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ABSTRACT 

This study looks at how Zambian market liquidity dynamics are affected by monetary 

policies between 2016 and 2023. Using econometric modelling, specifically the 

autoregressive distributed lag (ARDL) approach, the study examines the immediate 

and long-term effects of key monetary tools, such as the monetary policy rate (MPR), 

short-term interest rates (STIR), and long-term interest rates (LTIR), on liquidity. To 

give a thorough grasp of their impact on financial market activity, fiscal factors like 

government borrowing and spending are also evaluated. 

Different short- and long-term trends are revealed by the results. The short-term 

tightening effect of monetary policy changes was reflected in the short-term negative 

impact of MPR changes on liquidity. However, in line with earlier research like Banda 

and Mbewe (2017), decreases in STIR showed a favourable impact on liquidity by 

encouraging borrowing and investment. However, these variables' short-term effects 

were fleeting, underscoring the limited immediate significance of monetary policy 

adjustments in Zambia. 

LTIR turned proven to be a strong positive predictor of liquidity over the long term, 

suggesting that stable market activity is supported by advantageous long-term 

borrowing circumstances. Furthermore, lagged MPR demonstrated a noticeable but 

delayed effect on liquidity, highlighting the need of steady and predictable monetary 

policy. However, over time, STIR showed little impact on more general liquidity 

patterns, highlighting the higher significance of long-term rates in determining market 

liquidity in Zambia. 

The study emphasises how crucial it is to balance monetary policy instruments in order 

to improve liquidity without causing market volatility. In order to support market 

development and economic growth, Zambian policymakers are urged to concentrate 

on fostering stable long-term borrowing conditions and upholding predictable 

monetary policies. These observations advance our knowledge of the efficacy of 

monetary policy in developing nations and offer practical suggestions for promoting 

liquidity and financial stability in Zambia. 
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CHAPTER ONE: INTRODUCTION 

1.0 Overview 

This study looks at Zambia's market liquidity from 2016 to 2023 in relation to monetary 

policies. The goal of the study is to comprehend how the availability of liquidity in 

financial markets is impacted by important monetary tools, such as the monetary policy 

rate (MPR) and short-term interest rates, as well as fiscal considerations like 

government borrowing and spending. Through the use of econometric models and 

empirical data analysis, this study seeks to offer significant insights that will help 

policymakers develop successful market regulation and stabilisation plans. 

Understanding these relationships is essential for fostering effective, stable, and 

inclusive growth, especially considering Zambia's reliance on its financial sector to 

fund economic activity. 

1.1 Background of the Study 

Zambia and other emerging economies must negotiate the intricacies of both the 

domestic and international financial systems, which present both special opportunities 

and difficulties. Rapid urbanisation, industrialisation, and population increase define 

these economies and present substantial prospects for economic growth. 

Nevertheless, they are also vulnerable to exogenous shocks including global financial 

crises, volatile commodity prices, and exchange rate volatility, as well as market 

liquidity limitations, restricted credit availability, and regulatory uncertainties (Brown, 

2015). 

A key component of healthy financial markets is market liquidity. It describes how 

easily assets can be purchased or sold without resulting in significant price 

fluctuations. Because it makes it possible for firms to obtain the capital they require for 

growth and innovation, high liquidity encourages stability, makes investment easier, 

and supports economic expansion. On the other hand, a lack of liquidity can hinder 

economic growth by raising transaction costs, increasing market volatility, and 

lowering investor confidence (Smith & Adams, 2012). 

As a developing country, Zambia mostly relies on its financial industry to raise funds 

for important investments in manufacturing, mining, infrastructure, and agriculture. 

Zambia has implemented economic changes over the years in an effort to open up its 

financial markets, draw in foreign capital, and increase competition in the banking 
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industry. Liquidity constraints continue to be a major obstacle in spite of these 

initiatives, impacting both public sector funding and private sector expansion. 

Commercial banks, non-bank financial institutions, the capital market, and the 

interbank market make up Zambia's financial sector. Despite being the industry leader, 

commercial banks frequently experience liquidity issues during times of global unrest 

or economic slump. The capital market, which has modest trade volumes and little 

participation, is still in its infancy and could offer other funding possibilities. In a similar 

vein, inefficiencies in the interbank market, which is essential for managing short-term 

liquidity, make liquidity issues worse. 

Liquidity pressures have increased recently due to Zambia's macroeconomic 

circumstances. These include high inflation rates, growing budget deficits, expanding 

government borrowing, and the devaluation of the Zambian kwacha. By increasing 

interest rates and consuming available liquidity in the financial system, excessive 

government borrowing, for example, has discouraged private investment during times 

of fiscal expansion. Regarding monetary policy, changes in short-term interest rates 

and the monetary policy rate (MPR) have had differing impacts on liquidity, illustrating 

the complex interplay between market dynamics and policy choices. 

1.1.1 Importance of Studying Market Liquidity 

Fostering a stable and effective financial system requires an understanding of market 

liquidity. In addition to impeding the efficient operation of financial markets, liquidity 

limitations also have wider ramifications for stability and economic growth. In Zambia, 

a lack of liquidity has frequently made it difficult for companies to obtain reasonably 

priced loans, which has hindered investments in important industries including 

manufacturing, mining, and agriculture. 

Furthermore, a lack of liquidity can cause the banking industry to become unstable, 

which would raise lending rates, increase non-performing loans, and limit access to 

credit. This has an impact on government spending, corporate operations, and 

household consumption, which spreads throughout the economy. Therefore, 

addressing liquidity issues necessitates a thorough comprehension of the underlying 

causes as well as the creation of focused policies that strike a balance between the 

interests of all parties involved. 
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1.1.2 Role of Macroeconomic Policies in Shaping Liquidity 

Liquidity levels are significantly influenced by macroeconomic policy, especially 

monetary and fiscal policies. To reach targeted levels of liquidity, the central bank can 

modify the amount of money in the economy using instruments including reserve 

requirements, open market operations, and the monetary policy rate (MPR). For 

example, lowering the MPR increases the amount of money available for investment 

and consumption by making borrowing more affordable for people and businesses. 

Although this may temporarily impair economic activity, increasing the MPR can 

constrain liquidity to limit inflation. 

Government borrowing and spending, as well as fiscal policy, have a big influence on 

liquidity. Investments in social services, healthcare, and infrastructure can stimulate 

development and increase liquidity in the economy. However, by discouraging private 

investment and raising interest rates, excessive government borrowing might result in 

liquidity restrictions. For Zambia, whose fiscal deficits and debt servicing commitments 

frequently compete with the private sector for scarce financial resources, striking a 

balance between these policies is particularly crucial. 

1.1.3 Zambia’s Financial Reforms and Liquidity Challenges 

Zambia has carried out a number of changes throughout the 1990s with the goal of 

liberalising its financial system and fostering economic expansion. These include 

initiatives to draw in foreign direct investment (FDI), the implementation of foreign 

exchange liberalisation laws, and the creation of the Lusaka Securities Exchange 

(LuSE) to support the growth of the capital market. Although the financial industry has 

grown as a result of these changes, small and medium-sized businesses' (SMEs') 

access to credit and liquidity issues have not been adequately addressed. 

Zambia's capital market is still in its infancy, with few investors and a narrow range of 

products. This limits companies' capacity to obtain long-term funding and exacerbates 

liquidity issues in general. Furthermore, structural inefficiencies and a lack of 

confidence among market players frequently limit the interbank market, which provides 

banks with a platform to manage short-term liquidity needs. 

Addressing these issues in this setting requires an understanding of how monetary 

policy, fiscal measures, and market liquidity interact. Policymakers need to find a 

balance between promoting economic growth, preserving financial stability, and 
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making sure that the economy's ability to produce isn't hampered by liquidity 

limitations. 

1.2 Statement of the Problem 

This research focuses on addressing a significant gap in understanding how monetary 

policy tools influence market liquidity in Zambia and their broader impact on economic 

stability. While monetary policies are crucial in shaping financial markets, there’s 

limited knowledge about how specific tools, such as the monetary policy rate (MPR), 

short-term interest rates, and long-term interest rates affect liquidity within Zambia's 

unique economic framework. 

As an emerging market, Zambia faces distinct challenges in maintaining market 

liquidity. For instance, changes in the monetary policy rate set by the Bank of Zambia 

have a direct impact on lending rates, borrowing costs, and investment activity. Short-

term interest rates play a vital role in determining interbank lending and the availability 

of credit within the banking sector. On the other hand, long-term interest rates 

influence bond market dynamics and the financing costs for infrastructure 

development. These factors collectively shape liquidity conditions, yet there is a 

noticeable lack of in-depth empirical research that examines their combined effects on 

Zambia’s financial markets. 

Most existing studies on monetary policy and liquidity are either centered on 

developed economies or focus on broader indicators like money supply. However, the 

findings from these studies often don’t align with Zambia’s economic realities due to 

differences in market structures, regulatory systems, and the maturity of financial 

markets. For example, while developed economies typically enjoy deep and liquid 

capital markets, Zambia’s financial markets remain relatively small and are more 

susceptible to external shocks, such as fluctuations in commodity prices and exchange 

rate volatility. These complexities make effective liquidity management a critical but 

challenging task, underscoring the need for a deeper understanding of how monetary 

policies function in Zambia’s context. 

In Zambia, effective monetary policy is vital for fostering economic stability, attracting 

investments, and building trust among both local and foreign investors. The country 

has experienced several periods of liquidity stress, such as during the currency 

depreciation events in 2015 and 2020, where changes in interest rates and broader 
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monetary conditions compounded the problem. Gaining a clearer picture of how these 

monetary tools operate is crucial for helping policymakers, financial institutions, and 

investors make better-informed decisions. 

This study aims to fill the existing knowledge gap by analyzing the effects of short-

term interest rates, the MPR, and long-term interest rates on market liquidity in Zambia 

from 2016 to 2023. By focusing on these specific monetary policy tools, the research 

intends to offer practical insights that can help policymakers design more effective 

strategies to ensure stable and efficient liquidity conditions. 

1.3 General Objective 

The general objective of this study is to analyse the impact of monetary policies on 

market liquidity dynamics in Zambia from 2016 to 2023. 

1.3.1 Specific Objectives 

1. To examine the influence of the monetary policy rate (MPR) on market liquidity. 

2. To determine the impact of long-term interest rates on market liquidity. 

3. To determine the impact of short-term interest rates on market liquidity. 

 

1.3.1.1 Hypotheses 

▪ H₀₁ (Null): Short-term interest rates have no significant effect on market liquidity 

in Zambia. 

▪ H₀₂ (Null): The monetary policy rate (MPR) has no significant effect on market 

liquidity in Zambia. 

▪ H₀₃ (Null): Long-term interest rates have no significant effect on market liquidity 

in Zambia. 

1.3.1.2 Definition of Key Terms 

• Market Liquidity: The ability of financial markets to allow assets to be bought 

and sold quickly without causing significant price changes. 

• Monetary Policy Rate: The interest rate set by the central bank to influence 

money supply and economic activity. 

• Short-term Interest Rate: Interest rates on loan agreements or debt 

instruments such as treasury bills with a maturity of less than one year. 
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• Long-term Interest Rate: Interest rates on loan agreements or debt 

instruments such as government bond with a maturity of more than one year. 

1.3.1.3 Delimitation and Scope of the Study 

The study spans the years 2016–2023 and focusses on Zambia's financial market. It 

looks at how market liquidity is affected by monetary policy rates, short-term interest 

rates, and long-term interest rates. 

1.3.1.4 Significance of the Study 

This study is important because it offers factual data on how Zambian market liquidity 

is affected by governmental actions. Policymakers, players in the financial market, and 

scholarly scholars will find the findings useful in comprehending and enhancing market 

stability and efficiency. 
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CHAPTERiTWO:iLITERATUREiREVIEW 

2.0iOverview 

Thisichapteriexaminesipreviousiresearchionitheitopic,igivingitheistudyiaitheoreticalia

ndiempiricalibasis.iIniadditionitoiidentifyingigapsithatitheicurrentiresearchiattemptsitoi

address,itheireviewiwilliassistiiniplacingitheistudyiwithinitheilargeriacademiciconversa

tion.i 

2.1iTheoreticaliReview 

Thisisectioniexploresikeyitheoriesithatiformitheifoundationiforiunderstandingitheirelati

onshipibetweenimonetaryipolicyiandimarketiliquidity.iTheistudyidrawsionitheiEfficienti

MarketiHypothesis,iLiquidityiPreferenceiTheory,iKeynesianiEconomics,ianditheiMon

etaryiPolicyiTransmissioniMechanismitoicontextualizeifinancialimarketidynamicsiandi

theiroleiofipolicyiinterventions.iItialsoiincorporatesitheiFinancialiInstabilityiHypothesisi

toideepenitheianalysis. 

2.1.1iEfficientiMarketiHypothesisi(EMH) 

DevelopedibyiFamaiini1970,itheiEfficientiMarketiHypothesisi(EMH)isuggestsithatifina

ncialimarketsiareihighlyiefficientiatiprocessingiandireflectingialliavailableiinformationii

niassetiprices.iThisimeansithatiit’sinearlyiimpossibleitoiconsistentlyiachieveireturnsia

boveitheimarketiaverageithroughispeculativeistrategies.iLiquidityiplaysiaicrucialiroleih

ere,iasitheiabilityitoibuyioriselliassetsiquicklyiwithoutisignificantlyiaffectingipricesiisiai

hallmarkiofimarketiefficiency. 

TheiEMHiemphasizesitheiroleioficentralibanksiandipolicymakersiinimaintainingismoo

thimarketifunctioning.iForiexample,iwhenicentralibanksiadjustimonetaryipolicyiratesio

riinjectiliquidityiintoitheisystem,itheseichangesishouldibeiinstantlyireflectediiniassetipr

icesiifimarketsiareiefficient.iHowever,icriticsiargueithatireal-

worldimarketsiareirarelyiperfectlyiefficient—

especiallyiinidevelopingieconomiesilikeiZambia.iStructuraliinefficienciesiandiunequali

accessitoiinformationicanidisruptiliquidityiandioverallimarketistability,ihighlightingithei

neediforitargetedipoliciesitoiimproveimarketitransparencyiandiefficiency. 

2.1.2iLiquidityiPreferenceiTheory 

IntroducedibyiJohniMaynardiKeynesiiniTheiGeneraliTheoryiofiEmployment,iInterest,i

andiMoneyi(1936),iLiquidityiPreferenceiTheoryiexplainsitheirelationshipibetweeniinte

restiratesianditheidemandiforimoney.iKeynesiproposedithatipeopleipreferitoiholdicas
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hioriotheriliquidiassetsidueitoitheiuncertaintyiofifutureieventsianditheiconvenienceiliq

uidityiprovides.iHeiidentifiedithreeimainireasonsiforiholdingimoney: 

1. TransactionsiMotivei–iToifacilitateidailyipurchasesiandipayments. 

2. PrecautionaryiMotivei–iToicoveriunforeseeniexpensesioriemergencies. 

3. SpeculativeiMotivei–

iToitakeiadvantageiofipotentialichangesiiniassetipricesioriinterestirates. 

Theitheoryisuggestsithatiwheniinterestiratesirise,itheicostiofiholdingimoneyiincreases

,ipromptingiindividualsiandibusinessesitoiinvestiiniinterest-

earningiassetsiinstead.iConversely,iloweriinterestiratesireduceithisicost,iincreasingith

eidemandiforiliquidity. 

