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Introduction 

The monetary policy instruments employed by the Central Bank of Nigeria 

since its existence have no doubt created some structural changes in the 

economy. These changes continued to increase the volume and complexity 

of Central Bank operations. Developments concomitant to these structural 

changes also continued to pose serious challenges for policy design and 

implementation. Following the continued upsurge in the number and 

complexities of activities of banking institutions, banking supervision 

activities stepped up and new guideline were introduced on capital 

adequacy, early recognition and provision for loan losses as well as on 

standardised and accounting policies and reporting practices. The reform 

of the financial system undertaken by the CBN has proved beneficial to the 

economy; some outstanding problems of the system are of serious concern 

to the monetary authorities. The financial weaknesses of some banks, the 

underdevelopment of the financial system in terms of the depth and 

breadth of the money and capital market, as well as adverse impact on 

competition among banks, leakage between financial markets of the 

surplus sectors by the financial intermediaries to the deficit sector, high 

market interest rates which have constrained investment, low growth of 

output and decrease in the amount of finance required by corporate 

organisations and the managerial structure.  

According to the Ben Horim (2000) that financial management involves a 

wide range of functions in business organisation. To him, financial 
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management must provide answers to the following questions; How, 

where and when is money for investment to be raised, i.e. the financial 

decision, what investments, short and long-term are worth making i.e. the 

investment decision and what should be done with firm’s profit i.e. the 

dividend decision. These questions can be answered effectively only after 

analysing substantial amount of updated information, both internal and 

external to the firm. Consequently, the daily duties of the firm’s financial 

managers are numerous. They include generating financial forecasts, 

assessing the effect of short and long-term fund raising in the capital 

market, evaluating the potential effect of investment proposals on the 

wealth of the firm’s stockholders, analysing leasing opportunities, 

evaluating pricing policies and their effects on the firm sales and profits, 

analysing potential mergers and acquisitions and in some cases analysing 

international business opportunities. 

In the light of the situation, the major problem area is on the magnitude of 

how monetary policy measure have helped or hindered corporate 

organisations procure finance in their investment decision as to influence 

the level of aggregate demand, income, and full employment, and whether 

these policy instruments primarily encourage the banking system into 

satisfying the monetary demands of the corporations. 

It is against this background that this research is undertaken. The basic 

questions raised by the study are: 

To what extent have monetary policy instruments succeeded in managing 

macroeconomic stability? How do interest rate, money supply, corporate 

reserve, and inflation affect corporate finance in Nigeria? What are the 

appropriate policies employed to improve corporate finances? 

To answer these questions, this work seeks to examine Nigeria monetary 

policy operations with special emphasis on its effect on corporate finance 

in Nigeria from 1980 to 2009. 
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Review of Selected Cooperate Fine Theories  

The three main areas of corporate finance theory are the financing or the 

capital structure of the firm, its optimal governance structure, which 

constitutes the field of corporate governance, and the valuation of the firm. 

The foundation of the modern theory of corporate finance was laid by 

Modigliani and Miller (1958) in their ‘’capital structure irrelevance” 

hypothesis. An important development in corporate finance theory was 

the recognition in the 1970s that, in contrast to the Modigliani-Miller 

assumptions, financial markets and corporate financing decisions are 

characterised by agency costs and asymmetric information. Agency costs 

arise because of conflicts of interest between various groups of 

stakeholders, such as management, debt-holders and shareholders, and 

affect the capital structure of the firm. In corporate finance theories based 

on agency costs, the capital structure of a firm is seen as a kind of contract 

that can reconcile different incentives, or solve principal-agent problems 

that exist between the firm’s shareholders or principals and managers or 

agents.  

Asymmetric information refers to differences in knowledge between two 

parties – for example borrowers and lenders – that result in one having an 

information advantage over the other, causing significant problems such 

as adverse selection and moral hazard. In general, these information 

asymmetries may influence the financing decisions of non-financial 

corporations and thus their capital structure. The concepts of agency costs 

and asymmetric information have increasingly dominated corporate 

finance theory, and have become fundamental aspects of the daily 

financial decision-making of non-financial corporations as well.  

Subsequently, based on these new insights, a large body of different 

theories on corporate financing decisions has been developed. They are: 

  

 Pecking Order Theory 

 Corporate finance postulate that the cost of financing increases with 

asymmetric information. Financing comes from three sources, internal 
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funds, debt and new equity. Companies prioritize their sources of 

financing, first preferring internal financing, and then debt, lastly raising 

equity as a last resort. Hence internal financing is used first, when that is 

depleted, then debt is issued, and when it is no longer sensible to issue any 

more debt, equity issued. This theory maintains that businesses adhere to 

hierarchy of financing sources and prefer internal financing when 

available, and debt is preferred over equity if external financing is 

required. Thus the form of debt firms choose can act as a signal of its need 

for external finance. 

