 S.D. dependent var  0.012201

S.E. of regression 0.006421 Akaike info criterion -7.010859

Sum squared resid 0.000371 Schwarz criterion -6.837028

Log likelihood 49.57058 Hannan-Quinn criter. -7.046589 \
F-statistic 11.44337 Durbin-Watson stat  3.143104 Q
Prob(F-statistic) 0.001999 (}0

* p-value incompatible with t-Bounds distribution.

F-Bounds Test

relationship

&

Null Hypothesis: No le lsg
>

N

Test Statistic Value Signif. @ I(1)
F-statistic 2506219 10%- \%2.45 3.52
K 4 5% C.,\ 2.86 4.01
. \Qg% 3.25 4.49

V1% 3.74 5.06

Q/ Null Hypothesis: No levels
t-Bounds Te@ relationship

Test St}& Value  Signif.  1(0) 1(1)
t-statistic 4.749312 10% -2.57 -3.66
5% -2.86 -3.99
2.5% -3.13 -4.26

1% -3.43 -4.6
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ARDL Error Correction Regression
Dependent Variable: D(L._DT)
Selected Model: ARDL(1, 1, 1, 1, 0)

Case 3: Unrestricted Constant and No Trend

Date: 11/10/24 Time: 17:27 Q\
Sample: 2010 2023 : Q

Included observations: 13 &

ECM Regression %
Case 3: Unrestricted Constant and No Trend 0
Variable Coefficient Std. Error  t-Statistic (Kri
C 2.632566 0.198809 13. @» 0.0002
D(L_MPR) -0.106928 0.016787 \ 498 0.0031
D(L_M2) 0.747138 0.174 4278072 0.0129
D(L_INF) 0.074440 0.0 @S 1.193412 0.2987
CointEq(-1)* -1.21530@0669 -13.40375 0.0002

AN

-

R-squared 0.9@7 Mean dependent var  0.029318

Adjusted R-squareds 5&9546 S.D. dependent var  0.216659
S.E. of regression \).053271 Akaike info criterion -2.743121

Sum square 0.022703 Schwarz criterion -2.525833
Log likﬁ{/ 22.83029 Hannan-Quinn criter. -2.787784
F-statistic 47.62411 Durbin-Watson stat  2.222882
Prob(F-statistic) 0.000013

* p-value incompatible with t-Bounds distribution.

255



Null Hypothesis: No levels

F-Bounds Test relationship

Test Statistic Value Signif. 1(0) I(1)

F-statistic 17.96604 10% 245 3.52

K 4 5% 2.86 4.01
2.5% 3.25 4.49
1% 3.74 5.06

Null Hypothesis: No levels

t-Bounds Test relationship

Test Statistic Value Signif. 1(0) Q\)

t-statistic -13.40375 10% -2.57 §\3.66
5% -2. -3.99
2.5% -4.26
1% ° 5\%—3.43 4.6

N
\)
ARDL Error Correction &ssion
Dependent Varialge;:é@iFF)

Selected Mod L(1,1,1,0)
Case 3: U@%cted Constant and No Trend
Date: 1N/24 Time: 17:29

Sample: 2010 2023

Included observations: 13

ECM Regression

Case 3: Unrestricted Constant and No Trend
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Variable CoefficientStd. Error  t-Statistic ~ Prob.

C 4.569007 0.926744 4.930171 0.0026

D(L_MPR) 0.021086 0.028786 0.732523  0.4915

D(L_M2) 0.352033 0.292271 1.204475 0.2738

CointEq(-1)* -0.324113 0.066116  -4.902171 0.0027

R-squared 0.738069 Mean dependent var 0.082341 Q\
Adjusted R-squared  0.650759 S.D. dependent var  0.180383 Q
S.E. of regression 0.106600 Akaike info criterion -1.391804 /\(/
Sum squared resid 0.102272 Schwarz criterion -1.21797 0