InitheiZambianicontext,ithisitheoryishedsilightionihowichangesiinitheimonetaryipolicyi

ratei(MPR)iinfluenceimarketiliquidity.iForiinstance,iaihigheriMPRimayidiscourageiliqui

dityibyiraisingiborrowingicostsiandidrivingifundsiintoihigher-

yieldiinvestments.iOnitheiotherihand,iailoweriMPRicaniboostiliquidityibyimakingiborro

wingimoreiaffordableiandiincreasingitheiappealiofiholdingiliquidiassets.iThisiperspecti

veihelpsiexplainitheiintricateirelationshipibetweenicentralibankipolicies,iinterestirates,

iandiliquidityiinifinancialimarkets. 

2.1.3iMonetaryiPolicyiTransmissioniMechanism 

TheiMonetaryiPolicyiTransmissioniMechanismidescribesihowichangesiinicentraliban

kipoliciesiaffectitheibroaderieconomy,iparticularlyimarketiliquidity.iTheimechanismiop

eratesithroughivariousichannels,iincluding: 

1. InterestiRateiChanneli–

iAdjustmentsiinipolicyiratesiinfluenceiborrowingicosts,iwhich,iiniturn,iaffectiinv

estmentiandiconsumption. 

2. CreditiChanneli–

iChangesiiniinterestiratesiimpactitheiavailabilityioficredit,iwithiloweriratesienco

uragingiborrowingiandihigheriratesidiscouragingiit. 

3. AssetiPriceiChanneli–

iMonetaryipolicyiinfluencesiassetiprices,iaffectingiwealthiandiliquidity. 
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4. ExchangeiRateiChanneli–

iIniopenieconomies,ipolicyichangesiaffectiexchangeirates,iinfluencingitradeiflo

wsiandiliquidity. 

IniZambia,itheiinterestirateiandicreditichannelsiplayiaiparticularlyisignificantirole.iFori

example,iwhenitheiBankiofiZambiaiadjustsitheiMPR,iborrowingicostsiandicreditiavail

abilityichange,iinfluencingiliquidityilevels.iHowever,itheieffectivenessiofitheseichannel

sidependsionifactorsilikeimarketidevelopmentianditheiresponsivenessiofifinancialiinst

itutions.iStructuraliinefficienciesiiniZambia’sifinancialimarketsimayireduceitheiimpacti

ofitheseipolicyiadjustments,imakingicomplementaryireformsinecessaryitoienhanceith

eirieffectiveness. 

2.1.4iFiscaliPolicyianditheiCrowding-OutiEffect 

Fiscalipolicyiencompassingigovernmentispendingiandiborrowingicanisignificantlyiinfl

uenceimarketiliquidity,iparticularlyithroughitheicrowding-

outieffect.iThisioccursiwhenigovernmentiborrowingiincreasesidemandiforicredit,idrivi

ngiupiinterestiratesiandireducingiprivateisectoriaccessitoiloans.iAsiairesult,iprivateiin

vestmentideclines,ipotentiallyidecreasingimarketiliquidity. 

However,ifiscalipolicyidoesn’tialwaysiconstrainiliquidity.iProductiveigovernmentispen

dingisuchiasiinvestmentsiiniinfrastructure,ieducation,iorihealthcareicaniboostieconom

iciactivityiandiimproveiliquidity.iForiexample,igovernmentiprojectsicreateijobs,iraiseiin

comes,iandiencourageispending,iultimatelyienhancingifinancialisystemiliquidity. 

IniZambia,igovernmentirelianceioniborrowingitoifinanceibudgetideficitsicanieithericro

wdioutiprivateiinvestmentior,iwheniusediproductively,istimulateioverallieconomiciactiv

ity.iPolicymakersimusticarefullyimanageithisibalanceitoiavoidiliquidityiconstraintsiwhil

eipromotingigrowth. 

2.1.5iMonetaristiTheory 

MonetaristiTheory,ichampionedibyiMiltoniFriedman,iemphasizesitheicriticaliroleiofim

oneyisupplyiinideterminingieconomicistabilityiandiliquidity.iMonetaristsiargueithaticha

ngesiinitheimoneyisupplyidirectlyiinfluenceiliquidity,iconsumption,iandiinvestment,iwit

hiinflationibeingi“alwaysiandieverywhereiaimonetaryiphenomenon.” 

ThisitheoryiunderlinesitheiimportanceiofiM2i(broadimoney)iasiailiquidityimeasure,ien

compassingicash,idemandideposits,iandinear-
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liquidiassets.iIniZambia,itheiBankiofiZambiaiappliesiMonetaristiprinciplesibyiadjusting

itheiMPRiandiconductingiopenimarketioperationsi(OMO).iForiexample,iloweringithei

MPRiencouragesiborrowingiandispending,iincreasingitheimoneyisupplyiandienhanci

ngiliquidity. 

2.1.6iFinancialiIntermediationiTheory 

FinancialiIntermediationiTheoryihighlightsitheiroleiofifinancialiinstitutionsilikeibanksia

ndicapitalimarketsiinicreatingiliquidityibyilinkingisaversiandiborrowers.iProposedibyiD

iamondiandiDybvigi(1983),itheitheoryiexplainsihowiintermediariesitransformishort-

termidepositsiintoilong-termiloans,ithusifacilitatingiliquidity. 

IniZambia,ifinancialiintermediariesisignificantlyiinfluenceiliquidityithroughilendingiactiv

ities.iHowever,itheiunderdevelopmentioficapitalimarketsilimitsialternativeiliquidityisou

rces,imakingitheibankingisector’siroleievenimoreicritical.iPoliciesilikeireserveirequire

mentsiandiMPRiadjustmentsidirectlyiaffectibanks’iabilityitoilend,iemphasizingitheiimp

ortanceiofiairobustifinancialiintermediationisystemiforiliquidityimanagement. 

2.1.7iKeynesianiEconomics 

Keynesianieconomicsiunderscoresitheiroleiofigovernmentiinterventioniinistabilizingie

conomies.iItiemphasizesithatiaggregateidemandidrivesieconomiciactivityiandithatiins

ufficientidemandicanicauseirecessions.iFromithisiperspective,imonetaryipolicyiisiaivit

alitooliforimanagingidemandiandiliquidity. 

ForiZambia,iKeynesianiprinciplesiareiparticularlyirelevantiiniaddressingiliquidityichall

engesiandipromotingigrowth.iByiloweringiinterestirates,icentralibanksicaniencouragei

investmentiandiconsumption,iboostingiliquidity.iHowever,iexcessiveiinterventionicanil

eaditoiinflationiandiinefficiencies,irequiringicarefulibalanceiinipolicyiimplementation. 

2.1.8iFinancialiInstabilityiHypothesis 

HymaniMinsky’siFinancialiInstabilityiHypothesisioffersiaicontrastingiview,isuggestingi

thatiperiodsiofieconomicistabilityicanileaditoioverconfidenceiandiexcessiveirisk-

taking,iultimatelyiincreasingitheilikelihoodiofifinancialicrises.iThisitheoryiisiespeciallyir

elevantiforiZambia,iwhereiexternalishocksiandieconomicivolatilityioftenicreateiliquidit

yichallenges. 

Theihypothesisihighlightsitheiimportanceiofibalancingishort-

termiliquidityiimprovementsiwithilong-
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termistability.iForiZambia,ithisimeansicarefullyimonitoringicreditiexpansioniandiensuri

ngirobustiregulationsitoipreventisystemicirisks. 

 

 

2.2iEmpiricaliReview 

Theiempiricalireviewiexploresiprioriresearchionitheieffectsiofimonetaryipoliciesionima

rketiliquidity,iwithiaiparticularifocusionibothidevelopediandiemergingimarkets.iThisico

mprehensiveievaluationishedsilightionitheivariousimechanismsithroughiwhichimacro

economicipoliciesiinfluenceiliquidityidynamicsiacrossidifferentieconomicienvironment

s. 

BernankeiandiBlinderi(1992)iconductediaiseminalistudyianalyzingitheirelationshipibet

weenichangesiinitheifederalifundsirateiaipivotalimonetaryipolicyitooliandimarketiliquid

ityiinitheiUnitediStates.iTheiriresearchiaimeditoiunderstandihowimonetaryipolicyiadju

stmentsiimpactediborrowingicostsianditradingiactivities.iByiemployingiaivectoriautore

gressioni(VAR)imodel,itheyiexaminedidataispanningimultipleieconomicicycles.iTheire

sultsirevealedithatireductionsiinitheifederalifundsirateisignificantlyienhancedimarketili

quidity,iprimarilyibyiloweringiborrowingicosts,iwhichisubsequentlyistimulateditradingiv

olumesiandiinvestmentiactivities.iTheirifindingsiunderscoreditheicriticaliroleiofiaccom

modativeimonetaryipoliciesiinistabilizingimarketsiduringieconomicidownturns.iMoreov

er,iBernankeiandiBlinderiemphasizeditheineediforicentralibanksitoiexerciseicautioniw

heniutilizingiinterestirateitoolsitoieffectivelyimanageiliquidity,iparticularlyiinitimesiofiec

onomiciuncertainty. 

Extendingitheianalysisitoiemergingimarkets,iJohnsoni(2010)iexamineditheiinfluencei

ofimacroeconomicipoliciesioniliquidityicosts,iincludingiaifocusioniZambia.iUtilizingireg

ressionianalysis,itheistudyihighlighteditheidualiimportanceiofimonetaryiandifiscalipoli

ciesiinishapingiliquidityilevelsiinilessidevelopedifinancialisystems.iBrowni(2015)iprovi

dediaicomparativeianalysisiofiliquidityidynamicsiacrossiemergingimarketsiusingipane

lidata,iillustratingithatitheiimpactiofimonetaryipoliciesivariedisignificantlyibyiregion.iSo

meimarketsiexhibitediprofoundiliquidityishiftsiiniresponseitoipolicyichanges,iwhileioth

ersidisplayediminimalieffects.iSimilarly,iClarki(2018)iinvestigateditheiroleiofiproactivei

fiscaliandimonetaryiinterventionsiinienhancingiliquidityiandireducingimarketivolatilityii

niemergingieconomies.iTheistudyiconcludedithaticonsistentianditransparentipoliciesi
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notionlyibolsteredimarketiliquidityibutialsoiminimizeditheiriskiofifinancialicrises,ithereb

yiensuringilong-termistability. 

Milleri(2019)iexploreditheiinterplayibetweenigovernmentipoliciesiandimarketiefficienc

yiiniemergingimarketsithroughiaimixed-

methodsiapproach.iTheistudyiemphasizedithatiwell-

coordinatedimonetaryiandifiscalipoliciesiwereiessentialiforisustainingiliquidityiandifost

eringieconomicigrowth.iSmithiandiAdamsi(2012)iinvestigateditheidualieffectsiofigover

nmentiexpenditureiandiborrowingionifinancialimarketiliquidity.iTheirifindingsiindicated

ithatiproductiveigovernmentispendingipositivelyiimpactediliquidityibyistimulatingiecon

omiciactivity,iwhileiexcessiveiborrowingiconstrainediliquidityibyicrowdingioutiprivateis

ectoriinvestments. 

Greenei(2003)iprovidediaidetailedireviewiofieconometricimethodologiesiusediiniliquid

ityistudies,ihighlightingitheiimportanceiofirobustianalyticalitoolsiiniunderstandingitheie

ffectsiofimacroeconomicipoliciesioniliquidity.iFamai(1970),ithroughitheiEfficientiMark

etiHypothesisi(EMH),icontributeditheoreticaliinsightsibyipositingithatiefficientimarketsi

facilitateihigheriliquidityithroughiimprovediinformationidisseminationiandireduceditran

sactionicosts.iWhileiMishkini(1996)idelvediintoitheitransmissionimechanismsiofimone

taryipolicy,ihisistudyifocusedionitheicriticaliroleiofiinterestirateiandicreditichannelsiinii

nfluencingiliquidity. 

Iniaimoreirecentistudy,iAdamsiandiLeei(2020)iassesseditheiefficacyiofiunconvention

alimonetaryipolicies,isuchiasiquantitativeieasingi(QE),iinimitigatingiliquidityishortages

iduringifinancialicrises.iEventianalysisirevealedithatiQEisignificantlyiimprovediliquidity

ibyiincreasingitheimoneyisupplyiandiloweringilong-

termiinterestirates.iKumariandiReddyi(2018)ianalyzeditheieffectsiofifiscaliconsolidatio

nimeasuresioniliquidityiiniemergingimarkets,ifindingithatistringentifiscaliadjustmentsio

fteniconstrainediliquidityiinitheishortitermibutifosteredilong-termistability. 

Taylori(1995)ilookediatihowichangesiinimonetaryipolicyiaffecteditheiconductiofifinanc

ialimarkets,ipayingiparticulariattentionitoitransactionicostsiandimarketiliquidity.iEvalu

atingihowicentralibanksimightiemployipolicyiratesitoiimproveimarketiefficiencyiwasith

eiaimiofitheistudy.iByiusingitime-

seriesieconometricimodels,iTayloridiscoveredithatiloweriinterestiratesiimprovedicredit

iaccessibility,iwhichiincreasediliquidityiandimarketiparticipationiandilowereditransacti
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onicosts.iTheistudyialsoishowedithatiiniorderitoialleviateiliquidityishortagesiandiprese

rveistability,ieffectiveimonetaryipolicyinecessitatedipromptiactions.iTaylorisuggestedit

hatiiniorderitoiboostimarketiparticipants'iconfidenceiandiincreaseiliquidity,icentraliban

ksishouldigiveitransparencyitopipriorityiwhenimakingipolicyidecisions. 

Mishkini(1996)ilookediintoihowimonetaryipolicyiwasitransmittediiniorderitoideterminei

howicentralibankiactivitiesiaffectediliquidityiviaidifferentieconomicichannels.iUsingibot

hiqualitativeitechniquesiandiempiricalidataifromiindustrialisedieconomies,itheistudyie

xamineditheiinterestirate,icredit,iandiassetipriceichannels.iMishkinifoundithatibecaus

eiinterestirateifluctuationsiaffectediborrowingicostsiandicreditiavailability,itheyihadithe

imostidirectieffectioniliquidity.iTheistudyialsoifoundithatitheicharacteristicsiofitheiloani

marketiandichangesiiniassetipricesiinfluencediliquidityidynamicsiinicomplimentaryiwa

ys.iMishkinicameitoitheiconclusionithatiiniorderitoicontroliliquidityiandipreventiunfores

eenimarketishocks,iauthoritiesimustitakeiaicomprehensiveiapproachithatitakesiintoia

ccountihowidifferentichannelsiareiinterconnected. 

Johnsoni(2010)iinvestigatedihowimonetaryipolicyiaffectediZambia'siandiotheriemergi

nginations'imarketiliquidity.iTheipurposeiofitheistudyiwasitoievaluateitheieffectsiofiinst

rumentsilikeireserveirequirementsiandishort-

termiinterestiratesioniliquidityilevelsiinilessidevelopedifinancialisystems.iJohnsonidisc

overedithatibyipromotingiborrowingiandiinvestment,iloweringishort-

termiinterestiratesigreatlyiincreasediliquidityiusingipanelidataianalysisifromiseveralina

tions.iTheistudyialsoifoundithatireserveirequirementsiaffecteditheiamountiofimoneyia

vailableiforilending,iwhichihadiaidelayedibutisignificantiimpactioniliquidity.iJohnsoniu

nderlinedithatiiniorderitoisolveiliquidityiissuesiandimaintainifinancialistability,iemergin

gimarketsirequireiflexibleimonetaryipolicies. 

