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Abstract

This study investigates the impact of monetary policy variables on economic growth in Nigeria from 1981 
to 2022 focusing on money supply, exchange rate, interest rate, and inflation rate. A comprehensive 
analysis covering both short-run and long-run perspectives reveals intriguing insights into the 
interactions between these financial factors and economic growth.The broad objective of the study was to 
investigate the impact of monetary policy variables on economic growth in Nigeria. The Ex-Post Facto 
research design was employed in the study whereas the Autoregressive Distributed Lag (ARDL) model 
was used to analyze the impact of monetary policy variables on economic growth. The study uncovers that 
money supply has a positive and significant impact on economic growth, implying that maintaining a 
balanced and effective monetary policy is vital for stimulating economic growth in Nigeria. A favorable 
exchange rate is found to be positively associated with economic growth, underlining the importance of 
exchange rate stability for attracting foreign investments and boosting exports.However, the research 
also highlights the adverse effect of high-interest rates on economic growth, emphasizing the need for 
careful management of interest rates to avoid hindering investment and consumption. On the other hand, 
moderate inflation rates are positively linked to economic growth, suggesting that policymakers should 
target a balanced inflation rate that supports economic growth.The study concludes that monetary policy 
variables play a pivotal role in shaping economic growth in Nigeria and offers recommendations for 
policymakers to optimize these variables to foster sustainable economic growth. Furthermore, it calls for 
further research to delve deeper into the effectiveness of specific monetary policy tools and their 
interaction with fiscal policies.
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Introduction

Monetary policy is important to maintain stability in the general price level, promote output growth and 
employment, and adjust to macroeconomic growth (Friedman, 2000). Developing economies face 
challenges of growth, stability, and structural transformation, which have not been adequately addressed 
by fiscal and monetary policies (Bodunrin, 2016). These economies are often vulnerable to external 
shocks and internal destabilizations, resulting in high levels of unemployment, low income, inequality, 
and poverty. The Nigerian economy is particularly volatile due to its dependence on oil revenue, and 
experiences instability through rising inflation, massive unemployment, low output, and dwindling 
foreign reserves, leading to unstable exchange rates (Nwaogwugwu, 2018).

From 1990 to 2020, Nigeria implemented various monetary policies in response to different economic 
challenges. In the early 1990s, the country faced a severe economic crisis due to declining oil prices, 
which led to high inflation, currency devaluation, and a balance of payments crisis (Adeniyi, 2020). To 
address these challenges, the government adopted a Structural Adjustment Program (SAP), which 
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included monetary and fiscal policies aimed at reducing inflation and stabilizing the economy. During the 
2000s, Nigeria experienced a period of sustained economic growth, which was supported by prudent 
monetary and fiscal policies. The Central Bank of Nigeria (CBN) adopted an inflation-targeting 
framework in 2006, which aimed to maintain inflation within a target range of 6-9%. 

Also, the country has also faced various economic challenges during this period, such as the global 
financial crisis of 2008 and 2009, which led to a decline in oil prices and reduced government revenues. In 
response, the government implemented expansionary fiscal policies, such as increased public spending 
and borrowing, which led to a rise in public debt. In recent years, the government has implemented 
various reforms aimed at improving the effectiveness of monetary and fiscal policies (Ezeaku, 2020). The 
CBN has introduced several measures to enhance financial stability, such as the introduction of a cashless 
policy, the development of a credit reporting system, and the establishment of a regulatory framework for 
mobile money services. The government has also implemented fiscal reforms, such as the introduction of 
a Treasury Single Account (TSA) to improve transparency and accountability in public financial 
management (Mogaji, 2020).

However, Nigeria continues to face various economic challenges, such as high inflation, low productivity, 
and high unemployment. The government and the CBN have implemented various policies to address 
these challenges, such as the adoption of a flexible exchange rate regime, the introduction of a loan-to-
deposit ratio (LDR) policy to boost lending to the real sector, and the establishment of an infrastructure 
development fund to finance critical infrastructure projects (Ogundipe&Akinbobola, 2020). This has 
adversely affected both the market for foreign exchange, money, and goods and the expected role of the 
market in allocating resources efficiently (Onyewu, 2012). There is an urgent need for government to 
effectively implement monetary policy to increase economic growth.  It is against this problem that this 
study seeks to provide answer to the following research questions: The following questions guide the 
study: (1) To what extent does money supply impact on economic growth in Nigeria?(2)To what degree 
does exchange rate affect economic growth in Nigeria?(3)What is the degree of impact of interest rate on 
economic growth in Nigeria?(4)What is the degree of inflation rate on economic growth in Nigeria?  