Log likelihood 13.04673 Hannan-Quinn criter. -1 .4275%

F-statistic 8.453398 Durbin-Watson stat

Prob(F-statistic) 0.005522

* p-value incompatible with t-Bounds distribution. ’66%

®

othesm No levels
§ nshlp

F-Bounds Test

Test Statistic V%Q Signif. 1(0) I(1)
F-statistic 5\%\05213 10% 2.72 3.77
k b&/ 5% 323 435
rb 2.5% 3.69 4.89

429 561

\/ 1%

Null Hypothesis: No levels

t-Bounds Test relationship

Test Statistic Value Signif. 1(0) I(1)
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t-statistic -4.902171 10%
5%
2.5%
1%

-2.57
-2.86
-3.13
-3.43

-3.46
-3.78
-4.05
-4.37

ARDL Error Correction Regression
Dependent Variable: D(L_ST)

Selected Model: ARDL(1, 0,0, 1, 1)

Case 2: Restricted Constant and No Trend
Date: 11/10/24 Time: 17:31

Sample: 2010 2023

Included observations: 13

QO

o)

ECM Regression

Case 2: Restricted Constant and No Trend&
e\

O
N

Variable Coefficient &r)ror t-Statistic  Prob.
D(L_INF) 1.@ 0.503545 2.593176 0.0486
D(L_EXR) %90921 0.432813 1.365302 0.2304
CointEq(-1)* .§44519 0.187907 -7.687430 0.0006
AN

R-squared fbo 0.864995 Mean dependent var 0.055628
Adjust uared  0.837995 S.D. dependent var  0.844539
S.E. of regression 0.339926 Akaike info criterion 0.878997
Sum squared resid 1.155497 Schwarz criterion 1.009370
Log likelihood -2.713481  Hannan-Quinn criter. 0.852200

Durbin-Watson stat  1.764240
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* p-value incompatible with t-Bounds distribution.

Null Hypothesis: No levels
F-Bounds Test relationship

Test Statistic Value Signif. 1(0) I(1)

F-statistic 4.924715 10% 2.2 3.09

k 4 5% 2.56 3.49 < ':
2.5% 2.88 3.87 Q&
1% 3.29 4.37 %
Dependent Variable: L DT ’bb’b

Method: ARDL ®
Date: 11/10/24 Time: 09:45
S

Sample (adjusted): 2011 2023

Included observations: 13 after,ad; ents

Maximum dependent lags: : @matic selection)

Model selection method: tke info criterion (AIC)

Dynamic regress .@g automatic): L MPRL M2 L INF
L EXR OQ/

Fixed regres
Numb o%dels evalulated: 16
Selected Model: ARDL(1, 1, 1, 1, 0)

Variable CoefficientStd. Error t-Statistic  Prob.*
L DT(-1) -0.215308 0.155218 -1.387138 0.2377
L MPR -0.106928 0.046648 -2.292214 0.0837
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L MPR(-1) -0.133724 0.051738 -2.584609 0.0610

L M2 0.747138 0.367993  2.030304 0.1122

L M2(-1) -0.669679 0.343750 -1.948156 0.1232

L INF 0.074440 0.162599 0.457814 0.6709

L INF(-1) 0.270747 0.136103  1.989281 0.1175

L EXR -0.314435 0.147686  -2.129081 0.1003

C 2.632566 1.823185 1.443938 0.2222 Q\
R-squared 0.847011 Mean dependent var 2.091703 (/0

Adjusted R-squared 0.541032 S.D. dependent var  0.111203 &
S.E. of regression  0.075337 Akaike info criterion -2.127737, Q
Sum squared resid 0.022703 Schwarz criterion -1.73

Log likelihood 22.83029 Hannan-Quinn criter. @
F-statistic 2.768199 Durbin-Watson stat Q@ZSSZ
Prob(F-statistic) 0.170323

*Note: p-values and any subsequent tests do }V count for model

\‘9

selection.

