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Abstract 

The study investigates the impact of monetary policy on deposit money banks performance in 

Nigeria.   It specifically examined the relationship between monetary policy instruments such as 

monetary policy rate, cash reserve ratio, money supply and liquidity ratio. Data were collected 

from CBN statistically bulletin from 1986-2015. Regression analysis, Co-integration and granger 

causality test were used. OLS regression analysis indicates that all the indicators of monetary 

policy (Cash reserve ratio, monetary policy rate, money supply and liquidity ratio) jointly 

impacted on credit to the private sector by deposit money banks. However, cash reserve ratio and 

money supply have positive and significant relationship with credit to the private sector. It was 

observed that liquidity ratio has negative and insignificant relationship with credit to the private 

sector while monetary policy rate has positive and insignificant relationship with credit to the 

private sector.  The ADF results of the unit root tests revealed that all the variables are integrated 

of the same order at first difference (i.e. I[1]). The findings from the co-integration test showed 

that there exists positive and highly statistically significant long run relationship between the 

monetary policy variables and credit to the private sector. The granger causality test shows that 

credit to the private sector has unidirectional causality relationship with cash reserve ratio and 

money supply while there is no causality relationship between credit to the private sector, liquidity 

ratio and monetary policy rate.   From the foregoing, it concludes that the strength of monetary 

policy was found to lie on the combination of the various instruments. Based on the findings made 

in this study, it recommends that the CBN should continuously adopt all instruments investigated 

to regulate banking activities.  
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1.1 Introduction 
 

Monetary policy relates to the supply of money and credit allocation, which is controlled via 

factors such as interest rates and Cash Reserve Requirements (CRR) for banks by the CBN in 

order to influence outcomes like economic growth, inflation, exchange rates with other currencies 

and unemployment. Interest rates, reserve requirements; currency peg, discount window, 

quantitative easing, open market operations; and signaling are some of the tools of monetary 

policy.  

The Central Bank is responsible for the conduct of monetary policy to pursue those objectives 

(Kyari, 2015; Okonkwo, Godslove and Mmaduabuchi, 2015). Central banks in the world such as 

the Central Bank of Nigeria (CBN) often employ certain monetary policy instruments like bank 

rate, open market operation changing reserve requirements and other selective credit control 

instruments. Central bank also determines certain targets on monetary variables. Although, some 
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objectives are consistent with each other, others are not, for example, the objectives of price 

stability often conflicts with the objectives of interest rate stability and high short run employment 

(Felicia, 2011;Obidike, Ejeh and Ugwuegbe, 2015;Victor and Eze, 2013). 

The banking industries in any economy in the world are the most important sector because of their 

ability to mobilize funds from the savings to the deficit sector of the economy. They mobilize the 

largest amount of fund because of their ability to accept deposits of any kind from the public, 

government and its agencies as well as create credit through granting of loans, overdraft and 

project financing which are all element needs for economic performance to enhance economic 

growth and development (Onoh, 2002).  

In order to make profit, commercial banks invest customer deposits in various short term and long 

term investment outlet, however core of such deposits are used for loans. Hence, the more loans 

and advances they extend to borrowers, the more the profit they make (Solomon, 2016).  Okpara 

(2009) added that banks in most economies are the principal depositories of the public's financial 

savings, the nerve centre of the payment system, the vessel endowed with the ability of money 

creation and allocation of financial resources and conduit through which monetary and credit 

policies are implemented. According to Okpara (2009), the success of monetary policy, to a large 

extent, depends on the health of the banking institutions through which the policies are 

implemented. As a result of this central role of banks in the economy, their activities have to be 

kept under surveillance to ensure that they operate within the law in line with safe and sound 

banking practices so that the economy will not be jeopardized. Hence, governments generally 

legislate to influence and/or directly control banks’ activities to suit the developmental objectives 

of the economy. 

In Nigeria, the authority to carryout monetary policy is vested in the Central Bank of Nigeria 

(CBN) through decrees 24 and25 1991. These laws, which replaced previous legislation on the 

matter, enjoin the CBN, under the guidance of the federal government to promote monetary 

stability and a sound financial system. CBN initiates monetary and banking policies and sends the 

proposal to the government for amendment, approval or rejection(Ayogu and Emunuga 2009). 

