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CHAPTER ONE
1.0 	INTRODUCTION
1.1 	BACKGROUND TO THE STUDY
Monetary policy plays a crucial role in shaping the financial system of any economy. In Nigeria, the Central Bank of Nigeria (CBN) is responsible for formulating and implementing monetary policy. The CBN's monetary policy is a crucial tool used by central banks to regulate the money supply, interest rates, and inflation in an economy. The CBN's monetary policy have significant effects on the Nigerian financial system, including interest rates, inflation, and economic growth (CBN, 2020). 
According to the International Monetary Fund (IMF) (2020), monetary policy is a critical tool for promoting economic stability and growth. Nigeria's economy has experienced significant set- back in recent years, including high inflation, currency fluctuations, and slow economic growth. The COVID-19 pandemic has further exacerbated these challenges, highlighting the need for effective monetary policy to stabilize the economy. In Nigeria, the CBN has used monetary policy to manage inflation, stabilize the exchange rate, and promote economic growth (IMF, 2020).
Recent studies have highlighted the importance of monetary policy in Nigeria. For example, a study by Oladimeji and Olowe (2022) found that monetary policy has a significant impact on economic growth in Nigeria. Another study by Adekunle and Akinlo (2022) found that monetary policy is effective in managing inflation in Nigeria.
In conclusion, the Nigerian financial system has undergone significant changes in recent years, but it remains characterized by a number of challenges, including a high level of financial exclusion, a lack of access to credit, and a limited range of financial products. The CBN has implemented various initiatives aimed at promoting financial inclusion and deepening the financial system, but the effectiveness of these initiatives has been limited by a number of factors, including a lack of fiscal discipline, a high level of inflation, and a limited range of monetary policy tools.
Despite the importance of monetary policy in promoting financial stability and supporting economic growth, there is a lack of research on the impact of monetary policy on the Nigerian financial system. Most of the existing research on monetary policy in Nigeria has focused on its impact on inflation, exchange rates, and economic growth, but there is a need for more research on its impact on the financial system as a whole.
This study aims to fill this research gap by investigating the roles of monetary policy and its effects on the Nigerian financial system, using the Central Bank of Nigeria, Ilorin as a case study. The study will examine the impact of monetary policy on financial inclusion, access to credit, and the stability of the financial system.
1.2 	STATEMENT OF THE PROBLEM 
Despite the importance of monetary policy in stabilizing the economy, Nigeria has continued to experience significant economic challenges, including high inflation, currency fluctuations, and slow economic growth (CBN, 2020). The COVID-19 pandemic has accelerated economic difficulties, emphasis the critical role of effective monetary policy in achieving economic stabilization (IMF, 2020).
Recent studies have highlighted the limitations of monetary policy in Nigeria. For example, a study by Adekunle and Akinlo (2022) found that monetary policy has a limited impact on economic growth in Nigeria. Another study by Oladimeji and Olowe (2022) found that monetary policy is ineffective in managing inflation in Nigeria.
Furthermore, the Central Bank of Nigeria (CBN) has faced challenges in implementing effective monetary policy, including a lack of effective communication, inadequate data, and limited policy tools (CBN, 2020).
1.3 	RESEARCH QUESTIONS
The following research questions have been formulated to guide this study
i.  How does monetary policy influence economic growth in Nigeria?
ii.  What are the challenges faced by the Central Bank of Nigeria (CBN), Ilorin branch, in implementing effective monetary policy in Nigeria?
iii. What is the relationship between monetary policy and financial stability in Nigeria?
1.4 	OBJECTIVES OF THE STUDY	
The main objective of this study was to understand the roles of monetary policy in Nigeria financial system.
However, the research is characterized by the following objectives. 
i.  To assess the influence of monetary policy on economic growth in Nigeria.
ii. To identify the challenges faced by the Central Bank of Nigeria (CBN), Ilorin branch, in implementing effective monetary policy in Nigeria.
iii. To examine the relationship of monetary policy and financial stability in Nigerian.
1.5 	RESEACH HYPOTHESIS
H0: Monetary policy has no significant effect on Nigeria financial system.
H1: Monetary policy has a significant influence on Nigeria financial system.
1.6 	SCOPE OF THE STUDY
The scope of this study is focused on examining the role of monetary policy and its effects on Nigeria's financial system, using the Central Bank of Nigeria (CBN) as a case study.
However, the research was limited to central bank of Nigeria (CBN) Ilorin branch, due to the schedule of researcher. 
1.7 	SIGNIFICANT IF THE STUDY
This study is significant because it will contribute to the existing literature on monetary policy and its effects on the financial system. The findings of this study will provide insights into the effectiveness of monetary policy in Nigeria and inform policymakers and stakeholders on the need to review and adjust monetary policy instruments to achieve desired economic outcomes. The study also will provide policymakers and stakeholders with valuable information on the effectiveness of monetary policy instruments in achieving desired economic outcomes. This will inform the need to review and adjust monetary policy instruments to achieve better outcomes.