Dependent Variable: L E%Q
Method: ARDL

Date: 11/10/24 mﬁ
Sample (adjus@ 2011 2023

Included @aﬁons: 13 after adjustments
Maxim}hﬁependent lags: 1 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (1 lag, automatic): L MPR L M2 L _INF
L EXR

Fixed regressors: C

Number of models evalulated: 16
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Selected Model: ARDL(1, 0, 1, 0, 0)

Variable CoefficientStd. Error  t-Statistic ~ Prob.*
L _EFF(-1) 0.591064 0.197361 2.994835  0.0242
L MPR -0.029679 0.050742  -0.584909 0.5799
L M2 0.729021 0.431078 1.691158 0.1418
L M2(-1) -0.566936 0.460683 -1.230643 0.2645
L INF 0.240627 0.214646 1.121042 0.3051
L EXR -0.364444 0.192631 -1.891923 0.1074
C -0.074893 2.529163 -0.029612 0.9773

R-squared 0.829314 Mean dependent var 2.887
Adjusted R-squared 0.658628 S.D. dependent var O.@ZS
S.E. of regression  0.114181 Akaike info criterio Q}98326
Sum squared resid 0.078224 Schwarz criteri 6 -0.894122
Log likelihood 14.78912 Hannan-Qui %r. -1.260853
F-statistic 4.858704 Durhil&son stat  1.868934
Prob(F-statistic) 0.037865 co\

4 N

N

*Note: p-values and any subs@i tests do not account for model

N
¢
Dependent Va@e: L ST

Method: A@

Date: 11/%0/24 Time: 09:48
Sample (adjusted): 2011 2023

selection.

Included observations: 13 after adjustments

Maximum dependent lags: 1 (Automatic selection)

Model selection method: Akaike info criterion (AIC)
Dynamic regressors (1 lag, automatic): L MPR L M2 L INF
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L EXR
Fixed regressors: C
Number of models evalulated: 16

Selected Model: ARDL(1, 0,0, 1, 1)

Variable CoefficientStd. Error  t-Statistic  Prob.*

L ST(-1) -0.444519 0.286061 -1.553933 0.1809
L MPR 0.131798 0.219424 0.600654 0.5743

L M2 -2.418061 0.757465 -3.192308 0.0242

L INF 1.305780 0.874574 1.493048 0.1956

L _INF(-1) 0.792304 0.804372 0.984997  0.3699

L EXR 0.590921 0.910724 0.648848 0.5

L EXR(-1) 1.162946 0.850139 1.367949 2

C 28.48619 8.978920 3.1725 %%247
R-squared 0.738356 Mean dep @Var 1.955024

Adjusted R-squared 0.372055 S.D. d

ent var

0.606651

S.E. of regression  0.480728 A ﬁe;}nfo criterion 1.648228
Sum squared resid  1.155497, @warz criterion 1.995889

Log likelihood -2.7 @Hannan-Quinn criter. 1.576768

F-statistic

2.0
Prob(F-statistic) .3\& 33

Durbin-Watson stat

1.764240

*Note: p—Va]p& d any subsequent tests do not account for model

sei@.

examine the influence of corruption level on financial development in Nigeria

Dependent Variable: L AC
Method: ARDL
Date: 11/10/24 Time: 09:49
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Sample (adjusted): 2011 2023

Included observations: 13 after adjustments

Maximum dependent lags: 1 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (1 lag, automatic): L. CORRUPTION
Fixed regressors: C

Number of models evalulated: 2

Selected Model: ARDL(1, 0)

Variable CoefficientStd. Error t-Statistic  Prob.*
L AC(-1) 0.988057 0.081512 12.12159 0.0000
L CORRUPTION 0.000769 0.000472 1.628132 0.1346
C 0.011260 0.155066 0.072616 0.9435
R-squared 0.939389 Mean dependent var 1.917452

Adjusted R-squared 0.927267 S.D. dependent var  0.044062

S.E. of regression  0.011883 Akaike info criterion -5.82823¢
Sum squared resid 0.001412 Schwarz criterion -5.697861
Log likelihood 40.88352 Hannan-Quinn criter. -5.8§5032
F-statistic 77.49346 Durbin-Watson stat  {.%49574

Prob(F-statistic) 0.000001

*Note: p-values and any subsequent tests do nat account for model
selection.