Prior to 1986 direct monetary instruments such as selective credit controls, administered interest 

and exchange rates, credit ceilings, cash reserve requirements and special deposits to regulate the 

banking system were employed. The fixing of interest rates at relatively low levels was done 

mainly to promote investment and growth. Occasionally, special deposits were imposed to reduce 

the amount of excess reserves and credit creating capacity of the banks (Uchendu, 2009; Okafor, 

2009). In the words of Ologunde, Elumilade, and Asaolu (2006), interest rate along with monetary 

aggregates formed targets of monetary policy in Nigeria.  

Using the direct monetary policy measures, the monetary authorities directly influenced items of 

the balance sheet of commercial banks. In such a system, interest rates are set and credits are 

allocated by monetary authorities in accordance with the government’s economic plan. Under this 

system, the financial system, and especially financial market conditions, plays no role in the 

determination of financial prices or returns and allocation of credits (Ajayi and Atanda, 2012).On 

the other hand, there is a causal nexus between in direct monetary policy and financial (banking 

performance)as both of them influence each other. The decontrol of interest rates and the use of 
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indirect monetary policy are crucial steps towards the development of financial markets. The use 

of market – based instruments was not feasible at that point (direct monetary policy era 1960-

1985) because of the underdeveloped nature of the financial market and the deliberate restraint of 

interest rate (Ajayi and Atanda, 2012). 

Amassoma, Wosa and Olaiya (2012),opined that the adoption of Structural Adjustment 

Program(SAP) in Nigeria, offered a sea of policy changes in monetary policy development in 

Nigeria. The deregulation exercise in the financial system led to the adoption of indirect monetary 

policy with the open market operation as the primary tool which was complemented by reserve 

requirements, discount window operations, foreign exchange market intervention and 

injection/withdrawal of public sector deposits in and out of the DMBs. Thus, to strengthen the 

policy, the discount houses were established which served as the intermediary between the CBN 

and the banks in the sale and purchase of OMO instruments (Solomon, 2016).  

The major objectives of monetary policy since 2002 till 2014 have been to subdue inflation to a 

single-digit level and maintain a stable exchange rate of the naira (CBN, 2014). Attention has also 

been focused on the need for a more competitive financial sector geared towards improving the 

payments system. The CBN has also continued to ensure banking soundness and financial sector 

stability, not only to ensure the effective transmission of monetary policy actions to the real sector 

but also to enhance the efficiency of the payment system. The measures taken to strengthen the 

banking sector and consolidate the gains of monetary policy included the introduction of a 13-

point reform agenda in the banking sector in July 2004 (the key point of which was the 25 billion 

naira minimum capital base for DMBs (Ibeabuchi, 2007).  

In recent times Nigeria monetary policy has been based on a medium-term perspective framework. 

The shift was to free monetary policy implementation from the problem of time inconsistency and 

minimize over-reaction due to temporary shocks. Policies have ranged from targeting monetary 

aggregates to monitoring and manipulating policy rates to steer the interbank rates and by 

extension other market rates in the desired direction (Okoro, 2013;Uchendu 2009). 

 

1.2 Statement of the Problem 
 

The impact of monetary policy on banking performance in Nigeria has received lots of criticisms. 

Some researchers found insignificant impact while others assert that the effect is minimal (Ajayi 

and Atanda, 2012;Akanbi and Ajagbe, 2012; Ogbulu and Torbira, 2012;Okoye and Udeh, 2009; 

Okpara, 2010; Okoro, 2013; Solomon, 2016). This according to Okpara (2010) was as a result of 

banks manipulation of their financial report and statement of account. By manipulating monetary 

policy instruments such as cash reserve ratio, monetary policy rate, money supply, etc., the Central 

Bank of Nigeria aims to ensure stability in the banking sector and influence the soundness of their 

assets (Ogbulu and Torbira, 2012; Solomon, 2016). However, while banks continue to witness 

poor asset quality, the level of banks with high toxic assets remains high thus questioning the 

effect of monetary policy on banks asset quality and performance. 

Another problem observed is the poor credit creation of banks. According to Sanusi (2011), banks 

have deviated from their traditional banking function of providing loans and advances to small 

and medium scale industries to delving into investment in blue chip companies, stocks trading, 

foreign exchange trading and oil trading which are speculative in nature thus raising the high level 
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of their non-performing loans. The essence of monetary policy rate, reserve ratio and money 

supply control is to influence banks credit creation which in all its ramification has shown 

insignificant impact (Mishra and Pradhan, 2008). The problem of ineffective credit delivery to the 

productive sectors remains an issue and thus raises doubt on the potency of monetary policy 

instruments in Nigeria.   