1.8 	LIMITATION OF THE STUDY
This study is limited to the central bank of Nigeria, Ilorin branch and may not be generalizable to other branches or financial institution in Nigeria. It is also limited to a specific time frame, which may affect capturing the full effects of monetary policy on the financial system. It is further limited by the availability and qualify of data (information) which may affect the accuracy of findings. It is also limited by the research design and methodology used, which may not captured the complexity of the relationship between monetary policy and the financial system.

1.9 	DEFINITION OF KEY TERM
· Monetary Policy: Refers to the actions of a central bank, such as the Central Bank of Nigeria (CBN), to control the money supply, interest rates, and inflation in an economy (CBN, 2020).
· Central Bank of Nigeria (CBN): The apex bank in Nigeria responsible for formulating and implementing monetary policy (CBN, 2020).
· Financial System: Refers to the network of institutions, markets, and instruments that facilitate the flow of funds in an economy (IMF, 2020).
· Interest Rates: The cost of borrowing money, expressed as a percentage of the principal amount (Adekunle & Akinlo, 2022).
· Inflation: A sustained increase in the general price level of goods and services in an economy (Oladimeji & Olowe, 2022).
· Economic Growth: An increase in the production of goods and services in an economy over a period of time (IMF, 2020).
· International Monetary Fund (IMF): This is an international organization that aims to promote global economic stability secure financial stability, facilitate international trade, promote high employment and sustainable economic growth and reduce poverty around the world.

CHAPTER TWO
 2.0	LITERATURE REVIEW
 2.1	INTRODUCTION 
This chapter provides a comprehensive review of the literature on monetary policy and its effects on the financial system. The chapter begins by providing a conceptual framework for understanding the key concepts and issues related to the study. It then reviews the theoretical and empirical literature on the impact of monetary policy on economic growth, inflation, and financial stability. Finally, the chapter concludes by highlighting the gaps in the existing literature and the contribution of this study to the field.
2.2 	THE CONCEPTUAL FRAMEWORK
2 .2 .1 MONETARY POLICY 
Monetary policy as the deliberate use of monetary instruments by the central bank to achieve specific macroeconomic objectives, such as price stability, economic growth, and full employment, (Adebayo ,2022). Monetary policy is the actions taken by the central bank to regulate the money supply, interest rates, and inflation, with the ultimate goal of promoting economic growth and stability, (Ogbonna 2022).
 	Monetary policy is the use of monetary instruments by the central bank to achieve their main objectives, such as price stability and full employment to maintain financial stability,(Alade and Ogebe 2022)
Monetary policy refers to the actions of a central bank, such as the Central Bank of Nigeria (CBN), to control the money supply, interest rates, and inflation in an economy (CBN, 2020). Monetary policy tools include open market operations, reserve requirements, and interest rates.
According to Central Bank of Nigeria CBN ( 2020), stated that the monetary policy adopted in Nigeria has four broad objectives.
i. Price Stability: Maintaining a low and stable inflation rate to promote economic growth and stability.
ii. Full Employment: Achieving full employment and reducing unemployment to ensure that all available resources are utilized effectively.
iii. Economic Growth: Promoting economic growth and development by influencing the overall level of economic activity.
iv. Exchange Rate Stability: Maintaining a stable exchange rate to promote international trade and investment.
2 .2 .2 FINANCIAL SYSTEM 
The financial system refers to the network of institutions, markets, and instruments that facilitate the flow of funds in an economy (IMF, 2020). The financial system plays a critical role in facilitating economic growth and development. The Central Bank of Nigeria (CBN), defines the financial system as a network of institutions, markets, and instruments that foster the flow of money and capital in the economy, (CBN,2020). Financial system can be defined as a set of markets and institutions that help facilitate the flow of funds from savers to investors, thereby enabling households and firms to smooth consumption and invest in productive activities, ( Mishkin, 2020)