Dependent Variable: L DT

Method: ARDL

Date: 11/10/24 Time: 09:50

Sample (adjusted): 2011 2023

Included observations: 13 after adjustments
Maximum dependent lags: 1 (Automatic selection)
Model selection method:, Akaike info criterion (AIC)
Dynamic regressoss (b lag, automatic): L CORRUPTION
Fixed regressorssC

Number of mgdels evalulated: 2

Selected Mgdel: ARDL(1, 0)

Variable CoefficientStd. Error t-Statistic ~ Prob.*
L DT(-1) 0.005949 0.285250 0.020857 0.9838
L CORRUPTION -0.007057 0.006020 -1.172246 0.2683
C 2.248268 0.498721 4.508068 0.0011
R-squared 0.209160 Mean dependent var 2.091703

Adjusted R-squared 0.050992 S.D. dependent var  0.111203
S.E. of regression  0.108330 Akaike info criterion -1.408087
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Sum squared resid 0.117355 Schwarz criterion -1.277714
Log likelihood 12.15257 Hannan-Quinn criter. -1.434885
F-statistic 1.322392 Durbin-Watson stat  2.073367
Prob(F-statistic) 0.309345

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

Dependent Variable: L_EFF \
Method: ARDL Q
Date: 11/10/24 Time: 09:52

Sample (adjusted): 2011 2023 ‘ O

Included observations: 13 after adjustments /\

Maximum dependent lags: 1 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (1 lag, automatic): L CORRUPTION %
Fixed regressors: C

Number of models evalulated: 2 Q
Selected Model: ARDL(1, 1)

v

Variable CoefficientStd. Error  t-Statist rob.*

L EFF(-1) 0.860848 0.188759 4 0.0014
L CORRUPTION 0.009311 0.004760 1. 44 0.0821
L_CORRUPTION(- %

1) -0.016808 0.0051 259535 0.0098

C 0.619732 0. 40 1.538178 0.1584
R-squared 0.860263° ean dependent var 2.887676

S.E. of regression  0.08 Akaike info criterion -1.859931
Sum squared resid 0.064040 Schwarz criterion -1.686101
Log likelihood : Q%V Hannan-Quinn criter. -1.895661
F-statistic 46895 Durbin-Watson stat  1.949454
Prob(F-statisti% 0.000347

Adjusted R-squared 0.81 ;@Q S.D. dependent var  0.195425

*Note: —@ and any subsequent tests do not account for model
sel%kgo' n.

Dependent Variable: L_ST

Method: ARDL

Date: 11/10/24 Time: 09:53

Sample (adjusted): 2011 2023

Included observations: 13 after adjustments
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Maximum dependent lags: 1 (Automatic selection)
Model selection method: Akaike info criterion (AIC)

Dynamic regressors (1 lag, automatic): L. CORRUPTION

Fixed regressors: C
Number of models evalulated: 2
Selected Model: ARDL(1, 1)

R

Variable CoefficientStd. Error t-Statistic  Prob.*
L ST(-1) 0.588927 0.261244 2.254315 0.0506
L CORRUPTION -0.099974 0.029400 -3.400491 0.0079
L CORRUPTION(-

1) 0.043408 0.020665 2.100560 0.0451
C 2273144 0.551466 4.122004 0.0026
R-squared 0.575654 Mean dependent var

Adjusted R-squared 0.434205 S.D. dependent var

O
,\(,

1.955024 Q
0.606651$

S.E. of regression  0.456319 Akaike info criterion 1.516
Sum squared resid 1.874041 Schwarz criterion 1.

Log likelihood -5.856660  Hannan-Quinn criter. 1.4 9
F-statistic 4.069699 Durbin-Watson stat @4540

Prob(F-statistic) 0.044097

*Note: p-values and any subsequent tests do n@nt for model

selection. \

Explore the causal relationship among monetary policy,

development in Nigeria.
Pairwise Granger Causality Tests

Date: 11/10/24 Time: 20:53
Sample: 2010 2023
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Lags: 2

Null Hypothesis: Obs

F-StatisticProb.