1.3 Objectives of the Study 

This study is set to evaluate the impact of monetary policy on deposit money banks’ performance 

in Nigeria; to examine the relationship between Cash Reserve ratio (CRR) and credit to the private 

sector in Nigeria and to determine if liquidity ratio (LQR) has impact on credit to the private sector 

in Nigeria.  

1.4 Research Hypotheses 

Given the objectives, this study hypothesizes that there is no significant relationship between Cash 

Reserve ratio (CRR) and credit to the private sector in Nigeria; Liquidity ratio (LQR) has no 

significant impact on credit to the private sector in Nigeria; there is no significant relationship 

between Monetary Policy Rate (MPR) and credit to the private sector in Nigeria; AND that; there 

is no significant relationship between money supply (MSP) and credit to the private sector in 

Nigeria. 

 

2.1   Review of Related Literature 
 

Monetary policy is one of the major economic stabilization weapons which involve measures 

designed to regulate or control the volume, cost, availability and direction of money and credit in 

an economy to achieve some specific macro-economic policy objective. It is a deliberate attempt 

by the monetary authority (Central Bank) to control the money supply and credit condition for the 

purpose of achieving certain broad economic objective (Onuorah, Shaib, Oyathelemi and Friday, 

2011). Okpara (2010) defines monetary policy as a measure designed to influence the availability, 

volume and direction of money and credits to achieve the desired economic objectives. 

 

Ezeuduji (1994) defines monetary policy as the policy which involve the adjustment of money 

stock (through different means) interest rate, exchange rate as well as expectation to influence the 

level of economic activities and inflation in desired direction, targeting as the mapping up of 

excess liquidity armed at ensuring a non-inflationary macro-economic environment. Monetary 

policy can be defined as the instruments at the disposal of the monetary authorities to influence 

the availability and cost of credit/money with the ultimate objective of achieving price stability 

(Ibeabuchi, 2007).   

Onyeiwu (2012) defined monetary policy as a technique of economic management to bring about 

sustainable economic growth and development has been the pursuit of nations and formal 

articulation of how money affects economic aggregate. Monetary policy generally refers to the 

deliberate efforts of the government to use changes in money supply, cost of credit, size of credit 

and direction of credit to influence the level of economic activities to achieve desired 

macroeconomic stability in an economy (Chigbu andOkonkwo, 2014). 

The instrument tools of monetary policy have been classified broadly in two categories. 

Quantitative instrument: Traditional and non-traditional quantitative instrument (Richard, 1979). 
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Monetary policies, as adopted in Nigeria, have four broad objectives, they are: 

a) To maintain a high level of employment (full employment): Full employment means 

employment of labour, plant and capital at a tolerable capacity to achieve the set goals of 

national economic policy aimed at combating recession and economic depression (Ibeabuchi, 

2007). 

b) To maintain stable price level: Price level stability goal is related in an important sense to the 

control of inflation refers to a situation of sustained and rapid increase in the general level of 

prices, however, generated (Nnanna, 2001). According to Ibeabuchi (2007), inflation reduces 

real disposable income and consequently the purchasing power of money.  

c) To maintain the highest sustainable rate of economic growth: This means both quantitative 

and qualitative increase in the total quantity of goods and services produced in the economy 

annually (Nnanna, 2001). Nnanna (2001) opined that economic growth is said to be achieved 

in a country in a situation where there is an increase in the income position of the citizens of 

the country and also a corresponding increase in the amount of goods and services which a 

given quantity of money can buy. 

d) To maintain the highest equilibrium in the balance of payments: A country’s balance of 

payment may be in total equilibrium of there exists between total payments and total receipts, 

that is, the avoidance of larger or chronic deficit or surplus in the balance of payments 

(Nnanna, 2001; Imoisi, Olatunji, and Ekpenyong, 2013). 

 

2.2 Theoretical Framework 
 

There are different transmission channels through which monetary policy affects banking and 

economic activities and these channels of transmission have been broadly examined under the 

monetarist and Keynesian schools of thought (Onyeiwu, 2012). 

