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Abstract
Acknowledging the increasing significance of digital payment transformations in determining price stability, as well as their interaction with monetary policy and economic efficiency within a rapidly evolving financial landscape like Nigeria. This study investigates both the short-run and long-run relationships between digital payment systems and inflation dynamics in Nigeria. Employing the Autoregressive Distributed Lag (ARDL) modeling framework. The analysis incorporates key macroeconomic variables, namely the total value of digital payment transactions, money supply, output, and the monetary policy rate, using monthly data spanning the period from January 2012 to June 2024. The results of the bounds testing procedure reveal the existence of a long-run relationship between inflation and the explanatory variables. The findings indicate that digital payment systems contribute to inflationary pressures in both the short and long run, primarily by enhancing transaction efficiency and potentially increasing the velocity of money. In addition, the results are consistent with theoretical expectations, confirming that money supply and the monetary policy rate remain central instruments for managing inflationary pressures. Based on these empirical insights, the study advances policy recommendations aimed at harnessing the growth of digital payment systems to strengthen inflation control, promote financial inclusion, and improve overall economic efficiency. In particular, policymakers are encouraged to leverage the expansion of digital payment infrastructure to enhance monetary policy transmission and improve inflation management. The continued development of digital payment systems can also support more effective monitoring and regulation of the money supply, thereby enabling more precise and responsive policy interventions.
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1.0 Introduction
Digital payment systems offer substantial benefits while simultaneously posing notable challenges and risks to price stability. On the one hand, they enhance financial inclusion, foster competitiveness, and improve transaction efficiency (Putrevu & Mertzanis, 2023). On the other hand, their rapid diffusion has made them an integral feature of modern economies, fundamentally transforming how transactions are conducted. Beyond gains in consumer convenience and business efficiency, the widespread adoption of digital payment instruments has important implications for key macroeconomic variables, particularly price stability and the conduct of monetary policy. As digital payment instruments such as mobile wallets, electronic money, and cryptocurrencies gain prominence, their influence on inflation dynamics and monetary policy transmission has attracted growing attention from economists and policymakers. These systems are reshaping the financial ecosystem and raising critical questions about their implications for long-term economic stability. Despite their increasing prevalence, however, the specific channels through which digital payment systems affect price stability remain insufficiently explored. Traditional macroeconomic models often struggle to capture the dynamic and evolving nature of digital transactions, resulting in limited clarity regarding their effects on inflation and the effectiveness of monetary policy.
Existing empirical research has largely emphasized the operational advantages of digital payments, including efficiency gains and expanded financial inclusion. In contrast, relatively little attention has been devoted to their macroeconomic consequences, particularly their influence on inflationary trends and broader economic stability across different economic contexts. Evidence from advanced economies suggests that digitalization may exert deflationary pressures through enhanced efficiency and heightened competition (Emara & Zecheru, 2022). Conversely, studies in emerging markets point to a more nuanced and complex relationship, with digital payment adoption potentially contributing to both improved inflation control and increased economic volatility (Sudrajad et al., 2023).
The literature remains particularly sparse with respect to developing economies, especially in Africa, where the interaction between digital payment systems and price stability is underexplored. For instance, evidence from Indonesia indicates that digital payment adoption can have mixed effects on monetary indicators, including money velocity and inflation rates (Hermawan et al., 2024). Comparable empirical studies in African economies, and Nigeria in particular, are limited, leaving a significant gap in the literature. Nigeria provides a compelling case for analysis given its rapid adoption of digital payment technologies alongside persistent structural and macroeconomic challenges. Understanding how digital payments interact with inflation dynamics in this context can offer valuable insights for policy design within Nigeria and the broader West African subregion.
Looking ahead, continued advancements in digital payment technologies are expected to enhance convenience, facilitate cross-border transactions, and enable continuous, time-unrestricted exchanges. Such developments may further reduce reliance on physical currency, with some projections suggesting the possible disappearance of cash by the 2050s (Teker et al., 2022). Against this backdrop, this study aims to examine the impact of digital payment on price stability in Nigeria, with particular emphasis on their implications for inflation dynamics and monetary policy transmission. By providing a comprehensive empirical assessment, the study seeks to bridge existing research gaps and contribute to a clearer understanding of the role of digital payments in economic stability.
The findings of this study are intended to inform the Central Bank of Nigeria, policymakers, and other stakeholders on how digital payment strategies can be optimized to support price stability, sustainable growth, and financial inclusion. The remainder of the paper is organized as follows: Section 1 introduces the study; Section 2 reviews the relevant literature and identifies research gaps; Section 3 outlines the methodology; Section 4 presents and discusses the empirical results; and Section 5 concludes with policy implications and recommendations.
2.0 Review of Related Literature
2.1 Theoretical Literature
Several economic theories provide useful frameworks for explaining the relationship between digital payment systems and price stability. The Quantity Theory of Money emphasizes the role of money velocity in determining price levels, suggesting that changes in payment technologies, such as the adoption of digital payment systems, can influence price stability by altering the speed at which money circulates and, consequently, the interaction between money supply and demand. The ongoing transformation of the payments landscape has been accompanied by a decline in cash usage, as settlement systems in most economies increasingly rely on digital and electronic transactions. This shift has reduced the volume of physical cash in circulation and has important implications for monetary policy transmission mechanisms.
The Keynesian theoretical framework further highlights the role of digital payment systems in shaping aggregate demand, arguing that improvements in transaction efficiency can help moderate inflationary pressures. In a similar vein, Transaction Cost Theory posits that digital payment instruments lower transaction costs, thereby enhancing market efficiency and transparency, which can contribute to greater price stability. From a Keynesian perspective, electronic money (e-money) also serves as a critical channel for strengthening monetary policy transmission by improving banking efficiency, reducing intermediation costs, expanding access to credit, and increasing the pass-through of policy rates to lending rates. These mechanisms collectively enhance the effectiveness of monetary policy, particularly in economies or regions characterized by limited financial inclusion.
Nonetheless, the widespread adoption of e-money introduces new complexities into the monetary system, including potential shifts in the velocity of money and evolving payment system dynamics. Such challenges are more fully explored within New Keynesian models, which examine how structural changes in financial intermediation and payment technologies may modify the channels through which central bank policies are transmitted to the real economy.
2.2 Empirical Literature
2.2.1 Digital payment adoption and consumer Spending
Several empirical studies document the relationship between digital payment mechanisms and inflation dynamics. But, beyond their effects on price levels, digital payment systems have significantly shaped consumer spending behavior and aggregate demand. By reducing transaction frictions, these systems enhance payment efficiency and facilitate more frequent transactions, which may contribute to increased impulsive purchasing Bhoopathy & Kanagaraj (2023); Lavanya & Ankitha (2022). Concurrently, the convenience of digital payments has accelerated the expansion of online commerce and impulse consumption, while also promoting greater financial awareness and more prudent spending through real-time expenditure tracking and budgeting features (Akshay, 2024; Bhoopathy & Kanagaraj, 2023).
Evidence from China demonstrates that the adoption of digital payment has a statistically significant and positive effect on consumer demand, with particularly strong impacts observed in the eastern and western regions and more pronounced effects in rural areas than in urban settings (Zhou, 2022). Notwithstanding these advantages, the widespread diffusion of digital payment technologies raises important concerns related to data privacy and cybersecurity vulnerabilities (Bhoopathy & Kanagaraj, 2023). Overall, the existing literature indicates that digital payments play a pivotal role in stimulating household consumption and fostering sustainable economic development, a contribution that became especially prominent during the COVID-19 pandemic (Zhou, 2022).
2.2.2 Digital Payments & Inflation Dynamics
Empirical evidence from a panel of 20 emerging economies covering the period 2015–2023 demonstrates that the adoption of advanced digital payment systems exerts a statistically significant influence on inflation dynamics, Clara & Citra (2025). The findings indicate that rapid digital payment adoption amplifies inflationary responses to demand and price shocks. This effect is particularly pronounced in economies with relatively underdeveloped financial systems, where the expansion of digital payments is associated with heightened inflation volatility. 
Consistent with these findings, Syafi’i (2025) investigates the impact of digital payment adoption on inflation behavior in emerging markets using a dynamic panel econometric framework. The study establishes that higher digital payment penetration, including mobile wallets and electronic payment platforms, significantly affects inflation dynamics. Specifically, increased reliance on digital payment instruments accelerates the transmission of demand and price shocks to inflation, thereby reinforcing the sensitivity of inflation to changes in aggregate economic conditions.
Studies like Balázs et al. (2019) and Emara & Zecheru (2022) have examined the impact of digitalization on inflation rates across economies. These studies indicate that digitalization has a statistically significant negative effect on inflation in the short run, primarily through cost and competition channels. This deflationary effect is non-linear, with digital infrastructure and production factors having the strongest impact. Comparing emerging markets with advanced economies, the deflationary effects of digitalization of payment on inflation in emerging economies are generally smaller but can be reinforced by investments in human capital and improved governance Emara & Zecheru (2024). Tarantang et al., (2019) stipulate that, while digital payment systems offer advantages over cash, they do not eliminate its existence but can actually help minimize inflation risks associated with excessive cash circulation. 
2.2.3 Digital Payments Development, Monetary Policy Transmission, and Economic Stability
A persistent theme in the literature is the dual effect of digital payment systems on key macroeconomic parameters, particularly monetary policy transmission and economic stability. Digital payment systems exert a significant influence on the velocity of money and price stability. Empirical evidence suggests that innovations in payment technologies can accelerate the circulation of money over extended periods, Huljannah & Satria (2021). However, the relationship between payment efficiency and money velocity is not linear and depends on the scale of such innovations relative to overall monetary expansion, Padrini (1997).
Evidence from Indonesia indicates that a 10 percent reduction in money velocity, potentially enabled by the adoption of digital currencies, could lead to a 1 percent decline in inflation (Hermawan et al., 2024). Moreover, simulations of a central bank digital currency (CBDC) that lowers money velocity by 5 percent suggest potential macroeconomic gains, including a 0.8 percent increase in GDP and a 0.8 percent reduction in inflation (Hermawan et al., 2024). In addition, non-cash payment instruments, such as electronic money and credit cards, have been shown to significantly affect the money supply (M1) and interest rates, with e-money transactions exerting a negative effect on interest rates, while credit card transactions are associated with positive interest rate effects, Lintangsari et al. (2018). 
With respect to monetary policy transmission, developments in digital payment systems play a significant role in strengthening transmission mechanisms. Empirical evidence suggests that fintech components, including mobile and internet technologies as well as digital currencies, are strong predictors of money demand (Mumtaz & Smith, 2020). The introduction of central bank digital currencies (CBDCs) may also affect the money multiplier and the effective lower bound on interest rates, potentially leading to an initial tightening of monetary conditions (Christensen, 2022). Nevertheless, the magnitude and direction of these effects depend critically on the specific design features and implementation modalities of CBDCs (Beniak, 2019).
On the contrary, the adoption of digital payment systems and central bank digital currencies (CBDCs), which are a form of ‘electronic money’, may have significant implications for monetary policy and inflation targeting. While digital payments can increase efficiency, they may also pose challenges to financial stability and monetary policy transmission, Beniak (2019). The effectiveness of CBDCs depends on various factors, including payment ecosystem characteristics, user familiarity with digital methods, and trust in authorities (Digiammaria et al., 2023). Central banks are likely to retain their monopoly on issuing the generally accepted medium of exchange, ensuring monetary policy remains effective. However, the success of inflation targeting regimes in emerging economies is closely tied to central bank credibility, transparency, and independence, Aguir (2018). These factors are prerequisites for achieving inflation targets and maintaining effective monetary policy in the face of evolving payment systems.
Recent studies that have examined the relationship between digital payment adoption and economic stability are Sudrajad et al. (2023), who found that electronic money positively affects exchange rate volatility and inflation in Indonesia, and Gopalan & Rajan (2022), who observed that digital financial inclusion exacerbates output volatility in emerging economies with low banking concentration. However, Arango-Arango & Suárez-Ariza (2019) provided evidence that digital payments adoption reduces cash demand, although overall cash demand continues to grow due to economic factors and trends in large denomination banknotes. Kasri et al. (2022) discovered a long-run relationship between digital payment transactions and banking stability in Indonesia, with a positive short-run impact. Interestingly, they found no significant causality between digital payments and Islamic banking stability. These studies collectively suggest that while digital payment adoption can influence economic stability, the effects are complex and may vary depending on the specific economic context and banking system structure established in an economy.
Considering the merits and demerits of the developments in the Digital payment systems, the innovations are transforming the financial ecosystem, offering advantages like efficiency and convenience while posing challenges such as liquidity risks Bhuvaneshwari et al. (2024; Mustafa, (2024). These systems are reshaping consumer behavior and business dynamics in various sectors, including goods and e-commerce Bhuvaneshwari et al., (2024); Suat Teker et al., (2022). While digital payments can initially create short-term instability, robust capital adequacy ratios can enhance long-term banking sector resilience (Mustafa, 2024). The adoption of digital payments is expected to drive growth, create new opportunities, and potentially include unbanked populations (Teker et al. (2022). However, the transition to a cashless economy may impact inflation and wealth distribution (Tarantang et al. (2019) and Teker et al., (2022).
In summary, the existing literature presents divergent perspectives on digital payment systems. While several studies highlight their benefits in enhancing transaction efficiency and stimulating economic demand, others draw attention to potential risks, including financial instability and regulatory challenges. A notable limitation of the current body of research is the insufficient examination of both short- and long-run dynamics in the relationships among key macroeconomic variables. This gap constrains the generalizability of existing findings, as analyses focused solely on short-term effects may fail to capture the evolving nature of digital payment systems and their broader macroeconomic implications over time.
Against this backdrop, the present study seeks to examine the long-run impact of digital payment systems on economic stability and monetary policy in an emerging market context within the West African region, to inform the development of more inclusive and equitable financial systems. To address the identified gap in the literature, this paper adopts the Autoregressive Distributed Lag (ARDL) methodology, consistent with the approaches employed by Gatawa and Lawal (2017) and Oyelami and Alege (2018). The ARDL framework enables the simultaneous estimation of both short- and long-run relationships between inflation, electronic transactions, and other control variables, thereby providing a more comprehensive understanding of the dynamics underpinning digital payment systems and macroeconomic outcomes.
3.0 Data and Methodology
This study adopts a quantitative research design to investigate the relationship between digital payments and price stability in Nigeria. The theoretical framework draws from the Quantity Theory of Money, Keynesian Theory, and Transaction Cost Theory, all of which infers that digital payment systems can influence price stability through mechanisms such as the velocity of money, transaction efficiency, and aggregate demand. According to the Quantity Theory of Money, increased adoption of digital payment systems is expected to affect the velocity of money, thereby influencing inflation and price stability. Keynesian Theory posits that improved transaction efficiency, facilitated by digital payments, can stabilize aggregate demand and reduce inflationary pressures. Similarly, Transaction Cost Theory indicates that reducing transaction costs through digital payments enhances market efficiency, which in turn may contribute to price stability.
3.1 Data
To empirically examine the theoretical propositions underpinning this study, secondary monthly data obtained from the Central Bank of Nigeria (CBN) database are employed, covering the period from 2012M1 to 2024M6. The dependent variable is the Headline Consumer Price Index (HCPI), which serves as a proxy measure for inflation, consistent with the approaches adopted by Sasaki et al. (2022) and Ajayi et al. (2025). The key explanatory variable, etranz, captures the scale of digital payment systems and is measured using the total value of electronic and digital transactions, including automated teller machine (ATM) transactions, point-of-sale (POS) payments, internet transfers, mobile money transfers, and electronic bills. Additional control variables are incorporated to account for other macroeconomic influences on price stability. These include broad money supply (M3), real gross domestic product (RGDP), and the monetary policy rate (MPR). The inclusion of the monetary policy rate allows the model to capture the role of monetary policy stance and other macroeconomic conditions that may affect inflation dynamics.
3.2 Model Specification
The study therefore employs the Autoregressive Distributed Lag (ARDL) model to analyze both short-term and long-term relationships between digital payment systems and price stability. This model is particularly suited due to its ability to handle both stationary and non-stationary data, which is common in time-series analysis of emerging markets. 
We express the functional equation of our model as written below:
loghcpi= f(logetranz, logrgdp, logm3, mpr) ………………………………………………(1)
The estimable function is derived from equation (1) and expressed as:
………………(2)
Which is the long-run equilibrium relationship amongst the variables, while the coefficients represent the elasticity of the variables with respect to the dependent variable. 
Autoregressive Distributed Lag (ARDL) Methodology
This paper employed the Autoregressive Distributed Lag (ARDL) bounds test approach developed by Pesaran, Shin, and Smith (2001) on equation (2) to test the existence of cointegration of the variables.
The ARDL specification is expressed below:
 +  + +………………………………………………………………(3)
Where; α0 …………intercept,
β1-β5,………………long run multipliers;
and; ……………..disturbance term.

To determine whether there is a long-term relationship between the variables following Pesaran, Shin, and Smith (2001), we consider the "F-test" of the joint significance of the coefficients. The F-test is a test of a hypothesis where the alternative shows the presence of cointegration, and the null reflects no cointegration among variables. The condition is that the alternative hypothesis is accepted if the F-statistic exceeds the upper bound. In contrast, if the F-statistic is between the upper and lower bounds, the result is regarded as inconclusive, and the null hypothesis of no cointegration is accepted. Once long-run cointegration is established, the error correction model is estimated to derive the short-run dynamics and long-run adjustment parameter. The specified error correction model is as follows:
 +  +……………………………..(4)

Where  denotes the first difference operators, α0 signifies the intercept, and α1-α6 are the short-run dynamic coefficients of the model. while θ captures the rate of equilibrium adjustment.
This ARDL methodology allows the study to empirically assess how digital payment systems affect price stability in Nigeria, in line with the theoretical framework that suggests digital payments can influence inflation dynamics through enhanced transaction efficiency, reduced costs, and changes in money velocity. The ARDL model will test for cointegration, providing insights into both short-term fluctuations and long-term effects.
Table1: Variables Used in the Model and APriori Expectations
	Variables
	Variable notations
	Measurement
	A prior Expect

	Log of the total value of digital/electronic mode of payments
	logetranz
	Absolute
	+ve

	Log of Real Gross Domestic Product
	logrGDP
	Absolute
	+ve

	Log of Money supply (M3)
	logm3
	Absolute
	+ve

	Monetary Policy Rate 
	mpr
	Percentage
	-ve


 
4.0 Results and Discussion
Table 2: Unit Root Test (Augmented Dickey-Fuller)
	Variables
	Critical t-Statistic
	Prob.[image: ]
	Order of Integration

	loghcpi
	-3.547622
	 0.0080
	I(1)

	logetranz
	-12.04193
	 0.0000
	I(0)

	logrgdp
	-16.11146
	 0.0000
	I(1)

	logm3
	-12.28979
	0.0000
	I(1)

	mpr
	-10.27262
	0.0000
	I(1)



The unit root test results using the Augmented Dickey-Fuller (ADF) test show mixed orders of integration among the variables. Log of headline Composite Index (HCPI), total value of electronic transactions (etranz), log of broader money (M3), and Monetary Policy Rate (MPR) are all stationary after first differencing, indicating they are integrated of order one, I(1). However, the log of Real GDP (Rgdp) is stationary at levels, making it I(0). These results suggest a mixed order of integration among the variables, which will influence the appropriate econometric modeling approach, particularly in addressing potential cointegration among variables with different orders of integration. The confirmation that the series are a mixture of I(0), and I(1), provides the rationale for performing the ARDL bounds test for cointegration. 
4.1 ARDL Bounds Test for Cointegration
The ARDL bounds test results, with an F-statistic of 5.447531, suggest there is cointegration among the variables under consideration, as the test statistic is above the critical values for both I(0) and I(1) at all significance levels. This implies that there is a long-run equilibrium relationship among the variables in the model. From an economic perspective, this result suggests that the variables move together in the long run, meaning that changes in one variable are directly associated with changes in the others over time. 
Table 3: Result of the Wald ARDL Bounds Test for Cointegration
 [image: ]

4.2 Results of Long-Run Regression Estimate (Dynamics of Price Stability)
From the ARDL estimation result presented in Table 4, the coefficient of total value of electronic transactions (etranz) showed a positive sign (0.196754), but not statistically significant, implying that the value of digital transactions in the economy does not significantly reduce inflation, rather its adds to the inflationary tendencies just as physical money supply does, as this met our a priori expectation. Electronic transactions are electronic money (e-money) and a representation of components in the aggregation of money supply in the economy. The result also followed Milton Friedman’s postulation that money supply is the primary determinant of long-term price levels in a typical economy. This result implies that digital transactions in the long term are a major driver of inflation as it increases inflationary pressure. While the growth of digital financial systems is important, it may not immediately affect inflationary pressures (Belke & Beretta, 2020). Other structural factors, such as monetary policy or fiscal policy, are likely more influential in determining inflation.
Table 4: Result of the Long Run Coefficient ARDL
[image: ]
Similarly, the broader money supply (M3) theoretically has a strong relationship with price stability, with a higher coefficient (4.018162), though not statistically significant, arising from structural issues. The result suggests that an increase in the money supply leads to higher inflation, thereby affecting the stability of the prices of goods and services. Similarly, this result supports the Quantity Theory of Money, which posits that an increase in money supply, all else being equal, leads to higher inflation (Friedman, 1963). This finding implies that controlling the money supply is crucial for managing inflation, particularly in economies where monetary expansion can quickly translate into price increases. 
Real GDP has a negative relationship with inflation, with a coefficient of -4.639016. However, this is contrary to the economic theory. Theoretically, when GDP grows rapidly, especially beyond an economy’s productive capacity, aggregate demand begins to increase, consequently pushing prices upward. The result suggests that when the economy is operating within its potential i.e increase in GDP, it does not impact inflation in the case of Nigeria. This could be attributable to the sector contributing to the growth of the economy. The sector may not drive so much aggregate demand, leading to an increase in wages, as supported by the Phillips curve hypothesis.
The coefficient for MPR is negative (-0.017833) but statistically insignificant, suggesting that changes in the monetary policy rate do have a significant direct effect on inflation in this model. This indicates that the monetary policy rate is effective in influencing inflation in the short term, possibly due to effective policy transmission channels within sectors of the economy. As the ‘anchor rate’ goes up, inflation is supposed to head south and stabilize.
Meanwhile, the F-statistic figure in the bounds test reflects the long-run relationship among variables based on whether it is greater or lower than the threshold. The result in Table 4 shows that the F-statistic (5.447531) is greater than the lower and upper bounds, showing the overall significance of the model in both the short and the long-run and indicating a long-run relationship among the variables even at 1% level. 
4.3 ARDL Error Correction Regression
[bookmark: _Hlk220341300]The short-run dynamic parameters were obtained by estimating an error correction model associated with the long-run estimates. The ARDL Error Correction Regression result in Table 5 showed the coefficient of the ECM to be (-0.00119). This is negative and highly significant at 1 per cent. The coefficient is consistent and fulfils the condition of the error correction term. The error correction term represents the speed of adjustment from the initial level of disequilibrium to a long–term equilibrium path. This implies that the disequilibrium of inflation proxied (hcpi) resulting from a shock in the preceding month would be corrected by 0.12 per cent in the following quarter to attain the equilibrium level in the long run. 
Table 5: Error Correction Estimates of the ARDL Model
[image: ]
4.4 Model Diagnostic (Post estimation Test)
Model Stability Test 
            To capture short-run dynamics while ensuring consistency with the estimated long-run parameters, the stability of the long-run coefficients was employed as the basis for constructing the error-correction term. Accordingly, the cumulative sum (CUSUM) and cumulative sum of squares (CUSUMSQ) tests developed by Brown et al. (1975) were applied to assess the structural stability of the model. The graphical plots of the CUSUM and CUSUMSQ statistics indicate that both remain within the 10 percent critical bounds throughout the sample period, thereby confirming the stability of the model’s coefficients and the reliability of the estimated results.
Fig 1. Cumulative sum (CUSUM) tests
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Fig 2. Cumulative sum of squares (CUSUMSQ) tests

[image: ]


                        Residual Diagnostic Test (Serial Correlation and Heteroskedasticity)
            The result below shows that the model is devoid of autocorrelations and heteroscedasticity, as the F-statistic is not significant at 0.55 and 0.24 critical values; therefore, the null is rejected.
Table 6  Residual Diagnostic Test result for autocorrelations and heteroscedasticity
[image: A screenshot of a test
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Table 7. Autoregressive Distributed Lag (ARDL)
5.0 Conclusion
This study employs the Autoregressive Distributed Lag (ARDL) methodology to examine the relationship between digital payments and inflation dynamics in Nigeria, using monthly data spanning from 2012M1 to 2024M6. The analysis also incorporates key macroeconomic control variables, namely money supply, output, and the monetary policy rate, to provide a comprehensive assessment of inflation dynamics over the study period. The results of the bounds testing procedure reveal strong evidence of a long-run relationship between inflation and the explanatory variables. Empirical findings indicate that inflation in Nigeria is persistently and significantly driven by the money supply, which exists in multiple forms, including cash and electronic money. This underscores the critical role of aggregate money supply in determining both current and past inflationary outcomes, thereby lending theoretical support to the Quantity Theory of Money. The results further suggest that while digital payment systems may exert a direct influence on inflation, their more salient effect operates through the broader monetary environment. By enabling faster and more efficient transactions, digital payments may increase the velocity of money, with implications for price stability. In contrast, output growth appears not to exert significant pressure on inflation, a result that may reflect underlying structural imbalances within the economy.
The findings also show that changes in the monetary policy rate have a significant effect on inflation, indicating that the policy rate remains an effective tool for achieving price stability in the short run. This effectiveness may be attributed to relatively functional monetary policy transmission channels across sectors of the economy. Overall, the results highlight the importance of effectively managing monetary aggregates and anchoring inflation expectations to achieve long-term price stability.
Based on these findings, several policy recommendations emerge. First, policymakers should prioritize strategies that ensure effective control of the money supply to mitigate inflationary pressures. Strengthening the monetary policy framework to better anchor inflation expectations would contribute to macroeconomic stability. Second, timely and preemptive policy interventions are essential, given the strong persistence of inflation and the significant influence of past inflation on current outcomes. Third, policymakers should leverage the expansion of digital payment systems to enhance monetary policy transmission and improve inflation management. The growth of digital payments can facilitate improved monitoring and regulation of money supply, allowing for more precise policy responses. Finally, central banks should promote wider adoption of digital payment platforms to enhance economic efficiency, reduce transaction costs, and foster financial inclusion, all of which can indirectly support price stability. Nonetheless, the inflationary implications of rapid technological innovation in payment systems should be carefully monitored to prevent unintended macroeconomic consequences.
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ARDL Error Correction Regression
Dependent Variable: DLOGHCPI)
Selected Model: ARDL(2, 0, 3,0, 0)
Case 2: Restricted Constant and No Trend
Date: 01/24/126 Time: 17:22
Sample: 2012M01 2024M06

Included observations: 147

ECM Regression
Case 2: Restricted Constant and No Trend

Variable Coefficient  Std. Error t-Statistic ~ Prob.
D(LOGHCPI(-1)) 0593318 0.061571 9636380  0.0000
D(LOGM3) 0014123 0007557 1868842 00638
D(LOGM3(-1)) 0011939 0007525 1586674 01149
D(LOGM3(-2)) 0.018219 0007610 2394271 0.0180
CointEq(-1)* -0.001091 0.000187  -5.820488  0.0000
R-squared 0.773457 Mean dependent var 0011789
Adjusted R-squared 0.767075 S.D. dependent var 0.005976
SE. of regression 0.002884  Akaike info criterion -8.825758
Sum squared resid 0.001181  Schwarz criterion -8.724042
Log likelihood 653.6932  Hannan-Quinn criter. -8.784430
Durbin-Watson stat 1.771451
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Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation at up to 2 lags

F-statistic 0.598944  Prob. F(2,135)
Obs*R-squared 1.202896  Prob. Chi-Square(2)

0.5508
0.5239

Test Equation:
Dependent Variable: RESID

Method: ARDL

Date: 01/27/26 Time: 16:02

Sample: 2012M04 2024M06

Included observations: 147

Presample missing value lagged residuals set to zero.
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Heteroskedasticity Test: Harvey
Null hypothesis: Homoskedasticity

F-statistic 1.304060  Prob. F(9,137) 0.2402
Obs*R-squared 1159952 Prob. Chi-Square(9) 0.2368
Scaled explained S 13.47082  Prob. Chi-Square(9) 0.1424

Test Equation:

Dependent Variable: LRESID2
Method: Least Squares

Date: 01/27/26 Time: 16:03
Sample: 2012M04 2024106
Included observations: 147
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F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) I(1)
Asymptotic: n=1000
F-statistic 5.447531 10% 22 3.09
k 4 5% 256 3.49
2.5% 288 3.87
1% 3.29 437
Actual Sample Size 147 Finite Sample: n=80
10% 2.303 3.22
5% 2688 3.698
1% 3.602 4787
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(LOGHCPI)
Selected Model: ARDL(2, 0, 3, 0, 0)

Case 2: Restricted Constant and No Trend
Date: 01/24/26 Time: 17:12

Sample: 2012M01 2024M06

Included observations: 147

Variable Coefficient td. Error  t-Statistic  Prob.
LOGETRANZ 0.196754  0.819877  0.239980  0.8107
LOGM3 4.018162 14.60055  0.275206  0.7836
LOGRGDP -4.639016  22.34094  -0.207646  0.8358
MPR -0.017833  0.153070  -0.116501 0.9074
c 7.000033 102.4406  0.068333  0.9456

EC = LOGHCPI - (0.1968"LOGETRANZ + 4.0182"LOGM3 -4.6390

*LOGRGDP -0.0178"MPR + 7.0000)

Source: Author’s Computation