L MPR does not Granger Cause L AC 12
L AC does not Granger Cause L MPR

1.55326 0.2765
0.85650 0.4648

L M2 does not Granger Cause L AC 12
L AC does not Granger Cause L. M2

2.35808 0.1649
0.40720 0.6803

L _INF does not Granger Cause L AC 12
L _AC does not Granger Cause L._INF

0.08380 0.9205
2.71383 0.1341

L CORRUPTION does not Granger Cause
L AC 12
L AC does not Granger Cause L CORRUPTION

0.88317 0.4550
13.7770 0.0037%

L M2 does not Granger Cause L. MPR 12
L MPR does not Granger Cause L. M2

1.78428 10,2365
0.5541610.5978

L INF does not Granger Cause L. MPR 12
L MPR does not Granger Cause L. INF

8.2%395 0.0143
148483 0.3604

L CORRUPTION does not Granger Cause
L MPR 12
L MPR does not Granger Cause L. CORRUPHRNON

0.08708 0.9176
2.14557 0.1876

L _INF does not Granger Cause L. M2 12
L M2 does not Granger Cause L _INE

0.07775 0.9260
4.13272 0.0653

L CORRUPTION does notGranger Cause
L M2 12
L M2 does not Granger Gause . CORRUPTION

1.73390 0.2445
7.82366 0.0164

L CORRUPTION *does, not Granger Cause
L INF 12
L _INF does ngtGrahger Cause L CORRUPTION

2.30931 0.1697
0.96271 0.4272

Pairwise Granger Causality Tests
Date: 11/10/24 Time: 10:57
Sample: 2010 2023

Lags: 2

Null Hypothesis: Obs
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L M2 does not Granger Cause L. MPR 12
L MPR does not Granger Cause L. M2

1.78428 0.2365
0.55416 0.5978

L _INF does not Granger Cause L MPR 12
L MPR does not Granger Cause L. INF

8.27395 0.0143
1.18483 0.3604

L CORRUPTION does not Granger Cause
L MPR 12
L MPR does not Granger Cause L CORRUPTION

0.08708 0.9176
2.14557 0.1876

L DT does not Granger Cause L. MPR 12
L MPR does not Granger Cause L DT

0.49273 0.6307
1.58750 0.2701

L _INF does not Granger Cause L. M2 12
L M2 does not Granger Cause L_INF

0.07775 0.9260
4.13272 0.0653

L CORRUPTION does not Granger Cause
L M2 12
L M2 does not Granger Cause L. CORRUPTION

1.7339010.2445
7462306" 0.0164

L DT does not Granger Cause L M2 12
L M2 does not Granger Cause L DT

156433 0.2744
0.04826 0.9532

L CORRUPTION does not Granger Cats€
L INF 12
L _INF does not Granger Cause L CORRBEITION

2.30931 0.1697
0.96271 0.4272

L DT does not Granger Cause L _INE 12
L _INF does not Granger Cause L DT

2.05547 0.1985
2.27352 0.1735

L DT  does  nots «Granger  Cause
L CORRUPTION 12
L CORRUPTION does'not Granger Cause L DT

0.08524 0.9192
1.19275 0.3583

Pairwise Granger Causality Tests
Date: 11/10/24 Time: 10:58
Sample: 2010 2023

Lags: 2

Null Hypothesis: Obs
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L M2 does not Granger Cause L. MPR 12
L MPR does not Granger Cause L. M2

1.78428 0.2365
0.55416 0.5978

L _INF does not Granger Cause L MPR 12
L MPR does not Granger Cause L. INF

8.27395 0.0143
1.18483 0.3604

L CORRUPTION does not Granger Cause
L MPR 12
L MPR does not Granger Cause L CORRUPTION

0.08708 0.9176
2.14557 0.1876

L_EFF does not Granger Cause L MPR 12
L MPR does not Granger Cause L._EFF

0.02923 0.9713
0.81845 0.4793

L _INF does not Granger Cause L. M2 12
L M2 does not Granger Cause L_INF

0.07775 0.9260
4.13272 0.0653

L CORRUPTION does not Granger Cause
L M2 12
L M2 does not Granger Cause L. CORRUPTION