2.2.1.1 INTEREST RATE 
  	Interest rate is the amount a lender charges a borrower, expressed as a percentage of the principal amount. This definition highlights the core concept of interest rates as a cost of borrowing, (Hamdin Ahmed Alafif 2020)
In the context of economics, interest rates are determined by the supply and demand for funds. The loanable funds theory, as discussed by Alafif (2020), states that interest rates will be determined by the supply and demand for funds. If people save more, there will be more funds for investment, reducing interest rates.
2.2.1.2 INFLATION 
  	Inflation is a general increase in prices and money supply, often associated with an increase in the money supply or a decrease in the value of money,(Classical Economists 2022). Another definition by Keynesian Economists (2020) define inflation as a sustained increase in the general price level of goods and services in an economy over a period of time, often caused by an increase in aggregate demand or a decrease in aggregate supply.
2.2.1.3 MONEY SUPPLY 
Classical Economists (2022) view money supply as the total amount of money in circulation, including cash, coins, and bank deposits. Another definition from Neoclassical Economists define money supply as a broader concept, including not only cash and coins but also checking and savings accounts, as well as other liquid assets . According to Monetarists emphasize the role of the money supply in determining economic activity, arguing that the money supply should be controlled to prevent inflation and promote economic growth. 
There are several measures of money supply, including:
i.  M0: The total amount of physical currency in circulation.
ii. M1: The total amount of M0 plus demand deposits and other checkable deposits.
iii. M2: The total amount of M1 plus small-denomination time deposits and retail money market mutual fund shares.
iv. M3: The total amount of M2 plus large-denomination time deposits and institutional money market mutual fund balances.
2.2.2.1 ECONOMIC GROWTH 
Economic growth refers to an increase in the production of goods and services in an economy over a period of time (IMF, 2020). Economic growth is influenced by a range of factors, including monetary policy, fiscal policy, and external shocks.
2.3 	THEORETICAL FRAMEWORK
The theoretical framework for analyzing the roles of monetary policy and its effect on Nigeria financial system can be based on several Economic theories.
2.3.1 	MONETARY POLICY TRANSMISSION MECHANISM
This framework describes how monetary policy decisions affect the overall economy. It involves the central bank using tools like interest rates and reserve requirements to influence the money supply and credit conditions (Mishkin, 2020). The CBN uses monetary policy tools like interest rates, reserve requirements, and open market operations to achieve its objectives (CBN, 2020). 