Literature Review

Adesoye, Maku, and Atanda (2021) used the VAR to examine monetary policy and growth in Nigeria and 
the result shows that there is a long-term relationship between currency variables and economic growth in 
Nigeria. However, as real output growth is not a top indicator for any of the monetary variables included 
in its analysis, the level of economic growth should not be used as a barometer to set key monetary policy 
rates.

Charles and Onyeiwu (2021) in their analysis of Nigeria's monetary policy and economic growth, 
examined the impact of monetary policy on the Nigerian economy. The Ordinary Least Squares (OLS) 
method was used to analyze the data between 1981 and 2018. The results show that monetary policy based 
on money supply has a positive impact on GDP growth and the balance of payments, but a negative 
impact on price inflation.

Micheal and Ebibai (2020) used OLS regression analysis to investigate the impact of monetary policy on 
selected macroeconomic variables in Nigeria, including GDP, inflation, and the balance of payments. The 
findings acknowledged that a favorable investment climate in Nigeria would boost the country's GDP 
growth rate.
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Adeniyi (2020) examined the relationship between monetary policy and economic growth in Nigeria. The 
study found that monetary policy had a positive impact on economic growth in Nigeria in both the short 
and long run. Specifically, the study found that an increase in money supply had a positive impact on 
economic growth, while an increase in interest rates had a negative impact on economic growth.

Alabi and Olarinde (2020) investigated the relationship between fiscal policy and economic growth in 
Nigeria. The study found that government spending and taxation had a significant impact on economic 
growth in Nigeria, with government spending having a positive impact and taxation having a negative 
impact. The study also found that the impact of fiscal policy on economic growth varied by sector, with 
government spending having a stronger positive impact on the service sector compared to other sectors.

Umar and Murtala (2020) investigated the impact of monetary policy on economic growth in Nigeria 
using the Autoregressive Distributed Lag (ARDL) approach over the period 1981-2017. The findings 
indicate that monetary policy had significant impacts on economic growth in Nigeria in the short run and 
the long run. The study further reveals that government spending has a stronger positive impact on 
economic growth than taxation. The study concludes that the Nigerian government should focus on using 
fiscal policy to stimulate economic growth, especially through increased government spending on sectors 
that have a higher multiplier effect on economic growth, such as infrastructure development.

Mahonnye and Tenda (2019) examined the exchange rate impact on output and inflation. This research 
looked at the inflationary effect of currency devaluation and its contractionary effect on real output growth 
in Zimbabwe. The study used quarterly data from 1990 – 2006 and used the Johansen co-integration 
regression test and Vector Error Correction Model (VECM). The study found that in both the short run and 
long run, fluctuations in the real exchange rates are significant for real output growth and expansion.

Akpan and Atan (2011) investigated the effect of exchange rate movement on economic growth in 
Nigeria. A Generalised Method of Moments (GMM) technique was employed. The estimation results 
suggest that there is no evidence of a strong direct relationship between changes in exchange rate and 
output growth. Rather, Nigeria's economic growth has been directly affected by monetary variables.

Roland (2012) investigated the effect of interest rate fluctuation on the economic growth of Nigeria 
between 1970 and 2010. The study employed the ordinary least square (OLS) techniques, and the findings 
showed that there was an inverse relationship between interest rate and economic growth in Nigeria 
during this period in another study.

Ugwuanyi (2012) examined the interest rate deregulation and bank leading in Nigeria within the period 
1987 to 2011. The study employed the ordinary least square (OLS) technique and the findings revealed 
that interest rate deregulation had a significant impact on bank leading rate and hence on investment 
decisions in the Nigeria economy.

Jeremiah and Emmanuel (2015) investigated the nature of the relationship between the inflation rate and 
economic growth rate from 1982 to 2014. The study made use of secondary data sourced from the Central 
Bank of Nigeria (CBN), Statistical Bulletin, and the National Bureau of Statistics (NBS). The Ordinary 
Least Square (OLS) logged multiple regression was employed with Gross Domestic Product (GDP) as 
the dependent variable and Inflation Rate (INFR), Exchange Rate (EXCHR), Input of Labour, and Input 
of Capital served as the explanatory variables. Our results showed that the inflation rate in line with 
apriori expectations had a positive relationship but was non-significant with the economic growth rate. 
And recommended that for sustainable economic growth to be achieved in Nigeria, the level of inflation 
should be stabilized by the monetary authorities.