The monetarist postulates that change in the money supply leads directly to a change in the real 

magnitude of money. Describing this transmission mechanism, Friedman and Schwartz (1963) 

say an expansive open market operations by the Central Bank, increases stock of money, which 

also leads to an increase in commercial bank reserves and ability to create credit and hence increase 

money supply through the multiplier effect. In order to reduce the quantity of money in their 

portfolios, the bank and non-bank organizations purchase securities with characteristics of the type 

sold by the Central Bank, thus stimulating activities in the real sector. This view is supported by 

Tobin (1978) who examines transmission effect in terms of assets portfolio choice in that monetary 

policy triggers asset switching between equity, bonds, commercial paper and bank deposits. He 

says that tight monetary policy affects liquidity and banks’ ability to lend which therefore restricts 

loan to prime borrowers and business firms to the exclusion of mortgages and consumption 

spending thereby contracting effective demand and investment. 

Conversely, the Keynesians posit that change in money stock facilitates activities in the financial 

market affecting interest rate, investment, output and employment (Keynes,1930, p.90). 

Modigliani (1963) supports this view but introduced the concept of capital rationing and said 

willingness of banks to lend affects monetary policy transmission. In their analysis of use of bank 

and non-bank funds in response to tight monetary policy, Oliner and Rudebush (1995) observe 

that there is no significant change in the use of either but rather larger firms crowd out small firms 
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in such times and in like manner. Gertler and Gilchrist (1991) supports the view that small 

businesses experience decline in loan facilities during tight monetary policy and they are affected 

more adversely by changes in bank related aggregates like broad money supply. Further 

investigation by Borio (1995) who investigated the structure of credit to non-government 

borrowers in fourteen industrialized countries observe that it has been influenced by factors such 

as terms of loan as interest rates, collateral requirement and willingness to lend. 

Researchers found varying results on the effect of monetary policy on banks performance using 

banks asset portfolio and credit creation (Amacher and Ulbrich 1989; Gertler and Gilchrist, 1991; 

Okpara, 2010;Ogbulu and Torbira, 2012; Solomon, 2016). Thus adopting the monetarist theory 

on the use of monetary policy in influencing the performance of banks, this study takes further 

steps to support or reject the assertions of this theory. 

2.3 Monetary Policy Instruments 
 

 

The instruments of monetary policy can be categorized into two namely:  

1. Direct or quantitative instruments  

2. Indirect of qualitative instruments  

 

2.3.1 Direct Instruments or Qualitative Instruments of Monetary Policy Tools 
 

Though there is an avalanche of instruments available for money and credit control, the instrument 

mix to be employed at any time depends on the goals to be achieved and the effectiveness of such 

instruments to a large extent hinges on the economic fortunes of the country (Ojo, 1993, Nnanna, 

2001).  
 

1. Reserve Requirement: The Central Bank may require Deposit Money Banks to hold a 

fraction (or a combination) of their deposit liabilities (reserves) as vault cash and or deposits 

with it. Fractional reserve limits the amount of loans banks can make to the domestic economy 

and thus limit the supply of money. The assumption is that Deposit Money Banks generally 

maintain a stable relationship between their reserve holdings and the amount of credit they 

extend to the public (Ibeabuchi, 2007). 

2. Special Deposits: The central bank has the power to issue directives from time to time 

requiring all banks to maintain with it as ‘special deposit an amount equal to the percentages 

of the institution’s deposits liabilities or the absolute increase in its deposit liabilities over an 

amount outstanding at a certain date (Ojo, 1993; Ibeabuchi, 2007). 

3. Moral Suasion: Moral suasion simply means the employment by the monetary authority of 

friendly persuasive statement, public pronouncement or outright appeal. The monetary 

authority sometimes uses the less tangible technique to influence the lending policies of 

commercial banks (Ibeabuchi, 2007). Consequent to the banking system and the economy as 

a whole, the Central Bank of Nigeria holds periodic meetings with the bankers committees and 

on other occasions, meets formally or informally with the leaders in the banking community 

(CBN, 2013). With the leaders in the banking community – such contracts are geared towards 

the development of confidence between the central bank and other banks. It affords the central 

bank opportunity to discuss the improvement in standards and conducts in the banking 

industry.  
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4. Selective Credit Control: According to Nnanna (2001),this instrument is used to distinguish 

among the sectors of the economy into preferred and less preferred sectors. This is usually 

designed to influence the direction of credits in the economy so as to ensure that credits go to 

those sectors designed “preferred”. It is very useful where a country operates development 

plans like Nigeria. When plans are drawn up these credit controls will be integrated in the 

budget. In course of the government’s programme to revitalize agricultural production which 

is the most favoured sector, credits to the favoured sector is at lower interest rate while the 

least favoured sectors pay the highest rate of interest (Ibeabuchi, 2007). 