Myers and Majluf (2008), argues that equity is a less preferred mean to 

raise capital because when mangers issue new equity, investors believe 

that managers think that the firm is overvalued and managers are taking 

advantage of this over-valuation. As a result, investors will place a lower 

value to the new equity issuance. 

Pecking order theory starts with asymmetric information as managers 

know more about their company’s prospects, risks and value than outside 

investors. Asymmetric information affects the choice between internal and 

external financing and between the issue of debt or equity. There therefore, 

exist pecking orders for the financing of new projects. Asymmetric 

information favours the issue of debt over equity as the issue of debt 

signals the board confidence that an investment is profitable stock price 

over-valued. The issue of equity would signal a lack of confidence in the 

board and that they feel the share price is over-valued. An issue of equity 

would therefore lead to a drop in share price. This does not however apply 

to high-tech industries where the issue of equity is preferable due to the 

high cost of debt issue as assets are intangible. The pecking-order theory 

contends that there is an implicit ranking of the sources of corporate 

finance – with a first preference for internal financing, the cheapest form 

of finance, followed by debt financing. 
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Marketing Timing Hypothesis Theory 

Is a theory of how firms and corporations in the economy decide whether 

to finance their investment with equity or with debt instruments. It is one 

of many such corporate finance theories, and is often contrasted with the 

pecking order theory and trade off. The idea that firms pay attention to 

market conditions in an attempt to time the market is a very old 

hypothesis. 

Baker and Wurgler (2002), claim that market timing is the first order 

determinant of a corporation’s capital structure use of debt and equity. In 

other word, firms do not generally care whether they finance with debt or 

equity; they just choose the form if financing which, at that point in time, 

seems to be more valued financial markets. Market timing is sometimes 

classified as part of the behavioural finance literature, because it does not 

explain why there would be any asset mis-pricing, or why firms would be 

better able to tell when there was mis-pricing than financial markets. 

Rather it just assumes these mis-pricing exist, and describe the behaviour 

of firms under the even stronger assumption that firm can detect this mis-

pricing better than market. However any theory with time varying cost 

and benefits is likely to generate time varying corporate issuing decision. 

This is true whether decision makers are behavioural or rational.  

Baker and Wurgler (2002), shows that an index of financing that reflects 

how much of the financing was done during hot equity periods and how 

much during hot debt periods is a good indicator of firm leverage over 

long periods.  

 

Bankruptcy Cost of Debt Theory 

Within the theory of corporate finance bankruptcy costs of debt are the 

increased cost of financing with debt instead of equity that  result from a 

higher probability of bankruptcy, the fact that bankruptcy is generally a 

costly process in itself and not only a transfer  of ownership implies that 

these costs negatively affect the total value of the firms. These costs can be 

thought of as a financial cost, in the sense that the cost of financing 
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increases because the probability of bankruptcy increases. One way to 

understand this is to realize that when a firm goes bankrupt investors 

holding its debt are likely to lose part or all of their investment, and 

therefore investors require a higher rate of return when investing in bonds 

of a firm that can easily go bankrupt. This implies that an increase in debt 

which ends up increasing a firm’s bankruptcy probability causes an 

increase in these bankruptcy costs of debt. 

Optimal Capital Structure this is the long – term-debt to equity ratio that 

will minimize the cost of capital i.e the cost of financing the company’s 

operations. 

Other theory includes Optimal capital structure and trade-off theories, 

which focuses on specific debt-equity ratio targets, signalling models of 

information asymmetries between insiders and outsiders and equity 

financing and free cash flow theory. The trade-off theory allows 

bankruptcy cost exist. It has an advantage to financing with debt and that 

there is cost of financing with debt and financial distress costs of cost. The 

marginal benefit of further increases in debt declines as debt increases, 

while the marginal cost increases, so that a firm that is optimizing its 

overall value will focus on this trade-off when choosing how much debt 

and equity to use for financing. 

 The empirical investigations of these theories, which are still ongoing in 

different ways and formats, have yielded a considerable amount of 

evidence on how financing practices in the corporate sector worldwide 

affect the day-to-day functioning of the economy.  These developments in 

the theory and empirics of corporate finance have been tremendously 

important for stakeholders, as they offered valuable insights into 

developments in the financing of the corporate sector and their 

significance for monetary policy analysis.  
 

 

 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         249 

 Data Presentation of Statistical Analysis of Monetary Policy and 

Equity Capital on Corporate Finance in Nigeria from 1980 to 2009 

 

Table 4.1.1 Trends in the Growth of Corporate Finance, Interest rate, 

Money Supply, Corporate Reserve and Inflation in Nigeria, 1980 to 

2009. 