Udede, Nwibo, Nnabu, Amadi & Amadi
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Theoretical Framework 

The theories in which this study is anchored include the monetarists theory and the Romer model of 
endogenous growth theory. These theories provide a sufficient explanation of the relationship between 
the monetary policy variables and economic growth in Nigeria.

Monetarists Theory 

Friedman (1963) spearheaded this approach. He noted that the supply of money plays a significant and 
dominant role in influencing the extent of the well-being of any economy. He therefore advocated a fixed 
rate of money supply rather than allowing the monetary authorities to either alter or regulate its supply so 
as to enhance genuine economic progress., Keynes has earlier punctured this position he asserted that 
monetary policy works only through an indirect mechanism of interest rate and therefore not effective 
alone. Friedman in His response to this establishes that money supply is not and cannot be the only 
alternative for bonds but there are other commodities and services. He concluded that both direct and 
indirect impact on expenditure and investment in an economy is a function of variation in the supply of 
money. The above theory is significant to the present study as it discussed the importance of money supply 
on economic development cum wellbeing of the masses. Thus, the manifestation of economic growth 
results in overall sectors of the economy as well as the wellbeing of the citizens.  

Romer Model of Endogenous Growth Theory

Romer's Model is based on a view of the economy that incorporates two important points. First, it views 
technological progress as a product of economic activity. Previous theories treated technology as a given, 
or a product of non-market forces. Romer's Model under endogenous growth theory internalizes 
technology into a model of how markets function. Second, this growth theory holds that, unlike physical 
objects, knowledge and technology are characterized by increasing returns, and these increasing returns 
drive the process of growth Balami (2006). 

This new theory addresses the fundamental questions about what makes economies grow: Why is the 
world measurably richer today than a century ago? Why have some nations grown more than others? The 
essential point of Romer's Growth Theory is that knowledge drives growth. Because ideas can be 
infinitely shared and reused, we can accumulate them without limit. They are not subject to what 
economist's call “diminishing returns.” Instead, the increasing returns to knowledge propel economic 
growth. This growth theory helps us make sense of the on-going shift from a resource-based economy to a 
knowledge-based economy. It underscores the point that the economic processes that create and diffuse 
new knowledge are critical to shaping the growth of nations, communities, and individual firms.

Methodology

The study adopted and modified the model used by Umar and Murtala (2020) who investigated the impact 
of monetary policy on economic growth in Nigeria using the Autoregressive Distributed Lag (ARDL) 
approach. The model is expressed as follows:

GDP = f(MS, EXR, INT, INF)                                                                    (1)  

Equation 1 reads that Gross Domestic Product is a function of money supply, interest rate, inflation rate, 
and liquidity ratio. In order to capture the influence of the stochastic or random variable, the equation is 
explicitly transformed as 

GDP  = β  + β MS + β EXR + β INT + β INF+U    (2)t 0 1 t 2 t 3 t 4 t
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Where;GDP = Gross Domestic Product, MS = Money Supply, EXR= Exchange Rate, INT =Interest 
Rate, INF= Inflation Rate, B = Constant, B , B B , B are Parameter Estimates, U =Error Term.0 1 2 3 4 t

A Priori Expectation 

Theoretically, the study expects all the independent variables except interest rate and inflation to have a 
positive relationship with economic growth (GDP). The a priori is expressed as: M2 >0, EXR>0, INT<0, 
INF <0.

Results and Discussions

The results obtained by engaging econometric techniques in the study are presented and discussed in line 
with the objectives of the research below:

Descriptive Analysis of the Variables 

The descriptive statistics of the data used in the study are presented in table 1 thus 

Table 1: Descriptive statistics 
 LGDP LM2 EXR INT INF 
 Mean  8.875395  6.960491  115.1510  17.35524  18.91429 
 Median  9.183158  7.231711  115.2550  16.92000  12.94500 
 Maximum  12.12458  10.65534  401.4700  31.65000  72.84000 
 Minimum  4.936702  2.672078  0.610000  8.920000  5.390000 
 Std. Dev.  2.460171  2.738674  117.6181  4.787515  16.45689 
 Skewness -0.295516 -0.173005  0.976637  0.361206  1.882747 
 Kurtosis  1.650587  1.594422  3.068445  3.659156  5.450724 
 Jarque-Bera  3.797910  3.666900  6.684933  1.673643  35.32375 
 Probability  0.149725  0.159861  0.035350  0.433085  0.000000 
 Sum  372.7666  292.3406  4836.340  728.9200  794.4000 
 Sum Sq. Dev.  248.1501  307.5137  567194.7  939.7322  11104.00 
 Observations  42  42  42  42  42 