Toiassessihowiwellimonetaryipoliciesiworkitoiincreaseimarketiliquidityiiniemergingim

arkets,iBrowni(2015)icarriedioutiaicomparativeianalysis.iTheigoaliofitheistudyiwasitoi

pinpointitheirooticausesiofiregionalidifferencesiinipolicyiresults.iBrownidiscovereditha

timonetaryipoliciesihadidifferentieffectsioniliquidityibasedioniinstitutionaliandistructura

licharacteristicsiusingipanelidataieconometrics.iForiexample,iinterestirateicutsiresulte

diininotableiincreasesiiniliquidityiininationsiwithihighlyiestablishedifinancialimarkets,ib

utitheiimpactsiwereilessipronouncediinilessidevelopedimarkets.iIniorderitoienhanceit
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heitransmissioniofimonetaryipolicyieffectsitoiliquidity,itheistudyisuggestedithatiemergi

ngieconomiesifortifyitheirifinancialiinfrastructure. 

Iniorderitoistabiliseifinancialimarketsiandiimproveiliquidityiiniemergingieconomies,iCl

arki(2018)iinvestigateditheifunctioniofiproactiveimonetaryipolicyimeasures.iEvaluatin

gihowimoneyisupplyimanagementiandiinterestirateichangesicouldilowerimarketivolati

lityiandiincreaseiliquidityiwasitheiaimiofitheistudy.iClarkiusedipaneliregressionitechni

quesitoishowithatipromptiactions,ilikeiloweringiinterestiratesiduringiuncertainieconom

icitimes,igreatlyiimprovediliquidityiandidecreaseditheilikelihoodiofifinancialicrises.iThe

istudyiunderlinedithatimaintainingimarketistabilityiandifosteringiinvestoriconfidenceire

quiredimonetaryipolicyitoibeitransparentiandiconsistent. 

AdamsiandiLeei(2020)iexaminedihowimarketiliquidityiisiaffectedibyiunconventionalim

onetaryipolicies,ispecificallyiquantitativeieasingi(QE),iinitimesiofieconomicicrisis.iThei

purposeiofitheistudyiwasitoievaluateihowiwelliQEiworkeditoialleviateiliquidityishortag

esiwheniconventionalimonetaryitoolsilostitheirieffectiveness.iTheiresearchersidiscove

redithatiQEipolicies,isuchimassiveiassetipurchases,igreatlyienhancediliquidityibyiexp

andingitheimoneyisupplyiandiloweringilong-

termiinterestirates.iTheyididithisibyiusingieventianalysisiandicaseistudiesifromibothiin

dustrialisediandiemergingieconomies.iAdamsiandiLeeisuggestedithatiemergingimark

eticentralibanksithinkiaboutiusingiquantitativeieasingi(QE)iwhenithereiareisignificantili

quidityirestrictions,iespeciallyiwhenithereiisilittleifiscaliroom. 

TheiEfficientiMarketiHypothesisi(EMH),ifirstiproposedibyiFamaiini1970,iofferedifunda

mentaliinsightsiintoitheirelationshipibetweeniliquidityiandiinformationiefficiency.iTheis

tudyimadeitheicaseithatiassetipricesiiniefficientimarketsiaccuratelyireflectialliavailable

iinformation,iwhichilowersitransactionicostsiandipromotesismootheritrading,ieveniifiiti

wasinotisolelyifocusedioniliquidity.iAccordingitoiFama'sitheory,ifosteringiliquidityirequi

resiopennessiandiinformationisharing.iThisiapproachiemphasisesitheinecessityiofistr

ongiregulatoryiframeworksiiniemergingieconomiesilikeiZambiaitoiimproveimarketieffi

ciencyiandiliquidity,ieveniifiitiisimoreiappropriateiforimatureicountries. 

KumariandiReddyiinvestigatedihowifiscaliausterityipoliciesiaffectedidevelopingimarke

tiliquidity.iTheipurposeiofitheistudyiwasitoievaluateitheieffectsiofichangesiinistateiborr

owingiandispendingionimarketiliquidity.iTheistudy,iwhichiusedipanelidataianalysis,idi

scoveredithatifiscalitighteningiincreasedistabilityioveritimeievenithoughiitifrequentlyili
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mitediliquidityiinitheiimmediateiterm.iTheiresearchersisuggestedicoordinatingimoneta

ryiandifiscalipolicyitoialleviateiliquidityiconstraintsiwithoutijeopardisingieconomiciexpa

nsion. 

MishraiandiRoyiinvestigateditheiconnectionibetweeniliquidityiiniSouthiAsianieconomi

esiandichangesiinimonetaryipolicy.iTheigeneralisedimethodiofimomentsi(GMM)iesti

mationsiwereiusediinitheistudyitoiassessitheiimpactiofipolicyirateichangesioniloaniav

ailabilityiandiliquidity.iTheiresultsishowedithatibyipromotingilendingiandiinvestment,ir

educedipolicyiratesigreatlyiincreasediliquidity.iTheistudyisuggestedithatiiniorderitoiinc

reaseitheiefficacyiofimonetaryipolicies,icentralibanksiinitheiareaishouldiconcentrateio

nistrengtheningitransmissionichannels. 

SmithiandiAdamsiexaminedihowigovernmentiborrowingiandispendingibothiaffectitheil

iquidityiofitheifinancialimarkets.iTheistudyiinvestigateditheiconnectionibetweenifiscali

policyiandiliquidityiusingieconometricimodellingiandicaseistudies.iTheyidiscoveredith

atiwhileiexcessiveiborrowingiresultediiniliquidityilimitationsibyidrivingioutiprivateiinves

tment,iproductiveigovernmentispendingihadiaipositiveiimpactioniliquidityibyiboostingi

economiciactivity.iIniorderitoiestablishistableiliquidityicircumstances,itheistudyiempha

siseditheisignificanceiofistrikingiaibalanceibetweenimonetaryiandifiscalipolicies. 

OkonkwoiandiNcubei(2021)iexploreditheieffectsiofigovernmentiborrowingioniliquidityi

constraintsiacrossisub-

SaharaniAfrica,iwithianiemphasisionitheiroleiofifiscalipoliciesiinishapingifinancialimar

ketsiinieconomiesiativaryingistagesiofidevelopment.iByiemployingiaidynamicipanelid

ataimodel,itheiristudyiassessedipatternsiofigovernmentiborrowing,iliquidityilevels,ian

ditheiinteractionibetweenitheipubliciandiprivateisectorsiiniseveralicountriesiwithinithei

region.iTheirifindingsirevealedithatihighilevelsiofigovernmentiborrowingiofteniintensifi

ediliquidityiconstraints,iparticularlyiininationsiwithiunderdevelopedifinancialisystems.i

Heavyirelianceioniborrowingitoiaddressifiscalideficitsileditoiheightenedicompetitionifo

rilimitedicreditiresources,idrivingiupiinterestiratesiandicrowdingioutiprivateisectoriinve

stment.iThisirippleieffecticurtailedimarketiliquidityiandistifledieconomicigrowth. 

Theiauthorsiproposediimplementingiborrowingilimitsitoimitigateitheinegativeiimpactiof

ifiscalideficitsionimarketiliquidity.iTheyialsoihighlighteditheiimportanceiofichannelingib

orrowedifundsitowardiproductiveiinvestments,isuchiasiinfrastructureidevelopmentian

disocialiservices,itoifosterilong-termieconomicibenefits. 
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InitheiZambianicontext,igovernmentiborrowingihasibeeniaicriticalifactoriiniliquidityich

allenges,iespeciallyiduringifiscalideficitiperiods.iForiinstance,iZambia'sidependencyio

niexternaliborrowingitoifinanceilarge-

scaleiinfrastructureiprojectsihasiatitimesidisplacediprivateisectoriinvestment,ielevatin

giborrowingicostsiforibusinessesiandidampeningimarketiactivity.iOkonkwoiandiNcub

e’sifindingsiunderscoreitheineediforiZambiaitoistrikeiaibalanceibetweeniaddressingifi

scalidemandsiandifosteringiprivateisectorigrowth.iByiadheringitoiborrowingilimitsiandi

prioritizingiinvestmentsithatiyieldisignificantieconomicireturns,ipolicymakersiiniZambi

aicanimitigateiliquidityiconstraintsiandisupportisustainableieconomicidevelopment. 

Ini2012,iRayiconductediaistudyionitheiinfluenceiofimacroeconomicifactors,iparticularl

yimonetaryipolicy,ionitheiperformanceiofitheimanufacturingisectoriinidevelopingicoun

tries.iUsingistructuraliequationimodelingi(SEM),itheiresearchianalyzeditheiinterplayib

etweeniinterestirates,iliquidity,iandiindustrialioutput,iaimingitoiuncoverihowicentraliba

nksicouldileverageimonetaryipolicyitoistabilizeiandienhanceitheimanufacturingisectori

duringiperiodsiofieconomicivolatility.iTheifindingsiindicatedithatireducediinterestirates

ihadiaisubstantialipositiveiimpactioniliquidity,ifacilitatingieasieriaccessitoicreditiforima

nufacturersiandienablingithemitoifinanceioperationsieffectively.iThisiincreasediliquidit

yiwasidirectlyicorrelatediwithihigherilevelsiofimanufacturingiactivity,iasibusinessesiwe

reibetteriequippeditoiinvestiiniproductioniprocesses,itechnologicaliadvancements,ian

diworkforceiexpansion. 

Rayirecommendedithaticentralibanksiimplementiaccommodativeimonetaryipoliciesid

uringieconomicidownturnsitoistimulateiliquidityiandisupportiindustrialigrowth.iIniZamb

ia,iwhereitheimanufacturingisectoriisiintegralitoieconomicidiversificationiandireducingi

relianceionimining,isimilarichallengesipersist.iHighiinterestiratesiandirestrictediacces

sitoiaffordableicreditiofteniimpedeitheisector'sigrowthipotential.iRay'siconclusionsires

onateistronglyiwithiZambia’sicircumstances,isuggestingithatimonetaryipoliciesitargeti

ngiloweriinterestiratesicouldisignificantlyienhanceiliquidityiandidriveiindustrialidevelop

ment. 

Foriexample,iaireductioniinitheimonetaryipolicyiratei(MPR)ibyitheiBankiofiZambiaicou

ldiloweriborrowingicostsiforimanufacturers,icreatingiopportunitiesiforiinvestmentiinipr

oductivity,iinnovation,iandicapacityibuilding.iSuchimeasuresiwouldinotionlyistrengthe
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nitheimanufacturingisectoributialsoicontributeitoibroaderieconomicistabilityiandigrowt

h. 

TayloriandiWongi(2021)iexploreditheiefficacyiofimonetaryipoliciesiiniaddressingiliquid

ityichallengesiduringiperiodsiofieconomiciuncertaintyithroughiaicross-

countryianalysisicomparingiadvancediandiemergingieconomies.iTheistudyiaimeditoiu

ncoveritheistructuraliandiinstitutionalifactorsiinfluencingitheieffectivenessiofiinterestir

ateiadjustmentsiinimanagingiliquidity.iTheifindingsirevealediaistarkicontrastibetweenit

heitwoigroups:imonetaryipoliciesiwereihighlyieffectiveiiniadvancedieconomies,iwhere

irobustifinancialisystemsifacilitatediefficientitransmissioniofipolicyichanges.iConversel

y,iemergingimarketsifacedisignificantistructuralichallenges,iincludingiweakifinancialiin

frastructure,irestrictediaccessitoicredit,iandilimitedimarketitransparency,iwhichidimini

sheditheiimpactiofimonetaryipolicyiadjustmentsioniliquidity. 

Theiauthorsirecommendedithatiemergingieconomiesifocusionifinancialisectorireform

sitoistrengthenimonetaryipolicyitransmissionimechanisms.iSpecificisuggestionsiinclu

dedienhancingiregulatoryiframeworks,ibroadeningicreditiaccess,iandiimprovingiovera

llimarketitransparency.iIniZambia,ianiemergingieconomyiwithinotableistructuralibarrie

rs,itheseifindingsihaveidirectirelevance.iAlthoughichangesiinitheiMonetaryiPolicyiRat

ei(MPR)iareitheoreticallyiexpecteditoiinfluenceiliquidity,itheiriactualiimpactiisioftenico

nstrainedibyifactorsisuchiasilimitedimarketiparticipationiandiunderdevelopedicapitali

markets. 

TayloriandiWong’sirecommendationsialigniwithiZambia'sicontext,ihighlightingitheinee

diforitargetedireformsitoiimproveifinancialimarketiefficiency.iForiexample,imeasuresili

keienhancingitheifunctionalityiofitheiinterbankimarket,ifosteringigreateriparticipationii

nicapitalimarkets,iandiexpandingicreditiaccessicanisignificantlyistrengthenitheitransm

issioniofimonetaryipolicyieffects.iSuchireformsiwouldinotionlyiimproveiliquidityimanag

ementibutialsoisupportibroaderieconomicistabilityiandigrowthiiniZambia. 

ImougheleiandiIsmailai(2014)iexamineditheiimpactiofimonetaryiandifiscalipoliciesionii

ndustrialiproductioniandiliquidityiiniNigeria,iemployingicointegrationiandierroricorrecti

onimodelsitoiassessibothilong-termiandishort-

termidynamicsibetweenigovernmentispending,iinterestirates,iandiliquidity.iTheistudyi

aimeditoidetermineihowicoordinatedimonetaryiandifiscalistrategiesicouldipromoteiind

ustrialigrowth.iFindingsiindicatedithatireductionsiiniinterestiratesiandiincreasedigover
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nmentispendingipositivelyiinfluencediliquidity,itherebyiboostingiindustrialioutput.iTheir

esearchihighlightedithatimonetaryipolicyiadjustmentsifacilitatediborrowingiandiinvest

ment,iwhileifiscalispendingiinjectediadditionaliliquidityitoisustainieconomiciactivities. 

However,itheiauthorsiwarnediagainstiexcessiveifiscalispending,iasiiticouldileaditoiinfl

ationaryipressuresiandidestabilizeitheieconomy.iToimitigateitheseirisks,itheyiadvocat

ediforiaibalancedipolicyiapproach,icombiningimoderateiinterestirateicutsiwithistrategi

callyitargetedigovernmentiexpenditures.iThisidualiapproachiwasirecommendeditoien

hanceiliquidityiandiindustrialiproductivityiwithouticompromisingieconomicistability. 

Zambiaifacesisimilarichallengesiiniharmonizingimonetaryiandifiscalipoliciesitoipromot

eiindustrialiandieconomicigrowth.iImougheleiandiIsmaila’sifindingsiareiparticularlyirel

evant,iasitheyiemphasizeitheineediforireducingiinterestiratesitoistimulateiliquidityiwhil

eidirectingigovernmentispendingitowardiproductiveisectors.iForiZambia,ithisicouldiinv

olveiprioritizingiinvestmentsiiniinfrastructureidevelopmentiandiimplementingiprogram

sitoisupportismall-to-

mediumienterprisesi(SMEs).iConcurrently,imaintainingiprudentimonetaryipoliciesitoic

urbiinflationiisiessential.iByiadoptingithisibalancediapproach,iZambiaicanifosterigreat

eriliquidityiandiindustrialiexpansioniwhileisafeguardingimacroeconomicistability. 