Year 

Corporate 

Finance 

(N'm) 

Interest 

Rate 

(%) 

Money 

Supply 

Corporate 

Reserve 

(N'm) 

Inflation 

Rate (%) 

1980 5.00 9.50 15,100.00 16,295.40 9.90 

1981 5.00 10.00 16,161.70 18,220.60 20.90 

1982 5.00 11.75 18,093.60 17,145.80 7.70 

1983 5.70 11.50 20,879.10 13,335.30 23.20 

1984 5.50 13.00 23,370.00 91,149.80 39.60 

1985 6.60 11.75 26,277.60 81,799.50 5.50 

1986 6.80 12.00 27,389.80 11,351.50 5.40 

1987 8.20 19.20 33,667.40 15,228.60 10.20 

1988 10.00 17.20 45,446.90 17,562.20 38.30 

1989 12.80 24.60 47,055.00 26,825.50 40.90 

1990 16.30 27.70 64,932.70 30,626.80 7.50 

1991 23.10 20.80 86,152.50 35,423.90 13.00 

1992 31.20 31.20 128,283.70 58,640.30 44.50 

1993 47.50 18.32 192,458.60 80,948.10 57.20 

1994 66.30 21.00 267,759.80 85,221.90 57.00 

1995 180.40 20.79 312,545.80 114,476.30 72.80 

1996 285.80 20.86 375,389.90 172,105.70 29.30 

1997 281.90 23.32 431,191.50 205,553.20 8.50 

1998 262.60 21.34 531,513.40 192,984.40 10.00 

1999 300.00 27.19 699,733.70 175,725.80 6.60 

2000 472.30 21.55 1,036,079.50 268,894.50 6.90 

2001 662.50 21.35 1,315,369.90 371,897.90 18.90 
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2002 764.90 29.70 1,599,494.60 436,114.90 12.90 

2003 1,359.30 22.47 1,985,191.80 429,230.00 14.00 

2004 2,112.50 20.62 2,263,587.90 456,970.00 15.00 

2005 1,900.10 19.50 2,626,455.10 522,185.10 15.00 

2006 5,121.00 20.10 4,027,911.70 618,112.00 17.90 

2007 13,294.60 19.60 5,809,826.50 689,521.60 21.60 

2008 9,563.00 22.40 9,166,835.30 755,432.80 22.00 

2009 7,030.80 22.80 10,767,377.80 827,817.30 25.80 

Source: CBN Statistical Bulletin, 2005. 15(12),13-18.2009 20(5)12-17. 

CBN Annual Report and financial Statement various years 

From table 4.1.1 above Corporate Finance grew with increase in Interest 

rate, Money supply, corporate reserve and Inflation. Between 1980 and 

1984 there was a relative increase in the volume of corporate finance, from 

N5.00m in1980 to N5.50m in 1984. It fluctuates from N6.60m in 1985 to 

N8.20m in 1987. It continues to rise from N10.0m in 1988 to N285.80m in 

1996. It fell slightly to N281.90m in1997 and N262.60 in 1998. Between 1999 

to 2004, it rose rapidly from N300.00m and N2, 112,50m respectively and 

fell to N1, 900.10m in 2005; it later dropped to N5, 121.00m in 2006 and rose 

to N13, 294.6000m in 2007 and dropped to N9, 563.00m and N7, 030.80m 

in 2008 and 2009 respectively. 

From 1980 to 1990 the rate of interest grew from 9.50% to 27.70% and 

dropped to 20.80% in 1991, but was increased to 31.20% in 1992. Between 

1993to2001, the rate was stable at 18.32% to 21.35%, but rose to 29.70% in 

2002. It later dropped to 22.47% in 2003, 20.62% in 2004, 19.50% in 2005 and 

continued fluctuate until it reached 22.80% in 2009. 

Money supply also grew from N15, 100.00m in 1980 to N64, 932.70m in 

1990 and continued to rise as it grew from N86, 152.50m in 1991 to N1, 

315,369.90m in 2001. It has rose from N1, 599,494.60m in 2002 to N10, 

767,377.80m in 2009. 
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Corporate reserve recorded N16295.40m in 1980. From 1981 to 1985 the 

value of corporate reserve grew from N18, 220.60m to N81, 799.50m but 

dropped to 

N11, 351.50m in 1986. Between 1987 to 2002, corporate reserve continues 

to rise as it grew rapidly from N15, 228.60m and N436, 114.90m 

respectively and later dropped slightly to N429, 230.00m in 2003. However 

it rose from N456, 970.00m in 2004 to N827, 817.30m in 2009. 

Inflation   recorded 9.90% in 1980, rose to 20.1 % in 1981, and dropped to 

7.70% in 1982. Inflation grew to 23.5% in 1983, 39.6% in 1984, and dropped 

to 5.50% in 1985 and 1986. It rose to 10.20% from 1987 to 40.90% in1989, 

drops to 7.50% in 1990.the rate of Inflation fluctuates from 13.0% in 1991, 

44.50% in 1992, 57.20% in 1993, 57.00% in 1994, and 72.80% in 1995. 

Between 1996 to 2009, it fluctuates from 29.30% and 25.80%. 

This revealed that Monetary Policy was both expansionary and 

contractionary in the period under review. Corporate finance also moved 

up and down due to low level  of saving in the economy and financial 

institutions  involved in some financial abnormalities in undertaking  

financial obligations. 

 

Table 4.1.2 Log-log Transformed data Trends in the Growth of Corporate 

Finance, Interest rate, Money Supply, Corporate Reserve and Inflation 

in Nigeria, 1980 to 2009. 

Year 

Corporate 

Finance 

(N'm) 

Interest 

Rate 

(%) 

Money 

Supply 

Corporate 

Reserve 

(N'm) 

Inflation 

Rate (%) 

1980 0.6990 0.9777 4.1790 4.2121 0.9956 

1981 0.6990 1.0000 4.2085 4.2606 1.3201 

1982 0.6990 1.0700 4.2575 4.2342 0.8865 

1983 0.7559 1.0607 4.3197 4.1250 1.3655 

1984 0.7404 1.1139 4.3687 4.9598 1.5977 
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1985 0.8195 1.0700 4.4196 4.9128 0.7404 

1986 0.8325 1.0792 4.4376 4.0551 0.7324 

1987 0.9138 1.2833 4.5272 4.1827 1.0086 

1988 1.0000 1.2355 4.6575 4.2446 1.5832 

1989 1.1072 1.3909 4.6726 4.4285 1.6117 

1990 1.2122 1.4425 4.8125 4.4861 0.8751 

1991 1.3636 1.3181 4.9353 4.5493 1.1139 

1992 1.4942 1.4942 5.1082 4.7682 1.6484 

1993 1.6767 1.2629 5.2843 4.9082 1.7574 

1994 1.8215 1.3222 5.4277 4.9306 1.7559 

1995 2.2562 1.3179 5.4949 5.0587 1.8621 

1996 2.4561 1.3193 5.5745 5.2358 1.4669 

1997 2.4501 1.3677 5.6347 5.3129 0.9294 

1998 2.4193 1.3292 5.7255 5.2855 1.0000 

1999 2.4771 1.4344 5.8449 5.2448 0.8195 

2000 2.6742 1.3334 6.0154 5.4296 0.8388 

2001 2.8212 1.3294 6.1190 5.5704 1.2765 

2002 2.8836 1.4728 6.2040 5.6396 1.1106 

2003 3.1333 1.3516 6.2978 5.6327 1.1461 

2004 3.3248 1.3143 6.3548 5.6599 1.1761 

2005 3.2788 1.2900 6.4194 5.7178 1.1761 

2006 3.7094 1.3032 6.6051 5.7911 1.2529 

2007 4.1237 1.2923 6.7642 5.8385 1.3345 

2008 3.9806 1.3502 6.9622 5.8782 1.3424 

2009 3.8470 1.3579 7.0321 5.9179 1.4116 

 Source: SPSS 150 output 

From table 4.1.2, above shows how Corporate Finance grew with increase 

in Interest rate, Money supply, corporate reserve and Inflation using the 

Log- log format. Between 1980 and 1982 there was a constant growth of 

N0, 6690m in the volume of corporate finance. From the period of 1983 

to1987, it grew slightly to N0, 7559m to N0, 9138m in 1983 to 1987 and 
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continues to grow from N1, 0000m to N1, 8215m from 1988 to 1994. From 

1995 to 2002, it fluctuates from N2, 2562m in 1995 to N2, 8836m in 2002. It 

continues to rise from N3.1333m in 2003 to N4.1237m in 2007. It fell slightly 

to N3, 9803m in 2008 and N3, 8470 in 2009. 

 The rate of interest recorded 0.9777% 1980, from 1981 to 2009, it fluctuate 

and grew slightly from 1.0000% to 1.3579%. 

Money supply fluctuate from  N4,1790m in 1980 to N4,9353m in 1991 and 

continued to rise as it grew from N5,1082m in 1992 to N5,8449m in 1999. It 

has rose from N6, 0154m in 2000 to N6, 9622m in 2008 and grew 

continuously to N7, 0321m in 2009. 

The value of corporate reserves fluctuates from N4, 2121m in 1980 to N4, 

9306m in 1994.  Between 1995 to 2009, it grew continuously from N5, 

0587m to N5, 9179m respectively. 

Inflation   recorded 9.9956% in 1980, rose to 1.3201 % in 1981, and dropped 

to 0.8865% in 1982. Inflation grew to 1.3655% in 1983, 1.5977% in 1984, and 

dropped to 0.7404% in 1985 and 0.7324% in 1986. It rose to 1.0086% 

from1987, 1.5832% in 1988 and 1.6117% in 1989, dropped to 0.8751 7% in 

1990.The rate of Inflation fluctuates from 1.1139% in1991 to 1.4669% in 

1996, fell to 0.9294% in 1997, and rise to 1.0000% in 1998. Fell to 0.8195% in 

1999 and 0.8388% in 2000. However, from 2001 to 2009 the rate of inflation 

rises to 1.2766% to 1.4116%. 
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Regression Result  

This section of the study is centred on analysis of regression result. 

Table 4.2.1: Summary Regression AnalysisResult showing Effect of 

Interest Rate (INTR), Money Supply, Corporate Reserve (CR), and 

Inflation (INFTR) on Corporate Finance (CF). 

 

 

Variables     coefficients   t-cal    t-tab  sig.t    r    r2    f-cal    f-tab   sig.f 

    (0.05, 24)(4,20) 

 
       Constant                126.666     1.305                       0.207      
      INTEREST                7.531      1.459                        0.160 

      MONEY SUP.          10.001      6.796      2.061         0.000      0.968       0.937    74.749         2.87         0.000 

      CORP. RES                0.002       2.390                       0.027 

       INFLATION             0.785      0.514 
         0.613 

 Dependent  Variable: Corporate Finance 

Source:  SPSS 15.0 output  

CF = ao + a1 INTR + a2 MS + a3CR+ a4 INFTR  

CF =      126.666 - 7.53 INTR + 0.001MS – 0.002 CR + 0.785INFTR 

Sig. t = (0.207)       (0.160)        (0.000)      (0.027)          (0.613) 

T-values= (1.305)      (1.459)        (6.796)      (2.390)        (0.514) 

R = 0.968 

R2 = 0.937 

F= statistic = 74.749 

From the results of the regression in the model which established the 

relationship between monetary policy and corporate finance in Nigeria, 

(model 1). The R2 =0.937 this showed that about 93.7% of the variation in 

the dependence variable corporate finance, is explained by the 

independent variable of Money Supply, Interest rate, corporate reserve 
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and  Inflation. The remaining 6.3% may be attributed to variables that are 

not included in the model. The F- statistic of 74.749 is greater than the 

critical value 2.87 at 0.05 level of significance with v1 (k-1) =3 and v2 (N-R) 

=24. This shows that the overall model is statistically significant. Therefore, 

the null hypothesis (Ho1) which states that there is no significant 

relationship between monetary policy and corporate finance in Nigeria is 

rejected. It indicate that a significant relationship exist between monetary 

policy and corporate finance in Nigeria. 

 

Table 4.2.2: Log-log Transformed Regression Analysis SummaryResult 

showing Effect of Interest Rate(INTR), Money Supply (MS), Corporate 

Reserve (CR), and Inflation (INFTR) on Corporate Finance (CF). 

 

       Variables     coefficients   t-cal    t-tab  sig.t    r    r2    f-cal    f-tab   sig.f 

     (0.05,24)           

(4,20) 

 
Constant                4.247              15.154                       

0.000 
INTEREST               0.492              

2.117                       0.047                                                
 

MONEY SUP.          1.241            
12.681

        2.61           
0.000    0.993    0.986   363.955       2.87    0.000

 

   CORP. RES              0.046              
0.4000.693

 

     INFLATION            0.034  
0.497                         0.624 

 Dependent  Variable: Corporate Finance 

Source:  SPSS 150 output  
 

Log (CF) = ao + a1 Log (INTR) + a2 Log (MS) + a3 Log(CR)+ a4 Log(INFTR)+ 

Log(CF)=4.247+0.492Log(INTR)+1.241Log(MS)+1.241Log(CR)+0.034Log(I

FTR)  

 Sig. t          =     (0.000)       (0.047)             (0.000)             (0.693)          (0.624) 

 t –values =       (15.154)     (2.117)            (12.681)           (0.400)             (0.497) 

 R = 0.993 
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R2 = 0.986 

F= statistic =363.955 

The result of the Log-log Transformed Regressionestimates in the model 

following the relationship between the independent variables of Interest 

rate, Money Supply, corporate reserve and Inflation and the dependent 

variable corporate finance in Nigeria, (model11) revealed at R2=0.986.This 

means that about 98.6% of the variation in the dependent variable 

corporate finance is used by the independent variable of Interest rate, 

money supply, corporate reserve and inflation rate. The remaining 1.4% 

accounted for the variables which were not part of the model. The F- 

statistic of   363.955 is greater than the critical value of 2.87at 0.05 level of 

significant with v1 (k-1) =5ans v2 (N-k) =24. This showed that overall model 

is statistically significant. As a result, the null Hypothesis (Ho2) which 

stated that there is no significant relationship between the Log-log 

transformed independent variables Interest rate, money supply, corporate 

reserve and inflation and the dependent variable corporate finance is 

rejected. It indicates that a significant relationship exists between the Log- 

log transformed variables of Interest rate, money supply corporate reserve 

and inflation and corporate finance in Nigeria. 