Source: Researcher’s Estimate from Eview 9.0, 2023 

Table 1 above shows the descriptive statistics of the variables used in this study. The table disclosed the 
results of common statistics such as the mean, median, standard deviation, and Jarque-Bera, among other 
variables used in the study. Among all the descriptive statistics presented in table 1, the interest of this 
study is in the mean and the Jarque-Bera statistics which measure the normality of the distribution of the 
variables used in the study against unexpected outliers. Hence, the mean value of money supply (M2) has 
the lowest average score with a value of approximately 6.96, followed by gross domestic product (GDP); 
interest rate (INT), and inflation rate (INF) with the values of 8.8, 17.3, and 18.9, respectively, whereas the 
exchange rate has the mean value of 115.1.   

The normality test of the variables used in the study revealed that the data used for the variables in the 
study were normally distributed except that of the exchange rate and inflation. Therefore, the non-
normality data were treated against expected outliers in the data of the variables used for the study.   

Udede, Nwibo, Nnabu, Amadi & Amadi
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Unit Root Test Results

The Augmented Dickey-Fuller (ADF) unit root test with trend and intercept is employed to test for the 
stationarity of the time series data used are presented in table 3 below:

The Augmented Dickey-Fuller (ADF) unit root test presented in Table 3 of section 4.3 disclosed that 
inflation was stationary at a level whereas the gross domestic product, money supply, exchange rate, and 
interest rate respectively were stationary at first different. Therefore, the ADF unit root results revealed 
that the variables used in the study have mixed order of integration such as at level and first difference.  

The Phillip-Perron unit root tests were used to confirm the authentication of the ADF unit root test result. 
Hence, the Phillip-Perron unit root test results are presented in table 4 thus
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The Phillip-Perron test results for the stationarities of the time series data used in this study presented in 
table 4 revealed that there exists a mixed order of integration among the variables used in the study 
likewise that of the ADF unit root test. For instance, inflation was stationary at the level whereas gross 
domestic product, money supply, exchange rate, and interest rate respectively were stationary at the first 
difference.

Therefore, both the ADF and the Phillip-Perron test results agreed that there exists a mixed order of 
integration among the variables and also none of the variables used in the study was stationary at the 
second difference. 

Autoregressive Distributed Lag (ARDL) – Bound Test Result

The ARDL bounds test result used to test the presence of long-run relationship in the study is presented 
thus

The ARDL Bound test result presented in table 5 of section 4.4 indicates that there was a presence of a 
long-run relationship existing between monetary policy variables and economic growth in Nigeria at a 
5% level of significance. On the other hand, it means that there is a presence of cointegration between the 
monetary policy variables and economic growth. The long-run relationship existing between the 
monetary policy variables and economic growth is a result of the fact that the value of the F-statistic 
(4.856901) was greater than the value of the upper bound boundary (4.01) at a 5% level of significance. 
Hence, the null hypothesis for “no long-run relationship existing between monetary policy variables and 
economic growth in Nigeria” is rejected at a 5% level of significance. 

Short-Run Impact of Agricultural Output on Economic Growth in Nigeria.

The short-run ARDL test result is presented in Table 6

Udede, Nwibo, Nnabu, Amadi & Amadi
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The short-run coefficients and the Error Correction Mechanism (ECM) results presented in table 6 
indicated that economic growth lagged in one, two, and three periods were statistically significant and 
impacted positively on the current values of economic growth in Nigeria. The result indicated that a one 
percent increase in economic growth lagged one, two, and three periods bringing about approximately 
152%, 124%, and 88% increase respectively in current economic growth in Nigeria. 

The short-run impact of money supply on economic growth shows that money supply was statistically 
significant and impacted positively on economic growth in Nigeria during the period of the study. The 
result indicated that a one percent increase in money supply lagged two periods brought about 
approximately 30% increase in economic growth in Nigeria.



63   |

The result of the short-run effect of the exchange rate on economic growth as presented in table 6, revealed 
that the exchange rate was statistically significant and impacted positively on economic growth in Nigeria 
during the period of the study. The result revealed that every one percent increase in exchange rate 
brought about approximately 0.32% increase in the economic growth in Nigeria.

On the other hand, the short-run impact of interest rate on economic growth revealed that interest rate has 
a negative impact on economic growth in Nigeria. This further shows that a 1% increase in interest rate 
will bring about a 1.01% decrease in economic growth in Nigeria. 

More so, the short-run effect of inflation indicated that inflation has a positive effect on economic growth 
in Nigeria, such that a 1% increase in inflation brings about a 0.41% increase in economic growth.  

However, the result further revealed that the sign of the co-integration coefficient also recognized as the 
Error Correction Mechanism (ECM) was negative, fractional, and also statistically significant. On the 
other hand, the value of ECM being negative fractional, and statistically significant means that monetary 
policy variables and economic growth in Nigeria are cointegrated in the long run. The result of the error 
correction mechanism indicates that approximately 43% of the discrepancy between the short-run and 
long-run values is corrected annually. 

Long-Run Impact of Agricultural Output on Economic Growth in Nigeria

The long-run ARDL test result is presented in Table 7

The long-run coefficients of the variables used in the study as presented in table 7 of section 4.6 generally 
revealed that the coefficients of money supply, exchange rate, interest rate, and inflation respectively have 
an effect on economic growth in the long run. Nevertheless, the long-run impacts of monetary policy 
variables on economic growth in Nigeria during the period of the study indicated that:

Money supply was statistically significant and impacted positively on economic growth in Nigeria, such 
that, every one percent increase in money supply brought about a 99% increase in economic growth in 
Nigeria. 

The exchange rate was statistically significant and impacted positively on economic growth in the long 
run. The result revealed that a one percent increase in the exchange rate brought about a 0.13% increase in 
economic growth in Nigeria. 

Udede, Nwibo, Nnabu, Amadi & Amadi
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Interest rate impacted negatively on economic growth. The result further indicated that a 1% increase in 
interest rate, brought about an 11% decrease in economic growth in Nigeria during the period under 
review. 

Inflation was statistically significant and impacted negatively on economic growth in Nigeria such that, 
every one percent increase in inflation brought about a 2.01% decrease in economic growth in Nigeria.  

Post-diagnostic Tests 

The post-diagnostic tests of the results are presented below:

Serial correlation Test

The Breusch-Godfrey serial correlation LM test result is presented in table 9

The post-diagnostic result of serial correlation in table 9 above revealed that there was no presence of 
serial correlation because both the probability values of F-statistic and observed R-square respectively 
are more than 5% level of significance.

Heteroskedasticity Test

The heteroskedasticity –Godfrey test result is presented thus in table 10

The Breusch-Pagan-Godfrey test of Heteroskedasticity in table 10 also revealed that there was no 
presence of Heteroskedasticity because the probabilities of the F-statistic and that of the observed R 
square respectively are higher than the 5% level of significance.
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Histogram Normality Post-Diagnostic Test

The histogram normality test presented in figure 1 below shows that the residual of the model was 
normally distributed because the probability of the Jarque-Bera is greater than a 5 percent level of 
significance.

Figure 1: Histogram Normality Test

Conclusion 

Based on the findings of this study, several conclusions are drawn such as:

Monetary policy variables play a crucial role in shaping economic growth in Nigeria. Money supply and 
exchange rates have a positive impact, while interest rates and inflation rates have varying effects.

Maintaining a balanced and effective monetary policy is vital for promoting economic growth. 
Policymakers should pay attention to money supply, exchange rates, and interest rates to create an 
environment conducive to growth.

Exchange rate stability is particularly important for economic growth. A favorable exchange rate can 
boost economic activity, making exports more competitive and attracting foreign investment.

High-interest rates can be detrimental to economic growth by discouraging investment and consumption. 
Policymakers should consider measures to keep interest rates at levels that support economic growth.

Udede, Nwibo, Nnabu, Amadi & Amadi
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Recommendations 

Based on the study's findings and conclusions, the following recommendations are offered:

Monetary Policy Management: he Central Bank of Nigeria should continue to pursue a balanced and 
effective monetary policy that ensures a stable money supply.

Exchange Rate Management: The government should aim to maintain a favorable and stable exchange 
rate, as this can significantly contribute to economic growth.

Interest Rate Control: Policymakers should carefully manage interest rates to ensure they do not hinder 
economic growth. Lowering interest rates in some cases may be necessary to stimulate investment and 
consumption.

Inflation Targeting: While moderate inflation can support economic growth, policymakers should 
continue to target a balanced inflation rate that is neither too high nor too low.
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