5. Direct Credit Control: According to CBN (2013),the Central Bank can direct Deposit Money 

Banks on the maximum percentage or amount of loans (credit ceilings) to different economic 

sectors or activities, interest rate caps, liquid asset ratio and issue credit guarantee to preferred 

loans. In this way the available savings is allocated and investment directed in particular 

directions (Ibeabuchi, 2007). 

6. Prudential Guidelines: The Central Bank may in writing require the Deposit Money Banks 

to exercise particular care in their operations in order that specified outcomes are realized 

(CBN, 2013). Key elements of prudential guidelines remove some discretion from bank 

management and replace it with rules in decision making (Ibeabuchi, 2007). 
 

2.3.2 Indirect Instruments or Quantitative Instruments of Monetary Policy 

Fiduciary or paper money is issued by the Central Bank on the basis of computation of estimated 

demand for cash (CBN, 2013). To conduct monetary policy, some monetary variables which the 

Central Bank controls are adjusted-a monetary aggregate, an interest rate or the exchange rate-in 

order to affect the goals which it does not control. The instruments of monetary policy used by the 

Central Bank depend on the level of development of the economy, especially its banking sector. 

The commonly used instruments are discussed below (CBN, 2011):  
 

1. Open Market Operations: The Central Bank buys or sells (on behalf of the Fiscal Authorities 

(the Treasury) securities of the banking and non-banking public (that is in the open market). 

One such security is Treasury Bills. When the Central Bank sells securities, it reduces the 

supply of reserves and when it buys (back) securities-by redeeming them-it increases the 

supply of reserves to the Deposit Money Banks, thus affecting the supply of money (CBN, 

2013; Ibeabuchi, 2007; Ojo, 1993; Solomon, 2016).  

2. Lending by the Central Bank: The Central Bank sometimes provide credit to Deposit Money 

Banks, thus affecting the level of reserves and hence the monetary base (CBN, 2013). 

3. Interest Rate: The Central Bank lends to financially sound Deposit Money Banks at a most 

favourable rate of interest, called the minimum rediscount rate (MRR). The MRR sets the floor 

for the interest rate regime in the money market (the nominal anchor rate) and thereby affects 

the supply of credit, the supply of savings (which affects the supply of reserves and monetary 

aggregate) and the supply of investment (which affects full employment and GDP) (Obidike, 

Ejeh and Ugwuegbe, 2015; Solomon, 2016;Victor and Eze, 2013).  

4. Exchange Rate: The balance of payments can be in deficit or in surplus and each of these 

affect the monetary base, hence the money supply in one direction or the other. By selling or 

buying foreign exchange, the Central Bank ensures that the exchange rate is at levels that do 

not affect domestic money supply in undesired direction, through the balance of payments and 

the real exchange rate. The real exchange rate when misaligned affects the current account 

balance because of its impact on external competitiveness (Akpan, 2008;Ibeabuchi, 

2007;Imoisi, Olatunji and Ekpenyong, 2013; Sanusi, 2004).  
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5. Rediscount Rate: The rediscount rate is the rate at which the central bank stands really to 

provide loan accommodation to commercial banks (CBN, 2013). As a lender of last resort, 

such lending by the central bank is usually at panel rates. By making appropriate changes in 

the rate, the central bank controls the volume of total credits indirectly. This has the purpose 

of influencing the lending capacity of the commercial banks. During the periods of inflation, 

the central bank may raise the rediscount rate making obtaining of funds from the central bank 

more expensive. In this way, credit is made tighter (Nnanna, 2001). Similarly, in depression, 

when it is necessary to encourage commercial banks to create more credits, the central bank 

will lower the rediscount rate. 

6. Cash Reserve Requirements: Ojo (1993) posits that the reserve requirement can be 

manipulated by the central bank to reduce the ability of commercial banks to make loans to 

the public by simply increasing the ratio or enhancing their lending position by decrease in the 

ratio. Reserve requirement is loan of the most powerful instruments of monetary control (CBN, 

2013). A change in the required reserve ratio changes the ratio by which the banking system 

can expand deposit through the multiplier effect. If the required reserve ratio increases, the 

multiplier decreases and thereby reduces the liquidity position of the banking system.  

 

2.4 Monetary Policy Implementation and Banks Performance in Nigeria 

In Nigeria, the Central Bank of Nigeria (CBN) is the sole monetary authority. