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Abstract  

This study examines the effect of money supply on quick ratio of insurance companies in 

Nigeria. The research design employed in this study was Ex-Post Facto research design. The 

population of the study consisted of twenty two (22) listed insurance companies quoted and 

trading on the floor of Nigerian Exchange Group. Data were extracted from annual accounts 

of the sampled companies, Nigerian Exchange Group, CBN statistical board. Regression 

analysis was used to test the hypothesis. The result shows that money supply (M2) has a 

significant effect on quick ratio on Nigerian insurance companies. It was suggested that 

indirect monetary tools be developed and proper control over the monetary sector be 

exercised. The use of indirect monetary policy instruments affects the availability of bank 

reserves and, by extension, the money supply in the economy, which causes price changes in 

financial assets to change directly. 
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Introduction 

A change in the money supply will change the amount of liquidity in the public's hands, 

which will affect their income and expenditure. Any rise in the money supply, for example, 

will boost the public's liquidity and their spending on either real or financial assets (Gimba, 

Vincent & Oyedokun, 2020). Since the creation of the Central Bank of Nigeria (CBN) in 

1959, monetary policy in Nigeria has been undertaken in the midst of a tumultuous economic 

climate. The central bank or monetary authority is in charge of controlling money supply, 

availability, and cost of money (interest rate). Monetary policy is typically employed to 

achieve a set of goals geared toward the economy's growth and stability. These objectives 

include "price stability, economic growth stimulation, job creation, reduction of external 

sector pressures, and naira exchange rate stabilization" (Ogwuma, 2008). Monetary theory 

explains why monetary policy is so important in macroeconomic management and how to 

create optional monetary policy. It also explains why money has a relationship with economic 

activity. This economic activity can be defined as one that tries to produce, process, pack, 

sell, distribute, purchase, and consume goods and services, as well as money and wealth, in 

order to satisfy some wants/needs on a commercial or self-reliance basis. This link is well 

understood to be mediated by changes in the system's liquidity. 

The effect of monetary policy in managing the quantity of money in circulation, which 

affects the liquid character of the economy, is crucial in the operations of the monetary 

authority, which in Nigeria is the Central Bank of Nigeria (CBN) (Abdurrauf and 

Abdulkareem, 2019). The amount of money in circulation determines an economy's price 

level, or inflation rate. Just as confidence in a society's price level determines how well 

businesspeople can foresee the future, so does businessmen's ability to forecast the future 

(Abdurrauf & Abdulkareem, 2019). Predictions and precisions are attainable when the 

general price level is stable, and this will go a long way toward luring investment inside the 

economy's borders. As a result, there is a need to limit the increase of the money supply. 

Monetary policy is a macroeconomic management instrument devised by monetary 

authorities to achieve government economic goals. It tries to achieve particular national 

goals, such as full employment (low unemployment), high output (high output growth), a 

stable price level (low inflation rate), and a stable exchange rate (ideal balance of payments) 

positions, as well as others. They are frequently referred to as monetary policy's "ultimate 

goals" (CBN 2014). The monetary authorities (central banks) normally attain these goals 

indirectly through the employment of monetary policy instruments. In terms of monetary 

policy, the Monetary Policy Rate (MR), formally the Minimum Rediscount Rate, and other 

intervention instruments such as Open Market Operations have recently been utilized in 

Nigeria (OMO), Discount Window Operation, Cash Reserve Ratio (CR), Liquidity Ratio 

(LR) and Foreign Exchange Net Open Position (NOP) limit (CBN 2014). 

Evidence also demonstrated that monetary policy changes affect less liquid bank loan supply, 

deposit base, and the ability of banks to perform their expected functions within the financial 

system. Despite the persistent employment of monetary policy and rules, Nigerian DMBs 

have experienced various forms of financial distress in the previous 30 years, raising the 

question of how effective monetary policy has been in regulating the banking industry. In this 

sense, central banks must conduct a thorough examination of monetary shock transmission 

mechanisms. This is to figure out how monetary policy affects the overall economy within 

the framework of the financial system. It is against the above development that prompted this 

study to examine the effect of money supply on the quick ratio of insurance companies in 

Nigeria. 
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Literature Review  

Monetary Policy 

The CBN had direct control over monetary policy prior to the 1986 structural adjustment plan 

(SAP) and subsequent banking sector changes in 1987. The Central Bank of Nigeria uses the 

monetary policy rate (MR) as a primary instrument to indicate the direction of interest rates 

as a nominal anchor in order to ensure price stability (CBN, 2013). The MPR, which 

superseded the Minimum Rediscount Rate (MRR) in December 2006, is used as a benchmark 

for interbank money market transactions as well as other interest rates in the money market. 