2.3.2 	IS-LM MODEL
The IS-LM model is a macroeconomic model that describes the relationship between interest rates and the overall level of economic activity. It was developed by John Hicks in 1937, based on the work of John Maynard Keynes in 1936. The IS-LM model is a graphical representation of the interaction between two markets:
i. Goods Market (IS Curve): The IS curve represents the equilibrium points between the level of interest rates and the level of economic activity (measured by GDP or income). The IS curve slopes downward, indicating that as interest rates rise, economic activity decreases.
ii. Money Market (LM Curve): The LM curve represents the equilibrium points between the level of interest rates and the money supply. The LM curve slopes upward, indicating that as interest rates rise, the demand for money decreases.
2.3.3 	QUANTITY THEORY OF MONEY 
This theory state that the general price level is determined by the money supply. Monetary policy can influence inflation by controlling the money supply. The Quantity Theory of Money (QTM) is a fundamental concept in economics that describes the relationship between the money suppl, price and Economic activity (Friedman, 2022).
Key Components of Quantity Theory of Money (QTM)
i. Money Supply (M): The total amount of money circulating in the economy.
ii. Velocity of Money (V): The rate at which money is spent and respent in the economy.
iii. Price Level (P): The average price of goods and services in the economy.
iv. Real Output (Y): The total value of goods and services produced in the economy.
The Quantity Theory of Money (QTM) Equation:
MV = PY
Where:
- M = Money Supply
- V = Velocity of Money
- P = Price Level
- Y = Real Output
2.4 	EMPIRICAL REVIEW
This section reviews the empirical literature on the relationship between monetary policy and economic growth, inflation, and financial stability. The review focuses on the methodologies used, research questions and hypotheses, variables and their measurement, and research techniques adopted. Several empirical studies have examined the relationship between monetary policy and economic growth. For example, a study by Adekunle and Akinlo (2022) used a vector autoregression (VAR) model to examine the effect of monetary policy on economic growth in Nigeria. The study found that expansionary monetary policy has a positive impact on economic growth. Another study by Oladimeji and Olowe (2022) used a dynamic stochastic general equilibrium (DSGE) model to examine the impact of monetary policy on economic growth in Nigeria. The study found that monetary policy has a significant impact on economic growth, but the impact is short-lived. Empirical studies also, found that monetary policy has a significant impact on inflation. For example, a study by Adelegan and Adeoti (2022) found that expansionary monetary policy increases inflation in Nigeria. Another study by Olowe and Oladimeji (2022) found that monetary policy has a positive impact on inflation in Nigeria.
Several empirical studies have examined the relationship between monetary policy and financial stability. For example, a study by Adekunle and Akinlo (2022) used a dynamic conditional correlation (DCC) model to examine the impact of monetary policy on financial stability in Nigeria. The study found that expansionary monetary policy has a positive impact on financial stability. Another study by Oladimeji and Olowe (2022) used a Bayesian vector autoregression (BVAR) model to examine the impact of monetary policy on financial stability in Nigeria. The study found that monetary policy has a significant impact on financial stability, but the impact is short-lived.
While the existing literature provides valuable insights into the impact of monetary policy on economic growth, inflation, and financial stability, there are several limitations. Firstly, most of the existing studies focus on the short-term impact of monetary policy, while neglecting the long-term effects. Secondly, the existing studies do not provide a comprehensive analysis of the impact of monetary policy on the financial system as a whole. Finally, the existing studies do not provide a detailed analysis of the challenges faced by the Central Bank of Nigeria (CBN) in implementing effective monetary policy.
The empirical studies reviewed above used various methodologies, including VAR, DSGE, GARCH, VECM, DCC, and BVAR models. The studies also used different data frequencies, including quarterly and annual data. The studies found that monetary policy has a significant impact on economic growth, inflation, and financial stability, but the impact is often short-lived.


2.4.1 	RESEARCH GAPS
The empirical studies reviewed above identified several research gaps. Firstly, most of the studies focused on the short-term impact of monetary policy, while neglecting the long-term effects. Secondly, Comprehensive financial system analysis the existing research lacks a thorough examination of monetary policy's effects on the entire financial system. Finally, the studies fail to provide an in-depth analysis of the obstacles faced by the Central Bank of Nigeria (CBN) in effectively implementing monetary policy.

CHAPTER THREE
METHODOLOGY
3.1	PREAMBLE 
This chapter outlines the methodology used in this study to investigate the impact of monetary policy on the Nigerian financial system. The chapter discusses the research design, population of the study, sample size and sampling technique, sources and method of data collection, and instrument for data collection.
3.2 	RESEARCH DESIGN
This study employs a quantitative research design, specifically an ex-post facto research design. This design is chosen because it allows the researcher to examine the impact of monetary policy on the Nigerian financial system over a specific period of time. The ex-post facto design also enables the researcher to analyze data that has already been collected, reducing the need for primary data collection.
3.3 	POPULATION OF THE STUDY
The population of this study consists of 30 financial institutions in Nigeria, including the Central Bank of Nigeria (CBN) which is the apex bank in Nigeria and is responsible for formulating and implementing monetary policy. The population also include, commercial banks, and other financial institution.
3 .4 	SAMPLE AND SAMPLING TECHNIQUES 
The sample size for this study consists of 30 financial institutions in Nigeria, including 20 commercial banks and 10 other financial institutions. The sampling technique used is a stratified random sampling technique, which ensures that the sample is representative of the population. This technique involves dividing the population into subgroups or strata based on relevant characteristics, and then selecting a random sample from each stratum.
3.5 	SOURCES AND METHOD OF DATA COLLECTION 
The data for this study is collected from secondary sources, including the Central Bank of Nigeria (CBN) statistical bulletin, National Bureau of Statistics (NBS) Data that Provided data on macroeconomic indicators, such as GDP growth rate, inflation rate, and unemployment rate and other relevant publications. 
 3.6  	INSTRUMENT FOR DATA COLLECTION 
The instrument for data collection is a data collection sheet, which is used to extract relevant data from the secondary sources. The data collection sheet is designed to capture data on the following variables:- Monetary policy variables, including interest rates, money supply, and credit to the private sector- Financial system variables, including bank credit, stock market capitalization, and financial sector development. Macroeconomic variables, including GDP growth rate, inflation, and unemployment rate
3.7 	DATA ANALYSIS TECHNIQUE
The data collected for this study is analyzed using descriptive statistics and inferential statistics. Descriptive statistics, including means, standard deviations, and correlations, are used to summarize the data and provide an overview of the variables. Inferential statistics, including regression analysis and time series analysis, are used to test the hypotheses and answer the research questions.