 

Test of Hypotheses  

Ho (1):  There is no significant relationship between the corporate finance 

and Interest rate. 

The test of significance conducted shows that Corporate Finance and 

Interest Rate had a calculated t-value of 1.459 and a corresponding 

significant value of (0.160). The significant p-value (0.160) is greater than 

0.05 level of significance, (2tailed). The researcher therefore accepts the null 

hypothesis which states that there is no significant relationship between 

the corporate finance and interest rate. Conventionally, the t-cal 1.459 less 

than t-tab 2.061. This confirms the earlier decision. 
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Ho2: There is no significant relationship between the corporate finance and 

Money supply. 

The test of significance conducted shows that corporate finance and 

Money supplyhad a calculated t-value of 6.796 and a corresponding 

significance value of 0.00. The significance value (0.000) is less than 0.05 

level of significance (2 tailed). The researcher therefore rejects the null 

hypothesis which states that there is no significant relationship between 

corporate finance and Money Supply. Consequently, the t-cal 6.796 greater 

than t-tab 2.061. This confirms the earlier decision. 

Ho3: There is no relationship between Corporate Finance and Corporate 

Reserve 

The test of significance conducted shows that corporate finance and 

corporate reserve had a calculated t- value of 2.390 and a significance value 

of 0.027. The p value 0.001 is less than 0.05 level of significance (2 tailed). 

The researcher therefore strongly rejects the null hypothesis which states 

that there is no significant relationship between corporate finance and 

corporate reserve. Conventionally, the t- cal 2.390 is greater than t-tab 

2.061, therefore confirms the earlier decision. 

Ho4: There is no relationship between Corporate Finance and Inflation. 

The test of significance conducted shows that corporate finance and 

Inflation had a calculated t-value of 0.514 and a significance value of 0.613. 

The p value 0.613 is greater than 0.05 level of significance (2 tailed). The 

researcher therefore accepts the null hypothesis which states that there is 

no significance relationship between Corporate Finance and Inflation. 

Conventionally, the t-cal 0.514 is less than the t-tab 2.061. Therefore, the 

earlier decision is upheld. 

From table4.2.2 in the Model showing Log-log formatthe relationship 

between the monetary policy variables of interest rate,Money Supply, 

corporate reserve and Inflation and the dependent variable of corporate 

finance the result of the hypotheses were deduced as follows: 
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Ho (1):  There is no significant relationship between the corporate finance 

and Interest rate. 

The test of significance conducted shows that corporate finance and 

Interest rate had a calculated t-value of 2.117 and a corresponding 

significant value of (0.047). The significant p-value (0.047) is greater than 

0.05 level of significance, (2tailed). The researcher therefore rejects the null 

hypothesis which states that there is no significant relationship between 

the corporate finance and interest rate. Consequently, the t-cal 2.117 is 

greater than t-tab 2.061. This confirms the earlier decision. 

Ho2: There is no significant relationship between the corporate finance and 

Monet supply. 

The test of significance conducted shows that corporate finance and 

Money supplyhad a calculated t-value of 12.681 and a corresponding 

significance value of 0.000. The significance value (0.000) is less than 0.05 

level of significance (2 tailed). The researcher therefore rejects the null 

hypothesis which states that there is no significant relationship between 

corporate finance and Money Supply. Conventionally, the t-cal 12.681 > t-

tab 2.061. This confirms the earlier decision. 

Ho3: There is no relationship between corporate finance and corporate 

reserve. 

The test of significance conducted shows that corporate finance and 

corporate reserve had a calculated t- value of 0.400 and a significance value 

of 0.693. The p value (0.693) is greater than 0.05 level of significance (2 

tailed). The researcher therefore accepts the null hypothesis which states 

that there is no significant relationship between corporate finance and 

corporate reserve. Conventionally, the t- cal 0.400 is less than t-tab 2.061, 

therefore confirms the earlier decision. 

Ho4: There is no relationship between corporate finance and Inflation. 

The test of significance conducted shows that corporate finance and 

Inflation (x4) had a calculated t-value of 0.497 and a significance value of 

0.624. The p value (0.624) is greater than 0.05 level of significance (2 tailed). 
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The researcher therefore accepts the null hypothesis which states that there 

is no significance relationship between Corporate Finance and Inflation. 

Conventionally, the 0.497 is less than the t-tab 2.061. Therefore, the earlier 

decision is upheld. 