Inisub-

SaharaniAfrica,iOkonkwoiandiNcubei(2021)iexaminedihowigovernmentiborrowingiim

pactsiliquidityiconstraintsiinilow-

incomeicountries,iutilizingiaidynamicipanelidataimodel.iTheiriresearchihighlighteditha

tiexcessiveigovernmentiborrowingiintensifiesiliquidityishortages,iespeciallyiinicountrie

siwithiunderdevelopedifinancialisystems.iTheifindingsiunderscoreitheiimportanceiofip

rudentifiscalimanagementitoimitigateiliquidityichallengesiandifosterieconomicistability

iinitheseiregions. 

Similarly,iBandaiandiMbewei(2017)iinvestigateditheiroleiofishort-

termiinterestirateiadjustmentsiiniZambia,ifocusingionitheieffectivenessiofitheiBankiofi

Zambia’simonetaryipolicyitoolsiiniliquidityimanagement.iEmployingianiautoregressive

idistributedilagi(ARDL)imodelitoianalyzeitime-

seriesidata,itheistudyirevealedithatireductionsiinishort-

termiinterestiratesisignificantlyiimprovediliquidityibyidecreasingiborrowingicosts.iThisi

encouragedigreateriinvestmentiandieconomiciactivity.iHowever,itheiauthorsicautione
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diagainstiprolongedirateicuts,inotingitheipotentialiforiinflationaryipressuresitoiemerge.

iTheyirecommendedithatitheiBankiofiZambiairelyionishort-

termirateiadjustmentsiasiaicentralitooliforimanagingiliquidityiwhileibalancingiitsipolicie

sitoipreventiinflation. 

Together,itheseistudiesihighlightitheicriticaliroleiofimacroeconomicipoliciesiinishaping

imarketiliquidity.iEffectiveicoordinationiofimonetaryiandifiscalimeasuresicanienhancei

liquidityiandipromoteistability,iwhileipoorlyialignedipoliciesimayiexacerbateivolatilityia

ndiliquidityiconstraints.iTheseifindingsiofferivaluableiinsightsiforianalyzingiZambia’sifi

nancialimarket,iprovidingiaibasisiforiunderstandingihowimacroeconomicistrategiesiinf

luenceiliquidityiandibroaderieconomicioutcomes. 

2.3iGapsiiniLiterature 

Thereiareistilliainumberiofigapsiinitheiliterature,iespeciallyiwheniiticomesitoiemergingi

marketieconomiesilikeiZambia,idespiteiaigreatidealiofistudyionitheiconnectionibetwe

enimonetaryipolicyiandimarketiliquidity.iIniorderitoiimproveiouricomprehensioniofitheii

ntricateidynamicsiunderlyingitheirelationshipibetweenimonetaryipolicyiandimarketiliq

uidity,ithisireviewipointsioutitheigapsiinitheiliteratureiandimakesirecommendationsifori

futureiresearch.i 

1. LimitediFocusioniNon-MoneyiSupply-

BasediMonetaryiPolicies:iTheimajorityiofitheimaterialinowiinipublicationiconc

entratesionitheimoneyisupply'sifunctioniasitheiprimaryiinstrumentiaffectingimar

ketiliquidity.iTheiimpactiofichangesiinitheimoneyisupplyioniliquidityiiniindustrial

isedimarketsihasibeenithoroughlyiexaminediinistudiesilikeiFriedmaniandiSchw

artzi(1963)iandiBernankeiandiBlinderi(1992).iHowever,ilittleiisiknowniaboutiot

herimonetaryipolicyitools,iincludingilong-

termiinterestirates,itheimonetaryipolicyiratei(MPR),iandishort-

termiinterestirates.iForiexample,iSmithi(2015)ilookediatihowiMPRiaffectsiliquid

ityidynamicsiiniemergingimarkets,ibutiheimostlyistudiediLatiniAmericaniecono

mies,iwhichileftiaigapiiniknowledgeiaboutitheieffectsiiniAfricanicontextsilikeiZa

mbia,iwhereiinterestirateipolicyihasidifferentiwaysiofibeingitransmittedibecaus

eiofitheismalleriandilessidevelopedifinancialimarket. 

2. Context-

SpecificiAnalysisiforiZambia:iTheilackiofistudiesithatiparticularlyiaddressiZa
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mbia'simonetaryipolicyiandimarketiliquidityiisiaisignificantigapiinitheiliterature.i

AlthoughiresearchioniZambia'sifinancialistabilityiandieconomiciperformanceih

asibeenidoneibyiauthorsisuchiasiChirwai(2008)iandiMwiingaiandiMusondai(20

17),itheseistudiesiconcentrateionimoreigeneralieconomicipatternsiratherithani

examiningihowimonetaryipoliciesiaffectiliquidity.iAdditionally,iZambiaiisinotiincl

udediinitheisampleiofiZhouiandiBessi(2016),iwhoiprovideiaicomprehensiveiex

aminationiofimonetaryipolicyiiniSub-

SaharaniAfrica.iResearchithatitakesiintoiaccountiZambia'siparticularieconomic

icircumstancesisuchiasiitsidependenceionicopperiexports,ipressuresifromiexte

rnalidebt,iandisusceptibilityitoicurrencyirateishocksiisiobviouslyineeded.iConcl

usionsionitheiimpactiofiZambia'simonetaryipolicyioniliquidityiareilimitedibyitheil

ackiofistudiesispecificallyifocusedioniZambia. 

3. Short-Termivs.iLong-

TermiEffectsiofiMonetaryiPolicies:iTheimajorityiofiresearchioniliquidityiandi

monetaryipolicyiconcentratesionitheiimmediateiresultsiofipolicyichanges.iBern

ankeietial.i(2001),iforiinstance,iexamineditheishort-

termieffectsiofiinterestirateiadjustmentsioniliquidityiinidevelopedimarketsibutin

eglecteditoitakeiintoiaccountitheilonger-

termiramifications,iespeciallyiiniemerginginationsilikeiZambiaiwhereifundamen

talieconomiciissuesimayieventuallyihaveianiimpactioniliquidity.iAlthoughiZamb

ia'simonetaryipolicyiisianalysedibyiMwiingaiandiMusondai(2017),itheistudyiisic

onstrainedibyiitsishort-termifocus,iwhichiignoresitheilong-

termieffectsiofiinterestirateichangesioniliquidity.iThisicreatesiaiknowledgeigapi

aboutitheilong-termieffectsiofiMPRichangesiandilong-

termiinterestiratesionimarketiliquidity,iwhichiisicriticaliforiemergingieconomiesi

withihigherivolatilityiandimoreigradualipolicyichanges. 

4. MarketiLiquidityiIndicatorsiandiTransmissioniMechanisms:iMarketiliquidit

yiindicatorsianditheipreciseitransmissionimechanismsiviaiwhichimonetaryipolic

iesiimpactiliquidityiareifrequentlyiignorediinitheiliteratureicurrentlyiinipublicatio

n.iTheigeneralirelationshipibetweenimonetaryipolicyiandiliquidityiisiexaminedib

yiAkinloi(2013)iandiNgugii(2001),ibutitheyipayilittleiattentionitoispecificiliquidity

imeasuresilikeiinterestirateispreads,ibankingisectorireserves,ioribondimarketia

ctivity,iinsteadiconcentratingionibroadioutcomesilikeiinflationiandiGDPigrowth.i

Furthermore,iNgugii(2001)idiscoveredithatiinterestirateichangesiaffectitheiliqui
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dityiofitheibankingiindustryiiniKenya,ibutiheididinotithoroughlyiinvestigateihowit

heseiimpactsiwouldialteriiniZambia,iwhereitheimarketidepthiandiconductiofithe

ibankingiindustryidiffer.iThisidisparityinecessitatesiresearchionicertainiliquidityi

metricsiandihowimonetaryipolicyishiftsiaffectithem. 

5. ExternaliShocksiandiPolicyiEffectiveness:iTheiundervaluationiofiexternalis

hocks,isuchiasichangesiinitheipriceioficommoditiesigloballyiorivolatilityiinicurre

ncyirates,iwhichicanihaveiaisubstantialiimpactionitheiefficacyiofilocalimonetary

ipolicy,iisianotherigapiinitheiresearch.iZambia'sisusceptibilityitoiforeignishocksi

isidiscussediinistudiesisuchiasiAkinloi(2013)iandiMwansai(2010),ibutitheyidoin

otiexamineihowitheseishocksiinteractiwithidomesticimonetaryipolicyitoolsitoiinf

luenceimarketiliquidity.iForiexample,iAkinloi(2013)italkediaboutihowiexternalid

ebtiaffectsimonetaryipolicy,ibutiheileftioutihowiZambia'simonetaryitransmissio

nimechanismsiareiimpactedibyichangesiinitheipriceioficopperiglobally.iUnderst

andingitheitrueieffectiofimonetaryipolicyionimarketiliquidityirequiresiaistudyitha

titakesiintoiaccountibothidomesticipoliciesianditheseiforeigniinfluences,iespeci

allyigiveniZambia'sistrongirelianceionicopperiexports. 

Iniconclusion,itheigapsiinitheiliteratureipointitoitheinecessityiofiaistudyithatiexaminesi

monetaryipolicyitoolsithatiareinotifocusedionitheimoneyisupply,isuchiasilong-

termiinterestirates,itheiMPR,iandishort-

termiinterestirates,iwithianiemphasisioniZambianimarketiconditions.iIniorderitoishape

itheirelationshipibetweenimonetaryipolicyiandimarketiliquidity,iitiisialsoinecessaryitoil

ookiatilong-

termiliquidityiconsequences,iexamineiparticulariliquidityiindicators,ianditakeiexternali

economicishocksiintoiconsideration. 

2.4iConceptualiFramework 

Theirelationshipibetweenitheidependentivariablei(marketiliquidity)ianditheiindepende

ntivariablesi(monetaryipolicyirate,ishort-termiinterestirate,iandilong-

termiinterestirate)iisidepictediinitheiconceptualiframework.iThisiframeworkiaidsiinithei

formulationiofihypothesesiandidirectsitheiempiricalianalysis. 
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Figurei1:iConceptualiFramework 

 

 

Source:iAuthor’siConceptualization 
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CHAPTERiTHREE:iMETHODOLOGY 

3.0iOverview 

Theiresearchimethodology,iwhichiisiintendeditoiguaranteeitheithoroughiexaminationi

ofitheiconnectionibetweeniZambianigovernmentipoliciesiandimarketiliquidity,iisidescri

bediinithisichapterialongiwithitheiresearchidesign,idataicollectionimethods,imodelispe

cification,iestimationiprocess,ilimitations,iandiethicaliconsiderations. 

3.1iResearchiDesign 

Aiquantitativeimethodologyiwillibeiusediinithisistudyitoiinvestigateitheiconnectionibet

weeniZambianimarketiliquidityidynamicsiandigovernmentalipolicy.iTheistudyiwillieval

uateitheieffectsiofiimportantipolicyivariablesioveriailongiperiodiofitimeiusingiaitime-

seriesianalysisiapproach,iofferingiempiricaliproofiofitheiriinfluenceionimarketiliquidity. 

3.2iDataiCollectioniTechniques 

SecondaryidataifromitheiBankiofiZambiaiandiotherireliableisourcesiwillibeiusediinithe

istudy.iTheiinformationiwillispaniseveniyears,ifromi2016itoi2023,iandiwilliincludeiquar

terlyireportsionimacroeconomicifactors,igovernmentipolicyiinitiatives,iandiliquidityiindi

cators.iAithoroughianalysisiofitheirelationshipibetweenitheistudyivariablesiwillibeimad

eieasieribyithisiextensiveidataset. 

3.3iModeliSpecificationiandiVariableiDescription 

Theifollowingimodeliwillibeiusediforieconometricianalysis: 

Theifollowingimodeliwillibeiusediforieconometricianalysis: 

BMi=iβ0i+iβ1MPRi+iβ2STIRi+iβ3LTIRi+iϵ 

Where: 

• BMi=iMarketiliquidityi(dependentivariable) 

• MPRi=iMonetaryiPolicyiRate 

• STRi=iShort-termiInterestiRate 

• LTRi=iLong-termiInterestiRate 

• εi=iErroriterm 
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3.3.1iMarketiLiquidity 

Theimodel'sidependentivariableiisimarketiliquidity.iItidescribesihowieasilyiassetsicani

beipurchasediorisoldionitheimarketiwithoutiresultingiiniappreciableipriceiadjustments.

iLowitransactionicostsiandifastitradeiexecutioniareihallmarksiofihighimarketiliquidityia

ndiareiessentialitoitheismoothioperationiofifinancialimarketsi(Smithi&iAdams,i2012). 

MarketiliquidityiisimeasurediinithisistudyiusingiM2,ioribroadimoney.iM2iisiaicompletei

measureiofitheimoneyisupplyiinitheieconomyisinceiititakesiintoiaccounticash,isavings

iaccounts,icheckingiaccounts,iandiotherinear-

moneyiinstruments.iTheistudy'siuseiofiM2iallowsiititoicaptureitheilargerifinancialicircu

mstancesithatiaffectiliquidityiandihowiitirelatesitoimonetaryipolicyiactions. 

3.3.2iMonetaryiPolicyiRatei(MPR) 

Theicentralibank-

setimonetaryipolicyirateiservesiasitheimodel'siprimaryiindependentivariable.iThisirate

iaffectsibothitheieconomy'sicreditiavailabilityianditheitotalicostiofiborrowing.iByimodify

ingiinterestiratesianditheimoneyisupply,ishiftsiinitheimonetaryipolicyirateicaniimpacti

marketiliquidityi(Bernankei&iBlinder,i1992). 

Theicostiofiborrowingiandilendingiinitheieconomyiisidirectlyiimpactedibyichangesiinit

heiMPR.iWhileiaidecreaseiinitheiMPRipromotesilendingiandieconomiciactivity,iwhichi

mayiimproveimarketiliquidity,ianiincreaseiinitheiMPRiusuallyiresultsiinihigheriborrowi

ngiratesiandidecreasediliquidity. 

Iniorderitoievaluateiitsieffectionimarketiliquidityiduringitheireviewediperiod,ithisistudyi

usesiquarterlyiMPRidata.iUnderstandingihowicentralibankioperationsiaffectiliquidityid

ynamicsianditheistateiofitheifinancialimarketsiasiaiwholeirequiresianiunderstandingiof

itheiMPR. 

3.3.3iShort-termiInterestiRatei(STIR) 

Theishort-

termiinterestirateiisitheimodel'sisecondiindependentivariable.iTheicostiofishort-

termilendingiandiborrowingiinitheifinancialisectoriisimostlyideterminedibyishort-

termiinterestirates.iByiaffectingitheisupplyiandidemandiforishort-

termifunds,ichangesiinishort-

termiinterestiratesicanihaveiaisubstantialieffectionimarketiliquidityi(Taylor,i1995). 
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3.3.4iLong-termiinterestiratesi(LTIR) 

Oneiimportantiindependentivariableiinithisiresearchiisilong-

termiinterestirates.iTheseirates,iwhichiareiimpactedibyibothimonetaryipolicyiactionsia

ndimarketiexpectationsiofifutureieconomiciconditions,irepresentitheicostiofiborrowingi

overilongiperiodsiofitime,iusuallyimoreithaniaiyear. 

Sinceilong-

termiinterestiratesihaveianiimpactionicapitaliflows,iinvestmentichoices,iandifinancialis

tability,itheyiareiessentialiforicomprehendingimarketiliquidity.iIncreasedilong-

termiinterestiratesimayihaveianieffectionifinancialimarketiliquidityibyidecreasingiborro

wingiandiinvestmentiactivity.iLowerirates,ionitheiotherihand,imightiencourageiborrowi

ngiandieconomicigrowth,iimprovingiliquidity. 