CHAPTER FOUR
ANALYSIS AND DISCUSSION
4.1 	INTRODUCTION
This chapter presents the analysis and discussion of the data collected for this study. The chapter is divided into six sections: respondents' characteristics and classifications, presentation and analysis of data according to research questions, analysis of other data, test of hypotheses, and summary of findings.
4.2 	RESPONDENTS' CHARACTERISTICS AND CLASSIFICATIONS
The study surveyed 30 financial institutions in Nigeria, including commercial banks and other financial institutions. The respondents were primarily made up of employees in the monetary policy department, financial analysis department, and management staff.
TABLE 1: RESPONDENTS' CHARACTERISTICS
	Institution Type
	Frequency
	Percentage

	Commercial Banks
	20
	66.7%

	Other Financial Institutions
	10
	33.3%

	Total
	30
	100%


Source: Research Survey, 2025




TABLE 2: JOB TITLE OF RESPONDENTS
	JOB TITLE
	FREQUENCY
	PERCENTAGE

	Management Staff
	12
	40%

	Financial Analysts
	9
	30%

	Other Roles
	9
	30%

	Total
	30
	100%


Source: Research Survey, 2025

TABLE 3: YEARS OF EXPERIENCE OF RESPONDENTS
	YEARS OF EXPERIENCE
	FREQUENCY
	PERCENTAGE

	More than 5 years
	15
	50%

	2-5 years
	9
	30%

	Less than 2 years
	6
	20%

	Total
	30
	100%


Source: Research Survey, 2025
4.3 	PRESENTATION AND ANALYSIS OF DATA ACCORDING TO RESEARCH QUESTIONS
The study used a questionnaire to collect data on the respondents' perceptions of the impact of monetary policy on the Nigerian financial system. The data is presented below according to the research questions:
 Research Question 1: How does monetary policy influence economic growth in Nigeria?
TABLE 4: IMPACT OF MONETARY POLICY ON ECONOMIC GROWTH
	RESPONSE
	FREQUENCY
	PERCENTAGE

	Agree
	24
	80%

	Disagree
	4
	13.3%

	Neutral
	2
	6.7%

	Total
	30
	100%


Source: Research Survey, 2025
- Research Question 2: What are the challenges faced by the Central Bank of Nigeria (CBN) in implementing effective monetary policy?
TABLE 5: CHALLENGES FACED BY CBN IN IMPLEMENTING MONETARY POLICY
	CHALLENGE
	FREQUENCY
	PERCENTAGE

	Lack of Effective Communication
	21
	70%

	Inadequate Data
	18
	60%

	Limited Policy Tools
	15
	50%


Source: Research Survey, 2025
Research Question 3: What is the relationship between monetary policy and financial stability in Nigeria?