Because of its incapacity to control bank supply settlement balances and inspire the banking 

sector to seek zero balances at the CBN through active interbank trading or balance transfers 

at the bank, the MRR was replaced (Soludo 2008). The MRR is a short-term interest rate at 

which banks can borrow from the CBN at a predictable rate, whereas the MPR is a long-term 

interest rate at which banks can borrow from the CBN at a predictable rate (Abdurrauf & 

Abdulkareem. 2019).  

Ezeuduji (2014) defines monetary policy as the process of adjusting the money stock through 

interest rates, exchange rates, and expectations in order to influence the level of economic 

activity and inflation in a desired direction, with the goal of mopping up excess liquidity and 

ensuring a non-inflationary macroeconomic environment. Monetary policy is a major 

economic stabilization tool that entails measures to regulate and control the volume, cost, 

availability, and direction of money and credit in an economy in order to achieve certain 

macroeconomic policy goals. It is a deliberate effort by the monetary authority to control the 

money supply and credit conditions in order to achieve certain broad economic goals. 

Johnson (2015) defines monetary policy as a policy that uses the central bank's control of the 

money supply to achieve the goals of general economic policy.  

Money supply is extremely significant in today's world since money is employed in almost all 

economies. As a result, it has a huge impact on economic activity such as investment, which 

is influenced by money supply through changes in interest rates (loan rates) that either drive 

or restrict investment. Increased money in people's hands will motivate/purr, rekindle 

spending, and enhance aggregate demand, resulting in increased investment in both the real 

and financial sectors (Abdurrauf & Abdulkareem, 2019). When the economy is booming, the 

stock market values will climb as the money supply expands, and businesses will issue debt 

and equity to generate funds and grow, necessitating the hiring of more workers 

(employment). 

The money supply refers to the amount of cash and other cash equivalents in a country's 

economy on a certain date. It comprises cash as well as deposits that are practically as easy to 

use as cash. The money supply available to the public is influenced by monetary policy 

regulators' requirements for financial institutions to retain reserves, how to grant credit, and 

other money matters. Central banks control the money supply through regulating the most 

important component of the money supply, which is bank deposits, over which they have a 

significant amount of power. With commercial bank deposits, the central bank requires 

commercial banks to hold a portion of demand deposits as reserve for owners to withdraw at 

their leisure and a proportion to be deposited with the central bank. 

Liquidity 

According to Panigrahi (2013), inadequate working capital management can result in funds 

being unnecessarily locked up in idle assets. This will diminish the company's liquidity, as 

well as its ability to invest in productive assets such as equipment and machinery. It will also 
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have an impact on the company's profitability. The presence of appropriate liquidity and its 

careful management can make a significant difference in an organization's success or failure.  

Liquidity refers to the ease with which an asset, interest, or security can be sold without 

influencing its price. An asset's liquidity relates to how quickly it can be turned into cash. The 

current ratio, acid test ratio, and cash ratio can all be used to compute it. Liquidity, according 

to Barad (2018), is the ability to meet expected and unexpected cash demands via ongoing 

cash flow or the sale of an asset at fair market value. The risk of not having enough cash or 

liquid assets to meet a company's cash commitments is known as liquidity risk. In order to 

stay in business and continue operating as a going concern, a company must maintain 

liquidity and meet its obligations on time. Despite the fact that companies have generally 

concentrated on long-term capital budgeting and capital structure. Many businesses in many 

industries have recently focused on improving working capital management efficiency.  

The liquidity ratio is the percentage of total deposits held in designated liquid assets, which is 

used to assure banks' ability to meet depositor cash withdrawals and maintain public 

confidence in the banking system (Olweny & Chiluwe, 2012). Although it is widely accepted 

that the liquidity ratio is used to increase or decrease commercial banks' cash availability, 

researchers have argued that the statutory reserve ratio is primarily used to float government 

securities, and thus intends to direct commercial bank credit towards the public sector (Otalu 

et al., 2014). 

Empirical Review  

For the period 1980-2008, Ajayi (2012) evaluated the impact of monetary policy tools on 

bank performance in order to determine the presence of a long-run relationship. We used the 

Engle-granger two-step co-integration approach. According to the empirical findings, the 

bank rate, inflation rate, and interest rate all enhance credit, however the liquidity ratio and 

cash reserves ratio have a negative impact on a bank's total credit. In the long run, monetary 

policy instruments are ineffective in stimulating credit, according to the study, while banks' 

total credit is more responsive to the cash reserve system. Over an 11-year period, Kolapo, 

Ayeni, and Oke (2012) investigated the impact of credit risk on the performance of Nigerian 

commercial banks (2000-2010). To approximate the elements of the profit function, panel 

model analysis was used. The findings revealed that the impact of credit risk on bank 

performance as measured by return on assets is cross-sectional invariant, and the effect is 

consistent among Nigerian deposit money banks. Abata (2014) used secondary data from the 

annual reports and accounts of the six largest banks listed on the Nigeria Stock Exchange 

based on market capitalization during a fifteen-year period from 1999 to 2013, to investigate 

and evaluate bank asset quality and performance in Nigeria. The data were evaluated using 

the Pearson correlation and regression tool, and ratios were used as a measure of bank 

performance and asset quality because they are a reliable means of measuring the firms' level 

of activity. Asset quality has a statistically significant relationship and influence on bank 

performance, according to the data. Using macroeconomic time series variables such as 

currency rate, interest rate, liquidity ratio, money supply, and commercial bank loan and 

Advances, Ayodele (2014) investigated the effect of monetary policy on commercial bank 

lending in Nigeria between 1988 and 2008. The estimating approach was the Vector Error 

Correction Mechanism of the Ordinary Least Square econometric technique. The data 

demonstrated that the exchange rate and interest rate had a considerable impact on 

commercial bank lending, but the liquidity ratio and money supply had a negative impact on 

commercial bank lending and advances. The main conclusion reached is that, in the long run, 

monetary policy instruments are ineffective in stimulating commercial bank loans and 

advances, but banks' total credit is more responsive to the cash reserve ratio. The impact of 
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monetary policy on the Nigerian Deposit Money Bank (DMB) System was studied by 

Omankhanlen and Ehimare (2014). The effect of monetary policy on the Nigerian Deposit 

Money Bank System was studied using the Ordinary Least Square (OLS) method, with total 

loans and advances (TLA) as the dependent variable and liquidity ratio (LR), cash reserve 

ratio (CRR), monetary policy rate (MPR), and average exchange rate (AER) as independent 

variables. The data revealed that during the study period, the monetary policy rate had the 

most substantial impact on commercial bank loans and advances. In a micro-panel analysis, 

Akomolafe, Danladi, and Abah (2015) looked at the impact of monetary policy on 

commercial bank performance in Nigeria. The interest rate and money supply were employed 

as monetary policy proxies, while profit before tax (PBT) was used to measure commercial 

bank performance. The analysis included pooled regression, fixed effect regression, and 

random effect regression. The Heisman test, on the other hand, demonstrated that fixed effect 

regression is the best option. The findings suggest that bank profitability and monetary 

policies, as measured by money supply and interest rate, have a positive relationship. The 

interest rate, however, was not statistically significant at the 1% and 5% levels. Ezejiofor, 

Nwakoby, and Okoye (2016) investigated manufacturing firms' investment decisions to see if 

they are comparable to commercial banks in Nigeria. To compute the ratios on profitability, 

dividend cover, and long-term solvency, data from seven years of annual reports and 

accounts of manufacturing enterprises and commercial banks were gathered. Financial ratios 

were utilized to examine the data, and the t-test statistic was performed with the help of SPSS 

version 20.0. The results show that there is a significant difference between manufacturing 

firms' profitability and that of commercial banks in Nigeria; that there is a significant 

difference between manufacturing firms' coverage ratio and that of commercial banks in 

Nigeria; and that there is a significant difference between manufacturing firms' debt ratio and 

that of commercial banks in Nigeria. In the banks listed on the 8 Tehran Stock Exchange, 

Ayub and Seyed (2016) examined the relationship between monetary policy and bank lending 

behavior, as well as the impact of bank-specific characteristics on this relationship. The 

growth rate of M2 was employed as an indication of Iran's monetary policy in the study. 

Using quarterly data from 2007:Q1 to 2014:Q4 and the Vector error correction model 

(VECM). The findings revealed a bidirectional causal relationship between M2 and bank 

lending behavior on the Tehran Stock Exchange. It was also discovered that one of the banks' 

distinctive feature variables, capital structure, had a detrimental impact on bank lending 

behavior in accepted banks on the Tehran Stock Exchange. . Ezejiofor, Olise, and John-

Akamelu (2017) examined the investment value of a telecommunications corporation to see if 

it is equal to that of Nigerian commercial banks. The study used an ex-post-facto research 

design. The data was evaluated using financial ratios, and the t-test statistic was employed to 

see if there were any significant differences in the mean of telecommunication companies 

against their commercial bank counterparts. The findings reveal that there is a considerable 

disparity in profitability between telecommunication companies and commercial banks in 

Nigeria, as well as a big difference in coverage ratio between telecommunication companies 

and commercial banks. Abdurrauf and Abdulkareem (2019) conducted a comparative 

analysis of monetary policy's impact on Nigeria's money stock. Between 1993M1 and 

2018M10, monthly data was obtained from the CBN online database. After performing ADF 

and PP tests to make the data stationary, VAR and ECM were used to analyze it. For 

adequate comparison, a standardized coefficient via the ARDL was also used. In the short 

run, all variables had the correct negative signs, but only the CR was significant, while in the 

long run, all variables were correctly signed and significant, except for the CR. With a focus 

on the Nigerian economy, Okoye and Udeh (2019) investigated the impact of monetary 

policy on corporate profitability in the banking industry. The investigations were carried out 

using regression analysis. The study's data was derived from secondary sources. The study 
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created four models that are likely to be used to forecast future profits for the institutions 

studied. The findings revealed that Nigerian banks' corporate profitability has been hampered 

by monetary policy. The impact of corporate liquidity on the profitability of listed insurance 

businesses in Nigeria was studied by Hamza, Badejo, and Adam (2020). Data was gathered 

from ten (10) insurance companies' annual reports and accounts, which were sampled during 

a ten-year period from 2009 to 2018. Multiple regression techniques were used to evaluate 

the data. Overall, the analysis found that liquidity had no effect on the profitability of 

Nigerian listed insurance businesses throughout the time under consideration. Lire and 

Tegegn (2020) used a non probability judgment sampling design of eight private insurance 

companies for the econometrics analysis of multiple regressions of fixed effect approach of 

panel data to investigate the determinants of profitability of private insurance companies in 

Ethiopia from 2005 to 2015. The study discovered that the macroeconomic variable 

economic growth rate has a considerable impact on insurers' profitability, while inflation has 

a negligible impact, and interest rate, as assessed by time deposit weighted average, is a non-

significant variable. From 2000 to 2017, Okegbe, Ezejiofor, and Ofurum (2019) assessed the 

contribution of Foreign Direct Investment (FDI) to Nigeria's Gross Domestic Product (GDP). 

The study was conducted using an ex-post facto research design. In order to test the 

assumptions, the regression analysis technique was used with the help of E-view version 9.0. 

According to the report, foreign direct investment in Nigeria's financial industry has had a 

favorable and considerable impact on the country's Gross Domestic Product. It also revealed 

that foreign direct investment in the oil sector has had a beneficial and considerable impact 

on Nigeria's Gross Domestic Product. Another result is that non-oil foreign direct investment 

has had a favorable and considerable impact on Nigeria's Gross Domestic Product. 

Methodology 

Research Design 

The research design to be employed in this study is Ex-Post Facto research design. The 

choice of Ex-Post Facto design was based on the fact that the study used data already in 

existence. Ex post facto research design is a quasi-experimental study that examines the 

effect of an independent variable on dependent variables in a study. 

Population of the Study 
The population of the study consisted of twenty two (22) listed insurance companies quoted 

and trading on the floor of Nigerian Exchange Group.  

Data were extracted from annual accounts of the sampled insurance companies, CBN 

statistical board. 

Technique for Data Analysis 

The study employed regression analysis as econometric technique in estimating the 

relationship between monetary policy and liquidity of insurance companies. 