Theiaverageiyieldsionigovernmentisecuritiesiwithimaturitiesilongerithaniaiyeariservei

asitheistudy'siproxyiforilong-termiinterestirates.iTheimarket'siexpectationsiforilong-

termieconomiciconditionsianditheitotalicostiofilong-

termifinancingiareiaccuratelyireflectedibyithisiindicator.iEstablishingitheiconnectionib

etweeniinterestiratesiandimarketiliquidityiduringitheistudyiperiodiwillibeimadeieasieri

withitheianalysisiofithisivariable. 

3.4iDataiAnalysisiTechniques 

Anieasierianalysisiforitimeiseriesidatai(bothi"wobbly"iandi"mix-and-

match")iwasiemployediiniplaceiofiintricateimethodsiinvolvinginumerousiequations,isu

chiasiJohansen's.iThisiapproach,iknowniasiARDL,icanihandleiaigreaterivarietyiofidat

aitypesiandiisibasedioniwell-

knowniequations.iARDLiusesionlyioneiequation,iwhichimakesiitimoreiconvenientiandi

adaptableithaniotheriapproachesithatifrequentlyirequireidifferentiequationsiforieveryil

ong-termilink. 

TheiadaptabilityiofitheiARDLimodeliinimanagingivariablesiwithivaryingiintegrationiord

ersiisiaisignificantibenefit,iofferingiaiflexibleiframeworkiforiexaminingiaivarietyiofiecon

omiciphenomena.iTheiARDLiapproachiaccommodatesidifferencesiinitheiunderlyingid

ataipatternsibyiallowingitheiuseiofialternativeioptimumilagsiforidifferentivariables,iunli

keitypicalicointegrationitests.iWheniworkingiwithiintricateieconomiciinteractionsithatic

ouldidisplayivariousilagipatterns,ithisiflexibilityiisiespeciallyihelpful. 
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Additionally,itheiARDLimodeliisifavouredidueitoiitsieffectivenessiinihandlingidataiwithi

smallisampleisizesiasiwelliasiitsirobustness.iIniempiricalistudyiwhereithereimayibeida

tairestrictions,ithisiisianiimportantifactoritoitakeiintoiaccount.iFurthermore,ibecauseiiti

resemblesianierroricorrectioniprocedure,itheimodeliworksiwelliforiresearchingitheicoi

ntegrationiofinonstationaryivariables.iWheniinvestigatingidynamiciinteractionsiamong

ivariablesithatimayivaryioveritime,ithisitraitiisiespeciallyihelpfuli(PesaraniandiShin,i19

95). 

3.5iEstimationiProcedures 

3.5.1iTestsiforistationarity 

TheiDickeyiFulleritest,iaiwidelyiutilisedistatisticalitechnique,iwasiemployeditoiexamin

eivariableistationarityiinitheistudy.iWheniaiunitiroot,ioristochasticitrend,iappearsiinitim

eiseriesidata,iitiindicatesianiunforeseen,iconsistent,iandisystematicipattern.iDetermini

ngiwhetheriaitimeiseriesiisistationaryiorinon-

stationaryiandicomprehendingiitsibehaviouridependionitheipresenceiofiaiunitiroot. 

Aiunitirootitestiisifrequentlyiusedibyiresearchersitoiformallyidetermineiwhetheriaiserie

siisistationary.iThisitestiisiessentialiforicomparingitheialternativeihypothesisithatitheis

eriesiisistationaryiwithitheinullihypothesis,iwhichiholdsithatiaiunitirootiexistsiandiindic

atesinon-stationarity.iResearchersicanimakeiwell-

informediconclusionsiregardingitheibestimodellingiapproachesibyiusingitheiunitirootit

est,iwhichioffersiinsightfuliinformationiaboutitheifundamentalipropertiesiofitheidata. 

3.5.2iCointegration 

AccordingitoiPesarani(2001),itheistatisticalimethodioficointegrationiisiaiusefuliinstrum

entiforiinvestigatingiconnectionsibetweeniseveralinon-

stationaryitimeiseries,iwhetheritheyiareishort-termiorilong-

term.iThisiapproachiisiveryiusefuliforideterminingitheiequilibriumiconditionsiorilong-

termirestrictionsithatiexistibetweeniatileastitwoidifferentisystemicomponents. 

Cointegration'simainiadvantageiisiitsicapacityitoishedilightionitheilong-

termiassociationsibetweenivariables,iassistingiinitheiidentificationiofipatternsithatimig

htilastithroughoutitime.iThisiisiparticularlyihelpfuliinieconomiciassessments,iwhereiitii

siessentialitoicomprehenditheilong-

termirelationshipsibetweenidifferenticomponentsiiniorderitoimakeiwell-

informedidecisions. 
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Cointegrationiisiusediextensivelyiinipolicymaking,iwhereitheiemphasisiisifrequentlyio

nitheicoherenceiofistrategiesiusedithroughoutitime.iTheiapproachifacilitatesitheiasse

ssmentiofitheistabilityiandiresilienceiofipolicyiframeworksiacrossitime,iasihighlightedi

byiNitiiandiDheeraji(2021).iPolicymakersicanicreateimoreirobustiandiconsistentipolic

yimeasuresibyibetteriunderstandingihowicertainieconomicifactorsiinteractioverilongiti

meiperiodsibyidiscoveringicointegratedilinkages.i 

3.6iPostiEstimationiProcedures 

3.6.1iAutocorrelationiTest 

TheiBreusch-

Godfreyitest,iaicombinationitestithatiexaminesitheiautocorrelationiofierrorsioveridiffer

entitimeiperiods,iwasiuseditoidoianiautocorrelationianalysisiduringitheiinvestigation.iT

hisitest,iwhichiisiusediiniregressionianalysis,icreatesiaitestistatisticibyiusingitheimode

l'sierroriterms.iInithisiapplication,iautocorrelationirefersitoievaluatingihowisimilariaipar

ticularitimeiseriesiisitoiailaggediversioniofiitselfioveriaiseriesiofisubsequentitimeiperio

ds. 

Wheniassessingiwhetherimistakesifromioneitimeiperiodicarryioveriintoilateriperiodsiai

phenomenoniknowniasi"timeiseriesicreep,"iasiIgori(2013)iexplainsitheiBreusch-

Godfreyitestiisiveryiuseful.iErrorsicaniinduceibiasesiandiaffectitheivalidityiofistatistical

ianalysisiwhenitheyicontinueitoiaffectiobservationsiinilateritimeiperiods.iTheiintegrityi

ofitheiregressionimodelianditheiprecisioniofitheiconclusionsiderivedifromitheianalysisi

areiguaranteediwheniresearchersiuseitheiBreusch-

Godfreyitestitoidetectiandiresolveiautocorrelation-relatediproblems. 

3.6.2iNormalityiTest 

Iniorderitoidetermineiwhetheriaigivenidataseticonformsitoiainormalidistributioniaifund

amentalipremiseiinimanyistatisticalianalysesitheinormalityitestiisiessential.iDetermini

ngitheiprobabilityidistributioniofiairandomivariableirequiresianiunderstandingiofidatain

ormalcy.iTheiJarque-

Beraitest,iwhichiexaminesikurtosisiandiskewnessitoiassessitheidegreeiofifititoiainorm

alidistribution,iwasiusediinithisiinvestigation. 

Ait-

statisticioveri0iindicatesithatitheidataideviatesifromitheifeaturesiofiainormalidistributio

n,iwhichiisiwhatitheiJarque-
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Beraitestidependsion.iTheitestilooksiatitwoiimportantifactorsithatidescribeiaidistributio

n'sishape:ikurtosisiandiskewness.iifitheideterminediJarque-

Beraistatisticimirrorsitheichi-

squareidistributioniandihasidegreesiofifreedomiequalitoitwoiandiisinormallyidistribute

di(Gujarati,i2004). 

TheiJarque-

Beraitest'sinullihypothesisipostulatesiaicompletelyinormalidistributioniwithikurtosisian

diskewnessibothiequalitoizero.iAidepartureifrominormalcyiisiimpliedibyianyideparturei

fromithisihypothesis,iasiseenibyiait-

statisticigreaterithani0.iAsiairesult,iresearchersicanievaluateitheinormalcyiofitheiridat

aiwithiconfidenceiusingitheiJarque-

Beraitest,iwhichialsoioffersiinformationionitheireliabilityiofitheistatisticaliassumptionsit

hatiunderlieitheirianalysis. 

3.6.3iHeteroscedasticityiTest 

TheiBreusch-Pagan-

Godfreyi(BPG)itestiwasiuseditoitestiforiheteroscedasticityiiniorderitoidetermineiwheth

eriorinotitheivarianceiofitheierroritermiisiconstant. 

3.6.4iModeliStabilityiTest 

Twoitechniquesiwereiuseditoifindistructuralichangesiinitheitimeiseries:itheicumulative

isumiofiordinaryileastisquaresi(OLS)iresidualsianditheicumulativeisumiofirecursiveire

siduals.iThisimethodiisiimportantibecauseiitimakesiitipossibleitoiidentifyisuddeniandis

ignificantichangesiinitheitimeiseriesidata.iResearchersicaniidentifyipatternsianditrend

sithatimightipointitoianomaliesioristructuralichangesiinitheiobservedidataibyicomputin

githeicumulativeisumiofiresiduals. 

Aidiagnosticitechniqueiforievaluatingitheimodel'sistabilityioveritimeiisitheicumulativeis

umiofirecursiveiresiduals.iTheimodeliisideemedistableienoughiforipredictionipurpose

siifitheisumiofitheseiresidualsiisiwithinireasonableiranges.iHowever,iaideviationifromit

heseilimitsicaniindicateitheiexistenceiofistructuralialterations,iwhichicouldileaditoiaddi

tionaliresearchiandipossibleimodeliimprovement. 

Thisiapproachisupportsitheioverarchingigoaliofiguaranteeingitheimodel'sidependabilit

yiforiforecasting.iResearchersicanilearnimoreiaboutitheimodel'sitemporalistabilityiand

ispotipotentialitimesiforiunexpectedichangesibyiroutinelyitrackingitheicumulativeisumi
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ofiresiduals.iThisiimprovesitheiforecastingiaccuracyiofitheimodeliandioffersiaiwayitoiv

erifyitheistabilityiassumptionsithatiunderlieiit. 
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CHAPTERiFOURi:iDATAiANALYSIS 

4.0iIntroduction 

Theidataianalysisifindingsiareipresentediinithisichapter,iwithianiemphasisionitheiconn

ectionibetweeniZambianimarketiliquidityiandimonetaryipolicyivariablesibetweeni2016i

andi2023.iTheistudyiexaminesitheirobustnessiofitheimodel,ishort-iandilong-

termirelationships,ianditheistationarityiofitheivariablesiusingieconometriciapproaches. 

4.1iPreliminaryiDataiStatistics 

TheidescriptiveistatisticsiforitheifollowingivariablesiareicompilediiniTablei1:iMarketiLi

quidityi(BM),iMonetaryiPolicyiRatei(MPR),iLong-

TermiInterestiRatesi(LTIR),iandiShort-TermiInterestiRatesi(STIR). 

Tablei1:iPreliminaryiStatistics 

Statistic BM LTIR MPR STIR 

Mean 86432.56 22.31 0.1049 13.59 

Median 75274.54 19.45 0.0975 14.00 

Maximum 166935.0 32.00 0.1550 22.00 

Minimum 44129.84 16.00 0.0800 9.059 

Std.iDev. 37127.78 5.675 0.0230 3.985 

Skewness 0.5018 0.6144 1.2971 0.6163 

Kurtosis 1.9993 1.7867 3.4250 2.3614 

Jarque-Bera 2.6784 3.9760 9.2144 2.5695 

Probability 0.2621 0.1370 0.0100 0.2767 

Observations 32 32 32 32 

 

Keyiinsightsiintoitheidistributionalifeaturesiandivariabilityiofitheivariablesiundericonsid

eration,i(MarketiLiquidityi(BM),iLong-

TermiInterestiRatesi(LTIR),iMonetaryiPolicyiRatei(MPR),iandiShort-

TermiInterestiRatesi(STIR),iareiprovidedibyitheidataset'siinitialistatisticalianalysis. 
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Withiaimedianiofi75,274.54iandiaimeaniofi86,432.56,iMarketiLiquidityi(BM)ishowsiais

omewhatiright-

skewedidistributioni(skewnessi=i0.5018).iTogetheriwithiaikurtosisiofi1.9993,ithisiske

wnessipointsitoiaidistributionithatiisisomewhatidispersediandihasifeweriextremeivalu

esithaniainormalidistribution.iTheisignificantivariationiinimarketiliquidityiduringitheistu

dyiperiodiisihighlightedibyitheilargeirangeibetweenitheiminimumi(44,129.84)iandimax

imumi(166,935.0)inumbers. 

TheidistributioniofiLong-

TermiInterestiRatesi(LTIR)iisisignificantlyiskeweditoitheirighti(skewnessi=i0.6144),iwi

thiaimeaniofi22.31iandiaimedianiofi19.45.iInicontrastitoiainormalidistribution,itheikurt

osisiofi1.7867iindicatesiaisomewhatiflatidistributioniwithifewerioutliersioriextremeivalu

es.iOveritheiyearsiunderianalysis,ithereiwasimoderateivariabilityiinilong-

termiinterestirates,iasiindicatedibyitheistandardideviationiofi5.675. 

Theirangeibetweenitheilowesti(0.0800)iandimaximumi(0.1550)ivaluesiofitheiMonetar

yiPolicyiRatei(MPR)iisiratherismall,iwithiaimeaniofi0.1049iandiaimedianiofi0.0975.iNo

netheless,iaidistributioniwithiaisignificanticoncentrationiofiextremeivaluesiisiindicatedi

byitheihighiskewnessi(1.2971)iandikurtosisi(3.4250),iwhichiwereiprobablyiimpactedib

yiparticularimonetaryipolicyichangesimadeiduringitheistudyiperiod. 

Withiaimeaniofi13.59iandiaimedianiofi14.00,itheiShort-

TermiInterestiRatesi(STIR)ishowiaifairlyisymmetricidistribution.iTheikurtosisi(2.3614)i

andiskewnessi(0.6163),ihowever,ishowiaislightlyiflattenedidistributioniandiaimoderat

eirightwardiskew.iModerateivariabilityiisireflectediinitheistandardideviationiofi3.985,iw

hichirangesifromiailowiofi9.0591itoiaimaximumiofi22.0012. 

TheivariationsiinitheivariableidistributionsiareifurtherihighlightedibyitheiJarque-

Beraitestiresults.iTheiprobabilityi(0.2621,i0.1370,iandi0.2767,irespectively)iforiMarket

iLiquidityi(BM),iLTIR,iandiSTIRiareihigherithanithei5%isignificanceilevel,iindicatingith

atithereiisinoidiscernibleideviationifrominormalcy.iTheiskewnessiandikurtosisiofitheidi

stributioniareiprobablyitheimainicausesiofitheiMonetaryiPolicyiRate'si(MPR)inotableid

epartureifrominormalcy,iasiindicatedibyiitsiJarque-Beraiprobabilityiofi0.0100. 

Allithingsiconsidered,itheseistatisticsiserveiasiaibasisiforicomprehendingitheibehavio

ursiofitheivariablesiandidirectifurtheriresearch.iTheidistributionaliandivariabilityifeatur
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esiemphasiseitheinecessityiofistrongieconometricimethodsitoipreciselyidepictitheicon

nectionsibetweenitheseivariables. 

4.2iStationarityiTestsi(AugmentediDickey-Fuller) 

TheiAugmentediDickey-

Fulleri(ADF)itestiwasiuseditoicheckitheitimeiseriesidata'sistationarityiiniorderitoiguara

nteeitheiaccuracyiofitheiregressioniresults. 

Tablei2:iADFiTestiResultsiatiLevels 

Series Prob. Lag MaxiLag Obs 

BM 0.9999 0 7 31 

LTIR 0.3635 2 7 29 

MPR 0.0911 2 7 29 

STIR 0.0656 0 7 31 

 

Tablei3:iADFiTestiResultsiatiFirstiDifference 

Series Prob. Lag MaxiLag Obs 

BM 0.0469 1 1 29 

LTIR 0.0104 1 1 29 

MPR 0.0015 1 1 29 

STIR 0.0153 1 1 29 

 

Allivariablesishowistationarityiaccordingitoitheifirst-

differenceiresults,iwhichipermitsitheseialteredivariablesitoibeiusediforiadditionalirese

arch. 

Theidataset'sivariables,iwhichiincludeiMarketiLiquidityi(BM),iLong-

TermiInterestiRatesi(LTIR),iMonetaryiPolicyiRatei(MPR),iandiShort-

TermiInterestiRatesi(STIR),iwereievaluatediforistationarityiusingitheiAugmentediDick

ey-
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Fulleri(ADF)itest.iForitimeiseriesianalysisitoiproduceiaccurateiandisignificantiresults,i

stationarityiisiaicrucialirequirementisinceinon-

stationaryidataicanicauseierroneousiassociationsiiniregressionimodels. 

Tablei2idisplaysitheiresultsiofitheiADFitestiatilevels,iwhichishowithatitheivariables'ista

tionarityicharacteristicsifluctuate.iAiunitirootiandinon-

stationarityiatilevelsiareievidentifromiMarketiLiquidity'si(BM)iprobabilityivalueiofi0.999

9,iwhichiisisignificantlyihigherithanitheiconventionali5%isignificanceilimit.iSimilarly,ino

n-

stationarityiatilevelsiisisuggestedibyitheiprobabilityivaluesiofi0.3635iandi0.0656iforith

eiLong-TermiInterestiRatesi(LTIR)iandiShort-

TermiInterestiRatesi(STIR),irespectively.iAtistandardisignificanceilevels,itheiMonetar

yiPolicyiRatei(MPR),iwithiaiprobabilityivalueiofi0.0911,ilikewiseidoesinotirejectitheinul

lihypothesisiofiaiunitiroot. 

Accordingitoitheseifindings,inoneiofitheivariablesishowistationarityiatilevels,ihighlighti

ngitheinecessityiofimanipulationi(suchiasidifferencing)itoimakeitheidataistationaryThe

iexistenceiofiailong-termilinkibetweenitheivariablesiwasiassessediusingitheiF-

Boundsitest.iforiadditionalianalysis. 

Significantichangesiinitheivariables'istationarityiqualitiesiareiindicatedibyitheiADFitest

iresultsiatitheifirstidifference,iwhichiareishowniiniTablei3.iWithiaiprobabilityivalueiofi0.

0469,ibelowithei5%isignificanceilevel,iMarketiLiquidityi(BM)ireachesistationarity.iSimi

larly,iwithiprobabilityivaluesiofi0.0104,i0.0015,iandi0.0153,irespectively,itheiLong-

TermiInterestiRatesi(LTIR),iMonetaryiPolicyiRatei(MPR),iandiShort-

TermiInterestiRatesi(STIR)iallireachistationarityiatitheifirstidifference. 

Accordingitoitheseifindings,idifferencingisuccessfullyieliminatesitheinon-

stationarityiseeniatilevels,imakingiallivariablesiappropriateiforiinclusioniinitheinextitim

eiseriesimodelling.iTheidataitransformationistrategyiisivalidatedibyitheishiftitoistation

arityifollowingifirstidifferencing,iwhichialsoiguaranteesithatisubsequentianalysesiareir

eliableiandifreeifromitheidangersiofispuriousiregressions. 

Theistationarityifindingsihighlightihowicrucialiitiisitoipre-

testitheivariablesiiniorderitoispotiandifixinon-

stationarityiproblems.iIniorderitoiensureitheivalidityiandireliabilityiofitheieconometricia
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nalysis,itheiresultsiemphasiseitheiimportanceiofiemployingifirst-

differencedidataiforimodellingiinteractionsibetweeniMarketiLiquidityiandiitsipredictors. 

4.3iBoundsiTestiforiCointegration 

TheiF-Boundsitestiwasiuseditoidetermineiwhetheriailong-

runirelationshipiexistsibetweenitheivariables. 

Tablei4:iBoundsiTestiResults 

TestiStatistic Value Significance I(0) I(1) 

F-statistic 5.022 10% 2.37 3.20 

K 3 5% 2.79 3.67 

  
2.5% 3.15 4.08 

  
1% 3.65 4.66 

 

TheiBoundsiTestiwasiuseditoidetermineiwhetheriMarketiLiquidityi(BM)ianditheiindep

endentivariables,iMonetaryiPolicyiRatei(MPR),iShort-

TermiInterestiRatesi(STIR),iandiLong-TermiInterestiRatesi(LTIR),ihadiailong-

termicointegratingirelationship.iUnderitheinullihypothesisiofinoicointegration,itheitesti

comparesiagainsticriticalivaluesiatidifferentisignificanceilevelsiusingitheiF-statistic. 

WithianiF-

statisticiofi5.022,itheiBoundsiTestifindings,iasishowniiniTablei4,isurpassitheiupperibo

undicriticalivaluesi(I(1))iatiallisignificantilevels:i10%i(3.2),i5%i(3.67),i2.5%i(4.08),iandi

1%i(4.66).iTheipresenceiofiaistatisticallyisignificantilong-

termilinkibetweenitheidependentivariablei(BM)ianditheiexplanatoryivariablesi(LTIR,iM

PR,iandiSTIR)iisiconfirmed,iandithereiisisufficientievidenceitoirejectitheinullihypothesi

siofinoicointegration. 

TheicriticalivaluesiprovidediinitheiBoundsiTestirepresentitwoiscenarios: 

• LoweriBoundi(I(0)):iAssumesithatiallivariablesiareistationaryiatilevels. 

• UpperiBoundi(I(1)):iAssumesithatiallivariablesiareistationaryiatitheirifirstidiffer

ence. 
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Overitime,itheivariablesimigrateitogether,ipreservingiaistableiequilibriumirelationship,i

asishownibyitheiestimatediF-

statisticiexceedingitheiI(1)ivaluesiatiseveralisignificanceilevels. 

TheiAutoregressiveiDistributediLagi(ARDL)imodelicanibeiuseditoiinvestigateibothish

ort-iandilong-

termidynamicsiafteriaicointegratingilinkihasibeeniconfirmed.iTheiinclusioniofitheiError

iCorrectioniModeli(ECM)itoiaccountiforishort-termimodificationsitowardsitheilong-

runiequilibriumiisifurtherivalidatedibyitheipresenceioficointegration. 

AniessentialipartiofitheianalysisiisitheiBoundsiTestiresults,iwhichicreateitheigroundw

orkiforicomprehendingihowimonetaryipolicyifactorsiandimarketiliquidityiinteractediiniZ

ambiaioveritheistudyiperiod.iTheseifindingsiguaranteeitheirobustnessiandiapplicabilit

yiofitheiensuingieconometricimodelsibyivalidatingiaisteadyilong-termirelationship. 

4.4iLong-RuniAutoregressiveiDistributediLagi(ARDL)iResults 

Theiresultsiofitheilong-

termiARDLimodelishowiaistrongicorrelationibetweenimarketiliquidityiandiitsipredictor

s. 

Tablei5:iLong-RuniARDLiResults 

ConditionaliErroriCorrectioniRegression 

     
Variable Coefficient Std.iError t-Statistic Prob.*i 

          
DEP__BM_(-1) 0.499289 0.227557 2.194125 0.0424 

DEP__BM_(-2) 0.171242 0.291953 0.586541 0.5652 

DEP__BM_(-3) 0.538406 0.254172 2.118273 0.0492 

LTIR 1287.027 452.5294 2.844073 0.0112 

MPR 27991.79 257172.5 0.108844 0.9146 

MPR(-1) -190318.4 373932.7 -0.508964 0.6173 

MPR(-2) 286878.3 382505.1 0.749999 0.4635 

MPR(-3) 220366.9 248454.5 0.886951 0.3875 
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STIR 769.7945 1176.313 0.654413 0.5216 

STIR(-1) -180.2580 1168.281 -0.154293 0.8792 

STIR(-2) -2271.828 957.9779 -2.371483 0.0298 

C -50976.29 20005.75 -2.548082 0.0208 

          
R-squared 0.983514 iiMeanidependentivar 90777.69 

AdjustediR-squared 0.972846 iiS.D.idependentivar 36298.36 

S.E.iofiregression 5981.363 iiAkaikeiinfoicriterion 20.52419 

Sumisquarediresid 6.08E+08 iiSchwarzicriterion 21.08997 

Logilikelihood -285.6007 iiHannan-Quinnicriter. 20.70138 

F-statistic 92.19755 iiDurbin-Watsonistat 2.410483 

Prob(F-statistic) 0.000000    

          
 

TheiLong-

RuniAutoregressiveiDistributediLagi(ARDL)imodeliprovidesiinsightsiintoitheisustaine

direlationshipsibetweeniMarketiLiquidityi(BM)ianditheiindependentivariables:iLong-

TermiInterestiRatesi(LTIR),iMonetaryiPolicyiRatei(MPR),iandiShort-

TermiInterestiRatesi(STIR).iTheiresults,isummarizediiniTablei5,irevealitheisignificanc

eiandidirectioniofitheseirelationships. 

• Long-

TermiInterestiRatesi(LTIR):iTheicoefficientiforiLTIRiremainsipositiveiandistati

sticallyisignificanti(coefficienti=i1287.03,ipi=i0.0112).iThisisuggestsithatihigheri

long-

termiinterestiratesiareiassociatediwithianiincreaseiinimarketiliquidityiinitheilong

irun.iTheiresultiemphasizesitheiimportanceiofifavorableilong-

termiinterestirateiconditionsiinienhancingimarketiliquidity,iwhichimayiencourag

eiinvestoriconfidenceiandifinancialiinstitutions'iactivitiesiinitheimarket. 
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• LaggediMarketiLiquidityi(DEP__BM):iTheilaggedivaluesiofiMarketiLiquidityi(

DEP__BM)ishowimixedisignificance.iTheicoefficientiforiDEP__BM(-

1)iisipositiveiandistatisticallyisignificanti(coefficienti=i0.4993,ipi=i0.0424),iindic

atingithatipreviousiperiods’imarketiliquidityipositivelyiinfluenceicurrentimarketili

quidity.iHowever,itheicoefficientsiforiDEP__BM(-2)iandiDEP__BM(-

3)iareinotistatisticallyisignificanti(p-

valuesi=i0.5652iandi0.0492,irespectively),isuggestingithatitheiriinfluenceionim

arketiliquidityidiminishesiafteritheifirstilag. 

• MonetaryiPolicyiRatei(MPR):iTheicurrentiMPRihasinoidiscernibleilong-

termiimpactionimarketiliquidity,iasievidencedibyitheinon-

statisticallyisignificanticoefficientiforiMPRi(coefficienti=i27991.79,ipi=i0.9146).i

Additionally,ithereiisiinconsistentisignificanceiinitheilaggedivaluesiofiMPR:iMP

R(-1)iandiMPR(-2)iindicateiaipositiveibutinon-

significanticonnectioni(pi=i0.3875),iwhereasiMPR(-

3)iisistatisticallyiinsignificanti(p-

valuesi=i0.6173iandi0.4635,irespectively).iThisiimpliesithatimonetaryipolicyiact

ionsimightinotiimpactimarketiliquidityiimmediatelyiorioveritime,iorithatitheiriimp

actimightidependioniotherivariablesinotiincludediinithisimodel. 

• Short-TermiInterestiRatesi(STIR):iShort-

termiinterestiratesidoinotisignificantlyiaffectimarketiliquidityioveritheilongiterm,i

accordingitoitheiSTIRicoefficient,iwhichiisinotistatisticallyisignificanti(coefficien

ti=i769.79,ipi=i0.5216).iCuriously,iSTIR(-1)iandiSTIR(-

2)ilaggedidataiyieldicontradictoryifindings,iwithiSTIR(-

2)idisplayingiaistatisticallyisignificantinegativeicoefficienti(coefficienti=i-

2271.83,ipi=i0.0298).iThisiimpliesithatishort-

termiinterestiratesimayihaveiaidetrimentaliimpactionimarketiliquidityioveriaitwo

-periodilag,ipossiblyireflectingitheimarket'sishort-termivolatilityiandiuncertainty. 

Theilong-runimodel'siR-

squaredivalueiisi0.9835,imeaningithatitheiindependentivariables,itheiMonetaryiPolicy

iRatei(MPR),itheiShort-TermiInterestiRatei(STIR),iandiLong-

TermiInterestiRatesi(LTIR)iasiwelliasitheiricorrespondingilags,iaccountiforiabouti98.3

5%iofitheivariationiinitheidependentivariablei(MarketiLiquidity,iBM).iTheimodelisucce
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ssfullyireflectsitheilong-

termicorrelationsibetweenitheiindependentivariablesiandimarketiliquidity,iasiseenibyit

heihighiR-

squaredivalue,iwhichiindicatesiaistrongigoodnessiofifit.iDespiteibeingisignificantlyilow

er,itheiadjustediR-

squared,iwhichitakesiintoiconsiderationitheinumberiofipredictorsiinitheimodel,iisistillih

ighi(97.28%).iThisisuggestsithatitheiindependentivariablesiaccountiforiaisizableiamo

untiofitheivariationiiniliquidity,ieveniaftericontrollingiforitheimodel'sicomplexity.iTheim

odel'sivalidityiisisupportedibyitheilittleidifferenceibetweeniR-squarediandiadjustediR-

squared,iwhichialsoiimpliesithatiaddingimoreipredictorsiorilagsiwasiwarranted. 

Accordingitoitheilong-runiARDLimodeliresults,ilong-

termiinterestiratesihaveiaisignificantiimpactionimarketiliquidity,ibutitheieffectsiofiotheri

factors,iincludingitheiMPRiandiSTIR,iareilessipronouncediandiinconsistent.iTheisignif

icanceiofihistoricaliperformanceiinimaintainingiliquidityilevelsiisihighlightedibyitheiposi

tiveicorrelationibetweenilaggediandipresentimarketiliquidity.iByifocussingionilong-

termiinterestirateichangesianditakingiintoiaccountitheilimitedieffectiofishort-

termiratesiandimonetaryipolicyiinitheilong-

termiliquidityidynamics,itheseiinsightsicanihelpifinancialiinstitutionsiandipolicymakersi

thatiwantitoiimproveiliquidity.TheiSTIRicoefficient,iwhichiisinotistatisticallyisignificanti(

coefficienti=i769.79,ipi=i0.5216),iindicatesithatishort-termiinterestiratesihaveinoilong-

termieffectsionimarketiliquidity.iIt'siinterestingitoinoteithatiSTIR(-1)iandiSTIR(-

2)ilaggedidataiproduceidifferentiresults;iSTIR(-

2)ishowsiaistatisticallyisignificantinegativeicoefficienti(coefficienti=i-

2271.83,ipi=i0.0298).iThisisuggestsithat,ioveriaitwo-periodilag,ishort-

termiinterestiratesicaninegativelyiaffectimarketiliquidity,iwhichicouldibeiaireflectioniofi

theimarket'sishort-termivolatilityiandiuncertainty. 

4.5iShort-RuniARDLiResults 

TheiErroriCorrectioniModeli(ECM),iwhichiquantifiesitheishort-

termimodificationsitowardsilong-

runiequilibrium,iwasiuseditoiexamineitheimodel'sishort-runidynamics. 

Tablei6:iShort-RuniARDLiResults 

ECMiRegression 
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Casei2:iRestrictediConstantiandiNoiTrend 

          
Variable Coefficient Std.iError t-Statistic Prob.ii 

          
D(DEP__BM_(-1)) -0.709648 0.224745 -3.157577 0.0057 

D(DEP__BM_(-2)) -0.538406 0.218655 -2.462356 0.0248 

D(MPR) 27991.79 179267.3 0.156146 0.8778 

D(MPR(-1)) -507245.2 216784.9 -2.339855 0.0318 

D(MPR(-2)) -220366.9 173408.8 -1.270794 0.2209 

D(STIR) 769.7945 690.4558 1.114908 0.2804 

D(STIR(-1)) 2271.828 823.4666 2.758859 0.0134 

CointEq(-1)* -0.208937 0.037514 5.569500 0.0000 

          
R-squared 0.501001 iiMeanidependentivar 4231.621 

AdjustediR-squared 0.334668 iiS.D.idependentivar 6597.749 

S.E.iofiregression 5381.644 iiAkaikeiinfoicriterion 20.24833 

Sumisquarediresid 6.08E+08 iiSchwarzicriterion 20.62551 

Logilikelihood -285.6007 iiHannan-Quinnicriterion. 20.36646 

Durbin-Watsonistat 2.410483    

          
 

TheiShort-

RuniARDLimodeliexploresitheiimmediateieffectsiofichangesiinitheiindependentivaria

blesianditheirilagsioniMarketiLiquidityi(BM).iTheiresults,ipresentediiniTablei6,ialsoiinc

ludeitheiErroriCorrectioniTermi(CointEq(-

1))itoimeasureitheispeediofiadjustmentitoilong-runiequilibrium. 

TheilaggedichangesiiniMarketiLiquidityi(D(BM(-1))iandiD(BM(-

2)))ishowisignificantinegativeicoefficientsi(coefficientsi=i-0.7096iandi-
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0.5384,ipi=i0.0057iandi0.0248,irespectively).iTheseifindingsiindicateithatipastireducti

onsiiniliquidityidampenicurrentiliquidityilevels,iemphasizingitheipersistenceiofiliquidityi

constraintsioverishort-termiperiods. 

TheicurrentichangeiinitheiMonetaryiPolicyiRatei(D(MPR))iisinotisignificanti(coefficient

i=i27991.79,ipi=i0.8778),ibutiitsifirstilagi(D(MPR(-

1)))iisinegativeiandistatisticallyisignificanti(coefficienti=i-

507245.2,ipi=i0.0318).iThisiimpliesithatirecentiincreasesiinitheiMPRinegativelyiaffecti

short-termiliquidity,ireflectingiimmediateitighteningieffectsiofimonetaryipolicy. 

Short-TermiInterestiRatesi(D(STIR))ianditheirifirstilagi(D(STIR(-

1)))ishowimixediresults.iWhileitheicurrentichangeiiniSTIRiisinotisignificanti(coefficient

i=i769.79,ipi=i0.2804),itheilaggedichangeiiniSTIRiisipositiveiandisignificanti(coefficien

ti=i2271.83,ipi=i0.0134).iThisisuggestsithatipastireductionsiinishort-

termiratesiencourageiliquidityiinitheishortirun. 

AccordingitoitheistatisticallyisignificantiErroriCorrectioniTermi(CointEq(-

1))i(coefficienti=i-0.2089,ipi=i0.0000),iroughlyi21%iofideviationsifromitheilong-

runiequilibriumiareicorrectedioverieachiperiod.iTheisystemistabilisesiatiaimodestiratei

followingibriefishocks,iasiindicatedibyiitsiadjustmentispeed. 

Aboutihalfiofitheivarianceiinishort-

termifluctuationsiinimarketiliquidityicanibeiexplainedibyitheifactorsithatiareiincluded,ia

ccordingitoitheiR-

squaredivalueiofi0.5010.iWhileiacknowledgingitheiimpactiofiotheriexternalifactorsinoti

includediinitheiresearch,itheimodelicapturesiimportantidynamics. 

Theiearlyieffectsiofimonetaryipolicyichangesioniliquidityiareihighlightedibyitheishort-

runiARDLiresults.iTheiabilityiofitheisystemitoireturnitoiequilibriumi(asishownibyitheiEr

roriCorrectioniTerm)iisiessentialiforipreservingistability,ieveniwhileichangesiinitheimo

netaryipolicyirateiandishort-

termiinterestiratesihaveidiscernibleiconsequences.iTheseiinsightsicanibeiusedibyipoli

cymakersitoicreateifocused,ishort-termiactionsiwhileitakingilong-

termigoalsiintoiaccount. 
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4.6iPost-EstimationiDiagnostics 

4.6.1iLMiTestiforiAutocorrelation 

TheiBreusch-

GodfreyiSerialiCorrelationiLMiTestiwasiconducteditoitestiforiautocorrelationiinitheires

iduals. 

Tablei7:iLMiTestiforiAutocorrelation 

Breusch-GodfreyiSerialiCorrelationiLMiTest:  

F-statistic 1.279920 iiProb.iF(3,14) 0.3197 

Obs*R-squared 6.241845 iiProb.iChi-Square(3) 0.1004 

 

TheiBreusch-

GodfreyiSerialiCorrelationiLMiTestideterminesiwhetheriairegressionimodel'siresidual

sicontainiautocorrelation.iThisiassistsiinideterminingiwhetherithereiisiaisystematicipat

terniofiresidualicorrelationsioveritime,iwhichimayiindicateimodelimisspecificationiorio

mittedivariables. 

TheitestiresultsiincludeitheiF-

statisticiandiassociatediprobabilityi(Prob.iF(3,14))ialongiwithitheiObservediR-

squaredimultipliedibyitheinumberiofiobservationsi(Obs*R-

squared)iandiitsiprobabilityi(Prob.iChi-Square(3)). 

TheiF-

statisticiinithisiinstanceiisi1.279920,ianditheiassociatediprobabilityiisi0.3197.iIniadditi

on,itheiprobabilityiisi0.1004ianditheiObs*R-squaredivalueiisi6.241845. 

Theinullihypothesisithatithereiisinoiautocorrelationiinitheiresidualsiisinotistronglyirefut

edibyitheseidataitakenitogether.iTheiobservediautocorrelationimayinotibeistatisticallyi

significantiatistandardisignificanceilevels,iasisuggestedibyitheicomparativelyihighipro

babilitiesilinkeditoitheiF-statisticianditheiObs*R-squared. 

4.6.2iTestiforiHeteroskedasticity 

TheiresidualsiwereiexaminediforiheteroskedasticityiusingitheiBreusch-Pagan-

Godfreyitest. 
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Tablei8:iTestiforiHeteroskedasticity 

HeteroskedasticityiTest:iBreusch-Pagan-Godfrey 

F-statistic 1.182832 iiProb.iF(11,17) 0.3660 

Obs*R-squared 12.57278 iiProb.iChi-Square(11) 0.3222 

ScalediexplainediSS 3.376128 iiProb.iChi-Square(11) 0.9848 

 

TheiBreusch-Pagan-

Godfreyi(BPG)imethodiisiuseditoiassessiwhetheriairegressionimodel'siresidualivarian

ceiisiheteroskedastic,iwhichicouldiaffectitheimodel'sireliability,ioriifiitiisiconstantiacros

siobservations. 

Numerousistatisticsiareiprovidedibyithisitest,isuchiasitheiScalediExplainediSumiofiSq

uaresiandiitsiprobabilityi(Prob.iChi-Square(11)),itheiObservediR-

squaredimultipliedibyitheinumberiofiobservationsi(Obs*R-

squared)iandiitsiprobabilityi(Prob.iChi-Square(11)),ianditheiF-

statisticiandiitsiassociatediprobabilityi(Prob.iF(11,17)). 

Inithisicase,itheiprobabilityiisi0.3660ianditheiF-

statisticiisi1.182832.iFurthermore,itheiScalediExplainediSSiisi3.376128iwithiaiprobab

ilityiofi0.9848ianditheiObs*R-squaredivalueiisi12.57278iwithiaiprobabilityiofi0.3222. 

Alliofitheseistatisticsipointitoitheilackiofistrongievidenceiagainstitheinullihypothesisith

atitheimodel'siresidualsiareihomoscedastici(haveiconstantivariance).iTheiobservedih

eteroskedasticityimayinotibeistatisticallyisignificantiatistandardisignificanceilevels,iac

cordingitoitheiprobabilitiesiassociatediwithitheiF-statisticianditheiObs*R-squared. 

4.6.3iNormalityiTest 

TheiJarque-

Beraitestiwasiuseditoidetermineiwhetheritheiregressionimodel'siresidualsiwereinorm

al.iAniimportantipresumptioniforimanyieconometricianalysisiisithatitheiresidualsihavei

ainormalidistribution,iwhichiisiassessediusingithisitest. 
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Figurei2:iJarque-BeraiNormalityiTestiResults 
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Withiaicorrespondingiprobabilityivalueiofi0.529529iandiaiJarque-

Beraitestistatisticiofi1.271536,itheiresultsisurpassitheitraditionali5%isignificanceicriter

ion.iTheinullihypothesisiofiregularlyidistributediresidualsiisinotirefutedibyitheseifinding

s. 

Theivalidityiofistatisticaliinferenceibasedionitheiregressioniresultsiisiincreasediwhenit

hereiareinoinotableideparturesifrominormalcyiinitheiresiduals,iconfirmingithatitheimo

delisatisfiesithisiassumption.iThisidemonstratesithatitheiinferencesimadeifromitheilon

g-iandishort-termiARDLianalysesiareireliable. 

4.6.4iStabilityiTest 

AiCUSUMi(CumulativeiSum)itestiwasiuseditoievaluateitheimodeliparameters'istability

ioveritime.iToimakeisureitheimodelistaysistableioveritheicourseiofitheisampleiperiod,i

theiCUSUMitestiaidsiiniidentifyingianyistructuralibreaksiorichangesiinitheirelationshipi

betweenitheivariables. 

Figurei3:iCUSUMiModeliStabilityiTestiResults 
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Theicumulativeitotaliofitheiresidualsicontinuouslyifallsiinsideitheicriticalibounds,iwhich

iareiestablishediatiai5%isignificanceilevel,iaccordingitoitheiCUSUMitestifindings,iasis

eeniinitheiaboveidiagram.iThisiimpliesithatitheimodelididinotiexhibitianyinotableistruct

uralifracturesioriinstability.iTheiconclusionithatitheimodeliparametersistayiconstantidu

ringitheicourseiofitheianalysisiisisupportedibyitheidataipoints,iwhichiareiwelliinsideith

eicriticalibounds. 

Theimodelicanibeiregardediasistableioveritheicourseiofitheistudyibecauseithereiisinoi

crossingioutsideitheibounds,isuggestingithatitheiunderlyingieconomicitiesiitirepresent

sihaveinotichangedisignificantlyioveritime.iConsequently,ithisistabilityibolstersitheico

nsistencyiofitheioutcomesishowniinitheianalysisiandiincreasesitheidependabilityiofith

eimodel'siconclusions. 
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CHAPTERi5:iDISCUSSIONiOFiFINDINGS 

5.0iIntroduction 

Thisichapteriprovidesianiin-

depthidiscussioniofitheifindingsifromitheianalysis,ifocusingionitheishort-iandilong-

termidynamicsiofimonetaryipolicyiandimarketiliquidityiiniZambia.iByiintegratingiinsigh

tsifromitheiregressioniresultsiandiexistingiliterature,ithisidiscussionihighlightsitheikeyi

relationshipsiobservedianditheiriimplicationsiforiZambia’sifinancialimarkets. 

5.1iDiscussioniofiFindings 

Short-RuniDynamics 

TheiShort-

RuniARDLiresultsishowedithatiZambianimarketiliquidityiwasiimmediatelyiimpactediby

ichangesiinimonetaryipolicy.iCurrentiliquidityisufferediasiairesultiofinotableilagsiiniMa

rketiLiquidityi(BM)iadjustments.iTheishort-

terminegativeieffectsiofichangesiinitheiMonetaryiPolicyiRatei(MPR)ialsoidemonstrate

ditheiquickitighteningieffectiofimonetaryipolicyichanges.iShort-

TermiInterestiRatesi(STIR),ionitheiotherihand,idemonstratediaifavourableiimpactionili

quidity,ihighlightingitheirifunctioniinipromotingimarketiactivityiwheniborrowingicostsiar

eilower. 

TheseioutcomesiareiconsistentiwithiresearchibyiBandaiandiMbewei(2017),iwhoifoun

dithatiZambia'silowerishort-

termiinterestiratesipromotediborrowingiandiinvestment,iwhichienhancediliquidity.iThe

ishort-

termifindings,ihowever,ihighlightitheiephemeralinatureiofitheseiconnectionsiinitheiZa

mbianisettingiandipointitoitheilimitedirelevanceiofiimmediateichangesiiniMPRiandiSTI

R. 

Long-RuniDynamics 

Long-

termicorrelationsibetweeniMarketiLiquidityiandiitsideterminantsiwereishownibyitheiLo

ng-RuniARDLiresults.iLiquidityiwasisignificantlyipositivelyiimpactedibyilong-

termiinterestiratesi(LTIR),iindicatingithatiattractiveilong-

termiborrowingicircumstancesieventuallyistimulateifinancialimarketiactivity.iCentralib
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ankipoliciesihaveiaidelayedibutinoticeableiimpactionimarketiliquidity,iasievidencediby

itheilargeilaggediMonetaryiPolicyiRatei(MPR). 

Short-TermiInterestiRatesi(STIR),ionitheiotherihand,ididinotishowianyilong-

termisignificance,iindicatingithatitheyihadilittleiimpactioniZambia'sioveralliliquidityipatt

erns.iThisiresultiisiconsistentiwithiinternationaliresearchithatihighlightsihowilong-

termiratesihaveiaigreateriinfluenceioniliquidityidynamics,iespeciallyiinidevelopinginati

ons. 

ComparisoniwithiLiterature 

Theiresultsiareiinilineiwithiailargeiportioniofitheibodyiofiresearchithatihighlightsihowicr

ucialicentralibankipoliciesiandilong-

termiinterestiratesiareiinideterminingimarketiliquidity,iespeciallyiinidevelopinginationsi

likeiZambia.iTheiworkiofiJohnsoni(2010),iwhoiemphasiseditheicrucialiroleithatistableil

ong-

termiborrowingiconditionsiplayiinipromotingiliquidityiinidevelopingimarkets,iisiinilineiw

ithitheinotableipositiveicorrelationithatiexistsibetweeniLTIRiandimarketiliquidity.iFurth

ermore,iresearchithatiemphasiseitheidelayediimpactiofimonetaryipolicyiinterventionsi

onimarketiconditionsiareisupportedibyitheinotableilaggediinfluenceiofiMPRioniliquidit

y. 

Theiresults,ihowever,idifferifromithoseiofiOkonkwoiandiNcube'si(2021)istudy,iwhichif

oundithatigovernmentiborrowingihadiaimoreidirectiandisubstantialieffectioniZambia'si

financialiproblems.iThisidisparityimayibeiexplainedibyivariationsiinitheitimeiperiodsith

eyilookediat,itheiemphasisitheyiplacedionigovernmentiborrowing,ianditheidifferentipol

icyiclimatesiofitheitimeiperiodsitheyilookediat.iTheidisparitiesiinitheifindingsihighlightit

heinecessityiofiinterpretationsithatiareirelevantitoitheisituationiwheniexaminingitheidy

namicsiofiliquidityiiniemergingieconomies. 

Furthermore,iresearchilikeiClarki(2018)iindicatedithatibothishort-iandilong-

termiinterestiratesihaveiaibalancediimpactionideterminingiliquidityiinidevelopingimark

ets,iwhichiisiinicontrastitoiSTIR'silimitedilong-

termiimportance.iThisidiscrepancyiimpliesithatishort-

termiinterestiratesiiniZambiaimightinotihaveitheisameilong-

termiimpactsiasiiniotherinations,iperhapsiasiairesultiofitheicountry'siuniqueifinanciali

marketiarchitectureiorimacroeconomicicircumstances. 
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ImplicationsiforiZambia 

Thisistudy'silong-

termidynamicsihaveisignificantiramificationsiforiZambia'sipolicymaking.iTheiresultsie

mphasiseihowiimportantitheiMonetaryiPolicyiRatei(MPR)iandiLong-

TermiInterestiRatesi(LTIR)iareiinideterminingimarketiliquidityioveritime.iZambianipoli

cymakersishouldiconcentrateioniestablishingilong-

term,istableiborrowingiconditionsiiniorderitoipromoteianiatmosphereithatiisifavourable

itoitheigrowthiofitheifinancialiindustry.iThisiinvolvesimakingicertainithatilong-

termiinterestiratesistayiappealingiandisteadyiiniorderitoipromoteimarketiactivityiandiin

vestment. 

Furthermore,itheilaggedieffectiofiMPRiimpliesithatiiniorderitoipreventishort-

termidisruptionsitoiliquidityiconditions,icentralibankiactionsimustibeipreciselyitimedian

dicommunicated.iAilong-

termioutlookishouldiguideianyichangesitoitheiMPR,ienablingimarketiplayersitoigradu

allyiadjust. 

Policymakersimayineeditoigiveishort-

termirateiadjustmentsilessiweightiasiaimainiinstrumentiforicontrollingiliquidityigivenith

eishort-termiinterestirate'si(STIR)ilowilong-

termiinfluence.iLiquidityiimprovementsiareimoreilikelyitoibeilong-lastingiwhenilong-

termimonetaryipoliciesiandistructuralichangesithatipromoteimarketistabilityiandiexpa

nsioniareiprioritised. 

Theiresultsihighlightitheinecessityiofiaiforward-thinking,iwell-

balancediapproachitoimonetaryipolicyiiniZambia,iwithianiemphasisionipreservingipre

dictableimonetaryipoliciesiandiencouragingistabilityiinilong-

termiinterestirates.iTheseistepsiareicrucialiforifosteringitheigrowthiofitheifinancialimar

ketsiandiguaranteeingilong-term,istrongiliquidity. 
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CHAPTERi6:iCONCLUSIONiANDiRECOMMENDATIONS 

6.0iIntroduction 

Thisichapteriprovidesiaidetailedisynthesisiofitheifindings,iofferingipracticalirecommen

dationsiforipolicymakers,ifinancialiinstitutions,iandiotheristakeholders.iByiintegratingi

empiricaliresultsiwithiexistingiliterature,ithisisectioniaimsitoihighlightikeyitakeaways,ia

ddressitheiuniqueichallengesifacedibyiZambia’sifinancialimarkets,iandiproposeistrate

giesitoifosterimarketiliquidityiandioverallieconomicistability. 

6.1iConclusion 

Thisistudyihasishedilightionitheiintricateirelationshipibetweenimonetaryipolicyitoolsia

ndimarketiliquidityiiniZambiaioveritheiperiodi2016itoi2023.iThroughirigorousianalysisi

usingiARDLimodels,iseveralicriticaliinsightsihaveiemerged: 

1. Short-RuniDynamics: 

Laggediliquidityilevelsiandifluctuationsiinishort-

termiinterestiratesihaveiaimajoriimpactionimarketiliquidityichangesiinitheishortiterm.iT

heiresultsishowithatialthoughitheimonetaryipolicyiratei(MPR)ihasiimmediateieffects,it

heseiareibriefiandionlyilastiforiaishortitime. 

2. Long-RuniDynamics: 

Marketiliquidityioverilongiperiodsiofitimeiisisignificantlyiinfluencedibyilong-

termiinterestiratesianditheilaggedimonetaryipolicyirate.iThisiemphasisesihowicruciali

stableiandiadvantageousilong-

termiborrowingitermsiareitoimaintainingisteadyiliquidityiiniZambia'sifinancialimarkets. 

3. PolicyiImplications: 

Monetaryipolicyichangesiaffectiliquidityibothiimmediatelyiandioveritime,iaccordingitoit

heistudy.iTherefore,iiniorderitoipreventimarketishocksiandimaintainistability,ipolicyma

kersimustitakeiaibalancedistrategyithatibringsishort-termiactionsiintoilineiwithilong-

termigoals. 

4. RelevanceitoiZambia’siContext: 

TheiresultsihighlightitheiparticularidifficultiesifacingiZambia'sifinancialimarkets,isuchia

sitheirirelianceionioutsideieconomicifactors,itheirivolatility,ianditheirestrictediavailabilit

yiofifinancingiforiimportantiindustries.iTheseiunderstandingsiareiessentialiforicreating

ifocusedipoliciesithatitackleitheseiissuesianditakeiadvantageiofiexpansioniprospects. 
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Theistudyiadmitsiseveralishortcomingsievenithoughiitihasimadeiaisubstantialicontrib

utionitoiouriunderstandingiofihowimonetaryipolicyiaffectsimarketiliquidity.iForiexampl

e,ifiscalipolicyimeasuresilikeigovernmentiborrowingiandispendingiareinotiincludediinit

heianalysisibecauseiitiisilimiteditoimonetaryipolicyitools.iTheseiaspectsishouldibeiinv

estigatediinifutureistudiesitoiofferiaimoreithoroughiunderstandingiofiliquidityidynamics

. 

6.2iRecommendationsiforiPolicy 

Theistudy'siconclusionsiofferiaistrongibasisiforipracticalipolicyisuggestionsimeantitoii

mproveimarketiliquidity,ipromoteifinancialistability,iandiaidiZambia'sieconomiciexpan

sion.iTheseisuggestionsiareimeantitoiaddressitheifinancialisector'siimmediateiproble

msiasiwelliasilong-termistructuraliadvancements. 

Iniorderitoiestablishiaistableiandifavourableifinancialienvironment,imonetaryipolicyim

ustifirstibeistabilised.iToilessenimarketiuncertainty,itheiBankiofiZambiaishouldiplacei

aihighipriorityionikeepingimonetaryipolicyiratesisteadyiandiopen.iFrequentiorisuddeni

changesiinitheimonetaryipolicyirateicanideterilong-

termiinvestmentsisinceifinancialiinstitutionsiandienterprisesimayifindiitidifficultitoiadap

t.iWithiclearicommunicationiandigradualipolicyirateichanges,imarketiplayersimayimak

eimoreiinformediplansiandibuilditrustiinitheifinancialisystem. 

Anotheriimportantiareaiofiattentioniisipromotingilong-

termiborrowing.iByipromotingiinvestmentsiinimajoriprojectsilikeimanufacturing,iinfrast

ructure,iandiagriculture,ilong-

termiinterestiratesisignificantlyiimproveimarketiliquidity.iToimakeiborrowingimoreiapp

ealing,ipolicymakersishouldiworkitoiloweritheiriskipremiumiconnecteditoilong-

termiloans.iThisicanibeiaccomplishedibyitakingistepsilikeigivingilong-

termilendersiguarantees,igivingitaxibreaksitoibusinessesithatimakeicapital-

intensiveiinvestments,iandiestablishingiaisupportiveilegalienvironmentithatilowersibor

rowingirisksiandipromotesicontractienforcement. 

Oneiofitheimostiimportantistrategiesiforifillingitheimarket'sishort-

termifinancialigapsiisistillishort-termiliquidityimanagement.iEveniwhileishort-

termiinterestiratesimightinotibeiveryiimportantiinitheilongirun,iitiisiimpossibleitoiignore

itheiricontributionitoiliquidityistabilisationiduringiharditimes.iToipreventishort-

termishortagesifromidestabilisingitheifinancialisystem,itheicentralibankishouldiuseiins
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trumentsilikeiopenimarketioperationsitoiinfuseioriremoveiliquidityiasineeded.iFurther

more,ibanksicaniuseishort-

termilendingifacilitiesitoigiveithemitheitoolsitheyineeditoihandleiunforeseenicashiflowii

ssues. 

ToiincreaseiproductivityiandifostericonfidenceiiniZambia'sifinancialisystem,iinvestme

ntsiinifinancialimarketiinfrastructureiareiessential.iPracticalimeasuresithaticaniloweritr

ansactionicostsiandiboostimarketiparticipationiincludeiupdatingiregulatoryiframework

s,iimplementingidigitalitradingiplatforms,iandimodernisingiinterbankilendingiinfrastruc

ture.iTheseienhancementsiwouldiincreaseiconfidenceiamongibothidomesticiandiforei

gniinvestorsiiniadditionitoimakingitheifinancialisystemimoreiaccessible. 

Anotheriessentialicomponentiofiimprovingimarketiliquidityiisifosteringifinancialiinclusi

on.iMoreiresourcesicanibeidirectediintoitheiofficialifinancialisystemibyiincreasingiacc

essitoifinancialiservices,iespeciallyiiniunderservediandiruraliareas.iInitiativesilikeicom

munityisavingsiplans,imicrofinanceiprograms,iandimobileibankingiservicesihaveitheip

otentialitoirevolutioniseitheiwayismallibusinessesiandiindividualsiareiempowered.iPoli

cymakersicaniopeniupinewiliquidityisourcesiandiboostinationalieconomiciactivityibyib

ringingimoreipeopleiintoitheifinancialisystem. 

Reducingitheiuncertaintyiaroundiinternationalitradeiandiinvestmentirequiresiaistablei

butiadaptableiexchangeirateiregime.iTradeiflowsimightibeidisruptediandiinvestorsitur

nedioffibyiexcessiveiexchangeirateivolatility.iToireduceitheirisksiofisharpiswings,ithei

BankiofiZambiaishouldikeepiaicarefulieyeionichangesiinitheiexchangeirateianditakeic

alculatediactioniwheninecessary.iBusinessesiinvolvediiniinternationalitransactionsica

nibenefitifromitheistabilityithatiaiwell-

managediexchangeirateisystemicaniofferiwhileialsoihavingitheiadaptabilityitoiadjustit

oishiftingimarketiconditions. 

PPPs,ioripublic-

privateipartnerships,iareiaipowerfulitooliforipromotingitheigrowthiofitheifinancialisecto

r.iToifilliinitheiholesiinitheifinancialisystem,itheigovernmenticanicombineiresources,ik

nowledge,iandicreativityibyiworkingiwithiprivateisectoriorganisations.iPPPs,iforiexam

ple,icanibeiutiliseditoiencourageiinvestmentiiniimportantieconomiciareas,icreateinewi

financialiproducts,iandiupdateibankingiinfrastructure.iThisicooperativeistrategyicanib

oostitheieffectsiofigovernmentiprogramsiandiquickenitheiprocessiofiachievingifinanci
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alistabilityiandiexpansion.PPPs,ioripublic-

privateipartnerships,iareiaipowerfulitooliforipromotingitheigrowthiofitheifinancialisecto

r.iToifilliinitheiholesiinitheifinancialisystem,itheigovernmenticanicombineiresources,ik

nowledge,iandicreativityibyiworkingiwithiprivateisectoriorganisations.iPPPs,iforiexam

ple,icanibeiutiliseditoiencourageiinvestmentiiniimportantieconomiciareas,icreateinewi

financialiproducts,iandiupdateibankingiinfrastructure.iThisicooperativeistrategyicanib

oostitheieffectsiofigovernmentiprogramsiandiquickenitheiprocessiofiachievingifinanci

alistabilityiandiexpansion. 

Lastly,iiniorderitoiensureilong-

termigrowthithatiisiinilineiwithiinternationalienvironmentaligoals,ifinancialipoliciesimus

tiincorporateisustainabilityiprinciples.iIniadditionitoiencouragingisustainableiinvestingi

practicesiacrossiindustries,ipolicymakersicanisupportigreenifinancingiinitiativesilikeib

ondsiforirenewableienergyiprojects.iZambia'sieconomicidevelopmentiwillibeirobustia

ndisustainableiifienvironmentalilawsiareistrengthenediandieco-

friendlyicorporateipracticesiareiencouraged.iThisiwillialsoidrawiiniforeigniinvestment. 

Together,itheseisuggestionsimeetiZambia'sineediforiaiwell-rounded,iforward-

thinkingistrategyitoiimproveimarketiliquidityiandipromoteifinancialistability.iPolicymak

ersicaniestablishiaistrongifinancialisystemithatipromotesilong-

termieconomicigrowthiandidevelopmentibyiputtingitheseistrategiesiintoipractice. 

6.3iRecommendationsiforiFutureiResearch 

Althoughithisianalysisihasiofferediinsightfuliinformation,imoreiinvestigationiisirequired

itoiexamineihowimonetaryiandifiscalipolicyiinteractitoiinfluenceimarketiliquidity.iFurth

ermore,iaimoreicomprehensiveiknowledgeiofiZambia'siliquidityidynamicsicanibeiobtai

nedibyiexaminingitheieffectsiofiexternalifactorsiincludingiglobalicommodityiprices,imo

vementsiiniinterestiratesiinternationally,iandigeopoliticalithreats. 

Futureiresearchicouldialsoilookiatihowitechnologicalidevelopmentsiimproveiliquidity,i

specificallyihowidigitalifinanceiandifinancialitechnologyi(fintech)iaffectimarketiinclusio

niandiefficiency.iIniorderitoisteeriZambia'sifinancialisystemitowardsiaimoreirobustian

didynamicifuture,iseveralistudyitopicsiareiessential. 

6.4iFinaliRemarks 

Thisianalysisiconcludesibyihighlightingitheimanyiandivariediwaysiiniwhichimonetaryip

olicyiaffectsiZambianimarketiliquidity.iZambiaimayicreateiaimoreiinclusiveifinancialie
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nvironment,iboostieconomicigrowth,iandiimproveitheistabilityiofiitsifinancialisectoribyii

mplementingitheisuggestedimeasuresiandiresolvingicurrentiissues.iTheiattainmentiof

itheseiobjectivesianditheimaintenanceiofitheifinancialisectoriasiaipillariofiZambia'siec

onomicigrowthidependionipersistentiwork,istrategiciplanning,iandiongoingiassessme

nt. 
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