TABLE 6: RELATIONSHIP BETWEEN MONETARY POLICY AND FINANCIAL STABILITY
	RESPONSE
	FREQUENCY
	PERCENTAGE

	Agree
	25
	83.3%

	Disagree
	3
	10%

	Neutral
	2
	6.7%

	Total
	30
	100%


Source: Research Survey, 2025
4.4 	ANALYSIS OF OTHER DATA
The study also collected data on the respondents' perceptions of the impact of monetary policy on inflation and interest rates.
TABLE 7: IMPACT OF MONETARY POLICY ON INFLATION AND INTEREST RATES
	Variable
	Agree
	Disagree
	Neutral

	Inflation
	22 (73.3%)
	5 (16.7%)
	3 (10%)

	Interest Rates
	24 (80%)
	4 (13.3%)
	2 (6.7%)


Source: Research Survey, 2025
4.5 	TEST OF HYPOTHESES/ANSWERS TO RESEARCH QUESTIONS
The study tested the following hypotheses:
- H0: Monetary policy has no significant effect on Nigeria's financial system.
    - The results of the study rejected the null hypothesis, indicating that monetary policy has a significant impact on the Nigerian financial system.
- H1: Monetary policy has a significant influence on Nigeria's financial system.
    - The results of the study supported the alternative hypothesis, indicating that monetary policy has a significant impact on the Nigerian financial system.
4.6 	SUMMARY OF FINDINGS
The study found that:
- Monetary policy has a significant impact on economic growth, financial stability, inflation, and interest rates in Nigeria.
- The Central Bank of Nigeria (CBN) faces challenges in implementing effective monetary policy, including lack of effective communication.

CHAPTER FIVE
SUMMARY, CONCLUSION, AND RECOMMENDATIONS
5.1 	SUMMARY OF THE STUDY
This study examined the impact of monetary policy on the Nigerian financial system. The study's major findings are summarized below:
- The study found that monetary policy has a significant impact on economic growth in Nigeria. This finding is based on the responses of 80% of the study's participants, who agreed that monetary policy influences economic growth.
- The study also found that the Central Bank of Nigeria (CBN) faces challenges in implementing effective monetary policy, including lack of effective communication, inadequate data, and limited policy tools.
- Furthermore, the study found that monetary policy has a significant impact on financial stability in Nigeria. This finding is based on the responses of 83.3% of the study's participants, who agreed that monetary policy influences financial stability.
- Additionally, the study found that monetary policy has a significant impact on inflation and interest rates in Nigeria.

5.2 	CONCLUSIONS
Based on the study's findings, the following conclusions are drawn:
- Monetary policy is a crucial tool for promoting economic growth in Nigeria. The study's finding that monetary policy has a significant impact on economic growth suggests that the CBN should prioritize effective monetary policy to promote economic growth.
- The CBN needs to address the challenges facing effective monetary policy implementation. The study's finding that the CBN faces challenges in implementing effective monetary policy suggests that the CBN should take steps to address these challenges, including improving communication, enhancing data collection, and expanding policy tools.
- Monetary policy plays a key role in maintaining financial stability in Nigeria. The study's finding that monetary policy has a significant impact on financial stability suggests that the CBN should prioritize financial stability when making monetary policy decisions.
- Monetary policy has significant implications for inflation and interest rates in Nigeria. The study's finding that monetary policy has a significant impact on inflation and interest rates suggests that the CBN should carefully consider the potential implications of its monetary policy decisions on these variables.

 5.3 RECOMMENDATIONS
Based on the study's conclusions, the following recommendations are made:
- The CBN should prioritize effective monetary policy to promote economic growth. This can be achieved by setting clear economic growth targets and using monetary policy tools to achieve these targets.
- The CBN should take steps to address the challenges facing effective monetary policy implementation. This can be achieved by improving communication, enhancing data collection, and expanding policy tools.
- The CBN should prioritize financial stability when making monetary policy decisions. This can be achieved by closely monitoring financial stability indicators and adjusting monetary policy accordingly.
- The CBN should carefully consider the potential implications of its monetary policy decisions on inflation and interest rates. This can be achieved by closely monitoring inflation and interest rates and adjusting monetary policy accordingly.
5.4 	FRONTIERS FOR FURTHER RESEARCH
The study suggests several areas for further research, including:
- The impact of monetary policy on other macroeconomic variables in Nigeria, such as employment and exchange rates.
- The effectiveness of different monetary policy tools in achieving economic growth and financial stability in Nigeria.
- The role of other factors, such as fiscal policy and institutional quality, in influencing the impact of monetary policy on the Nigerian financial system.
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