 

Conclusion  

The analysis carried out revealed that monetary policy variables of money 

supply and corporate reserve caused change in the level of corporate 

finance .The analysis revealed that a significant relationship exist between 

monetary policy and corporate finance in Nigeria. The model is 

statistically significant. The findings support the claim that CBN, through 

its monetary policy manages corporate finance in Nigeria. However the 

explanatory variable of interest rate, money supply corporate reserve and 

inflation do not conform to the economic theory. The interest rate was 

supposed to increase corporate finance, but it appears negative. This may 

be due to increase in the rate of interest and the excess profits by the 

financial institutions. 

In the model showing Log-log forma traveled that monetary policy 

variable of   interest rate and money supply caused change in the level of 

corporate finance. The model is also statistically significant.  

Money supply effect corporate finance in the both model. The findings in 

line with the quantity theory of money supply that states that money 

supply has a direct proportional relationship with its economy. If the 

currency in circulation increased, there would be a proportional increase 

in the nation’s finance. When more money is release to the economy there 

is the tendency to save money for expansion of business and giving of 

loans.  But if the value of the money is poor due to inflation rate; this would 

lead an economy into borrowing. Also, interest rate and corporate reserve 

conformed to economy theory in model 1 and11 respectively. This is in line 

with Irving Fisher (2001), which theory of interest rates relates to the 

corporate reserves. It is the interest rate that lenders have to be willing to 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         260 

loan out their fund in order to have surplus fund in their reserves. Inflation 

rate did not conform to the economy policy in any of the models. This 

because inflation decreases corporate finance. With respect to Nigeria, 

inflation establishes a negative relationship. This may be due to general 

rise in price and rapid expansion of the economy. The continuous increase 

in price of commodity and other related goods and services could give rise 

to poverty in the nation. 

 Finally, from the findings, it is clear that the suitable monetary policy 

variables for management of corporate finance for the period under review 

are money supply and corporate reserve. While the suitable tool in 

measuring monetary policy for the same period in log-log analysis are 

interest rate and money supply 

 

References 

Akanji, I.A. (2006). Consolidation and efficiency in the financial sector: 

areview of international evidence. Journal of Banking and Finance, 

10(2), 350-360. 

Anyanwu, J.C. (1993).Monetary economic theory, policy and institutions. 

Onitsha, Hybrid Publishers. 

Barker, H., & Wurgler, G. (2002). Market timing and capital structure. 

Journal of  Finance, 100(22), 1-414.  

Baridam,D. (2001).Modern Macroeconomics in public policy.Port Harcourt, 

Sherbrook Associate Olor Publishers. 

Bayoumi, T., & Ola, M. (2008). Credit matters: empirical evidence on U.S. 

macro-financial linkages. Journal of Finance, 45(9), 8-169. 

Beckerman, W. (1974). In defence of economic growth. London, Irwin 

Publishers. 

Ben, H. (2000). Monetary policy and the financial system (3rd ed.).USA, 

Prentice Hall Incorporation Publishers.  

 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         261 

Bernanke, B. M. (1999). The financial accelerator in a quantitative business cycle 

framework: handbook of macroeconomics. North Holland, Joanee 

Educational Publishers. 

Bernanke, B.M. (1999). Monetary policy in a world without perfect capital 

markets. Journal of Public Economics, 34(13), 1-15. 

Central Bank of Nigeria (1983). The division of economy into sector Nigeria’s 

flow of Fund 1970-1978. CBN Bulletin, 21(4), 7-13. 

CBN (1995).Economic and financial revenue. CBN Bulletin, 6(2), 1-8. 

CBN (2007). Economic and Financial Revenue. CBN Bulletin. 33(4), 19-25. 

CBN (2005). Annual report and financial statement various years. CBN 

Statistical Bulletin. 15 (12), 13-18. 

CBN (2009). Annual report and financial statement various years. CBN 

Statistical Bulletin, 20(5), 12-17. 

Charles, T. C., & Timothy, S. F. (2001). Monetary policy in a world without 

perfect capital markets.  Journal of Public Economics, 34(13), 16-30. 

Gbosi, A.N. (2004).Monetary Economics and the Nigeria financial system 

(2nded.).Ibadan, Olurunishola Publishers. 

Goacher, D.J. (2000).An Introduction to monetary economics. Bodwin, Robert 

Hart North Publishers. 

Greenwald, B., &Stiglitz, J.E. (1993). Informational imperfections in the 

capital market and macroeconomic fluctuations, American Economic 

Review. 74(2), 194-199. 

Harry, M. (1952). Portfolio Selection, Journal of Finance. 7(1), 77-91. 

Hauser, A., & Brigden, A. (2002). Money and credit in an inflation targeting 

regime, Bank of England. Quarterly Bulletin Autumn. 6(3), 299-307.  

Huelsewig, W. (2005). Bank loan supply and monetary policy transmission 

in Germany: an assessment based on matching impulse response, 

Journal of Development Economics. 61(20), 13-80. 