Model Specification 

The econometric model to consider in this study takes monetary policy as the independent 

variable and liquidity as dependent variable.  

Empirically stated as 

QKR = 𝛽0 + 𝛽M2+ LTA + 𝜇 

Where 

QKR= Quick ratio 

M2= Money Supply 

LTA = Log to total assets 



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 2, Issue 4 (April, 2022) | www.ijaar.org 

 

31 

Decision Rule 

Reject H  and accept HI if the P-value of the test is less than -value (level of significance) 

at 5% otherwise accept Ho. 

Analysis and Interpretation of Result 

Table 1: Correlation matrix 
 QKR M2 LTA 

QKR 1 0.84332 0.66699 

M2 0.84332 1 0.90353 

LTA 0.66699 0.90353 1 

Source: E-Views 9.0 Correlation Output, 2022 

The Pearson Correlation Matrix in table 1 shows the existence of a positive relationship 

between QKR, M2 and LTA at a coefficient value of 0.843, -and 0.667. 

Table 2: Ordinary Least Square Regression analysis testing the relationship between 

M2 and QKR 
Dependent Variable: QKR   

Method: Least Squares   

Date: 04/11/22   Time: 21:49   

Sample: 2011 2020   

Included observations: 10   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 167.8590 150.7106 1.113783 0.3021 

M2 0.002524 0.000832 3.035220 0.0190 

LTA -26.70684 22.29757 -1.197747 0.2700 

     
     R-squared 0.760315     Mean dependent var 22.95500 

Adjusted R-squared 0.691834     S.D. dependent var 11.54679 

S.E. of regression 6.409935     Akaike info criterion 6.796900 

Sum squared resid 287.6108     Schwarz criterion 6.887676 

Log likelihood -30.98450     Hannan-Quinn criter. 6.697320 

F-statistic 11.10252     Durbin-Watson stat 2.834374 

Prob(F-statistic) 0.006741    

     
     

In table 2, a panel least square regression analysis was conducted to test the relationship 

between money supply (M2) and quick ratio (QKR). Adjusted R squared is coefficient of 

determination which tells us the variation in the dependent variable due to changes in the 

independent variable. From the findings in the table 2, the value of adjusted R squared was 

0.760315, an indication that there was variation of 76% on QKR due to changes in M2. The 

probability of the slope coefficients indicate that; P (0.02<0.05). The co-efficient value of; 

β1= 0.002524 implies that M2 is positively related to QKR, and this is statistically significant 

at 5%. Also, the probability of the slope coefficients of LTA indicate that; P (0.270>0.05). 

The co-efficient value of; β1= -26.707 implies that LTA is negatively related to QKR, and 

this is not statistically significant at 5%. 

The Durbin-Watson Statistic of 2.834374 suggests that the model does not contain serial 

correlation. The F-statistic of the ROA regression is equal to 11.10252 and the associated F-

statistic probability is equal to 0.06741, so the null hypothesis was rejected and the alternative 

hypothesis was accepted.  
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Decision Rule 

Accept H0 if the P-value of the test is greater than 0.05, otherwise reject.  

Decision 

Since the Prob (F-statistic) of 0.006741 is less than the critical value of 5% (0.05), then, it 

would be upheld that money supply (M2) has a significant effect on quick ratio in Nigeria at 

5% level of significance, thus, H1 is preferred over Ho. 

Conclusion  

The study used monthly time series data from 2012 to 2020 to investigate the impact of 

monetary policy instruments on Nigeria's broad money supply. Secondary sources included 

the Nigerian Exchange Group, the Central Bank of Nigeria's statistical board, journals, and 

publications. In order to estimate the relationship between monetary policy and the quick 

ratio of insurance companies, the researchers used the multiple regression approach as an 

econometric tool. The study's findings revealed that in the near run, changes in the variable 

had a favorable impact on the broad money supply. The monetary policy rate and liquidity 

ratio had a favorable impact on the broad money supply in the long run.  

Money supply appears to be one of the most effective tools; consequently, money supply 

should be managed to avoid excess inflation and to avoid restricting money movement in the 

economy. As a result, indirect monetary instruments must be developed and proper control 

over the monetary sector must be exercised. The use of indirect monetary policy instruments 

affects the availability of bank reserves and, by extension, the money supply in the economy, 

which causes price changes in financial assets to change directly. 
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