1.7339010.2445
7462306" 0.0164

L EFF does not Granger Cause L M2 12
L M2 does not Granger Cause L EFF

081767 0.7378
3.19564 0.1033

L CORRUPTION does not Granger Cats€
L INF 12
L _INF does not Granger Cause L CORRBEITION

2.30931 0.1697
0.96271 0.4272

L EFF does not Granger Cause L INF 12
L _INF does not Granger Cause L EFF

1.16674 0.3653
0.35858 0.7108

L EFF  does  nots « Granger  Cause
L CORRUPTION 12
L CORRUPTION does‘'not Granger Cause L _EFF

4.02183 0.0687
4.15805 0.0645

Pairwise Granger Causality Tests
Date: 11/10/24 Time: 10:59
Sample: 2010 2023

Lags: 2

Null Hypothesis: Obs
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L M2 does not Granger Cause L. MPR 12 1.78428 0.2365
L MPR does not Granger Cause L. M2 0.55416 0.5978
L _INF does not Granger Cause L MPR 12 8.27395 0.0143
L MPR does not Granger Cause L. INF 1.18483 0.3604
L CORRUPTION does not Granger Cause
L MPR 12 0.08708 0.9176
L MPR does not Granger Cause L. CORRUPTION 2.14557 0.1876
L_ST does not Granger Cause L MPR 12 1.54348 0.2784
L MPR does not Granger Cause L_ST 3.11529 0.1077
L _INF does not Granger Cause L M2 12 0.07775 0.9260
L M2 does not Granger Cause L_INF 4.13272 0.0653
L CORRUPTION does not Granger Cause
L M2 12 1.7339010.2445
L M2 does not Granger Cause L CORRUPTION 7862366" 0.0164
L ST does not Granger Cause L M2 12 064113 0.5550
L M2 does not Granger Cause L. ST 1.14989 0.3700
L CORRUPTION does not Granger Cats€
L INF 12 2.30931 0.1697
L _INF does not Granger Cause L CORRBEITION 0.96271 0.4272
L ST does not Granger Cause L _INE 12 1.55788 0.2756
L _INF does not Granger Cause L84 1.77672 0.2377
L ST does not & { Granger  Cause
L CORRUPTION 12 1.50037 0.2869
L CORRUPTION does‘not Granger Cause L ST 9.76386 0.0094

Dependent Variable: L AC

Method: Least Squares (Gauss-Newton / Marquardt steps)

Date: 11/10/24 Time: 11:30
Sample: 2010 2023
Included observations: 14
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L_AC=C(1) + C2)*L_MPR + C(3)*L_M2 + C(4)*L_INF +

C(5)*L_EXR +

C(6)*L_CORRUPTION +
C(7)*INTERACTION_MPR_CORRUPTION +
C(8)*INTERACTION M2 CORRUPTION +

C(9)*INTERACTION INF C

ORRUPTION
CoefficientStd. Error  t-Statistic  Prob.
C(1) -7.545820 14.56387 -0.518119 0.6265 \
C(2) -0.108523 0.317039  -0.342302 0.7460 QQ
C@3) 0.530113 0.639447 0.829019  0.4449 (/
C4) 0.151812 1.793782 0.084632 0.9358
C(5) 0.130431 0.248629 0.524602 0.6223 &
C(6) 0.389090 0.725324 0.536436 0.6147
C(7) 0.004777 0.011836 0.403619 0.7032 %
C(8) -0.023491 0.035966 -0.653161 0.542
C9) -0.006931 0.069824  -0.099269 O.%ﬁ@
R-squared 0.872450 Mean dependent var . M68
Adjusted R-squared 0.668371 S.D. dependent Vﬁ@ 43508
S.E. of regression  0.025055 Akaike info crit -4.279387
Sum squared resid 0.003139 Schwarz cri Fb -3.868565
Log likelihood 38.95571 Hannan-Qu iter. -4.317416
F-statistic 5.275058 Durbi tson stat  1.930407
Prob(F-statistic) 0.043154
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