Irving, F. (2001). Monetary, interest and banking in economic development. 

London, John Hopkins University press.  

 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         262 

Jaffee, D.,& Russell, T.(2003).Imperfect information, uncertainty, and 

credit rationing. Quarterly Journal of Economics, 90(4), 651-666. 

James, T. (1958). Liquidity preference as behaviour towards risk. Review of 

Economic Studies, 25(2), 65-86. 

Jeremy, S., & Avil, K. (2000).In unravelling the workings of monetary 

policy. Journal of Finance, 4(7),23-25. 

Jhingan, M.L. (2005).Money, Banking, International Trade and public finance. 

Delhi, Virnda Publishers.  

Jhingan, M.L. (2006). Macroeconomic Theory: Vihar Phase 1, Delhi, Virnda 

Publishers. 

Iacoviello, M. (2005). House prices, borrowing constraints and monetary 

policy in the business cycle. American Economic Review, 95(3), 739-

764. 

Lawrence, S. (1984). On economics and finance. Journal of Finance, 40(3), 

633- 635.  

Lewis, A.N. (1954). Economic development with unlimited supplies of labour. 

Austin, University of Texas Publishers. 

Lipsey, R.G. (2002). An Introduction to Position Economic (5thed.). London, 

ELBS Publishers. 

Maness, T. S. (2008).Introduction to Corporate Finance. New York, McGraw 

Hill Publishers. 

Mark, G. (1998).  Financial factors in business fluctuations in Federal 

Reserve Bank of Kansas City, financial market volatility. Journal of 

Public Economics. 17(19), 33-71. 

Maxian, C. (2008). In corporate finance: the problem with Human Capital. 

Journal of American Economics Review, 60(5), 231-250. 

 Modigliani, F., &Miller, M. H. (1958).The cost of capital, corporation 

finance and the theory of investments. Journal of American Economic 

Review,4(3), 261-297. 

 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         263 

Myer S.C., & Allen, F. (2008).Principle of corporate finance (9thEd.). New York, 

McGraw- Hill/Irwin Limited. 

Myers, S. C., & Majluf, N. (2008). Corporate financing and Investment 

decisions when firms have information that do not have. Journal of 

Financial Economics, 13(2), 187-221. 

Odamah, J.S. (1981).How effective have fiscal and monetary policy been in 

Nigeria.(7th ed.). Zaria, ABU Censer Reprinted. 

Ojo, R., & Adewumi, O. (2005). Monetary policy and financial sector 

reform. Journal of Finance, 49(9), 51-57. 

Olaloku, F. A. (2001).Structure of the Nigerian Economy. UK, Graham Burn 

Bedford Macmillian Press.  

Oliner, S., &Rudebusch, G. (1996). Monetary policy and credit conditions; 

evidence from the market for automobile credit, Journal of Money 

and Credit and Banking, 30(7), 366-383. 

Onuchukwu, O., Adogher, G., &Opuala – Charles, S.(2005). A comparative 

analysis of the performance of monetary policy in Nigeria under 

regulation and deregulation. Nigeria Journal of Monetary Economics, 

5(5), 4-5.  

Onuigbo, O. (1999).Banking and finance professional examination. Aba, Jonkee 

Standard Press. 

Osuala, D. (2002).Introduction to corporate finance. Nigeria, McGraw Hill 

Publishers. 

Parking, M., & Bade, R. (1991).Economics in the Global Environment. 

Onatario, Addison Wesley Publishers. 

Sanusi, L. (2010).New monetary policy for economics confidential. CBN 

Communiqué, 6(3), 67-71. 

Smith, E. D.,& Sergent, S. (2000). Some colonial evidence on two theories 

of money. Journal of Political Economy, 8(3), 1198-1211. 

 



Icheke Journal of the Faculty of Humanities                                                                               www.ichekejournal.com 
 

Statistical Analysis of Monetary Policy and Equity Capital on Corporate Finance in Nigeria…         264 

Stiglitz, J.E., & Weiss, L.A. (1981).Credit rationing in markets with 

imperfect information. American Economic Review, 71(3), 393-410.  

Todare, P. (2001).Economics for a developing World (2nd ed.). England, 

Longman Publishers. 

Tom-Ekine, N. (2011). Macroeconomics dimensions of competitive indicator and 

policyperformance. Port Harcourt, Dominus Printing Company. 

Udegbunam, O. (2003).Economic development in Nigeria.NA Review of 

Experience. 7(10), 102-131. 

Van den, S.J. (2002). Does bank capital matter for monetary transmission?. 

Journal of Economic Policy Review, 7(5), 259-265. 

 White, W. (2009). Whither monetary policy challenges in the decade 

ahead. Journal of Bank for International Settlements, 45(8), 26–27.  

 


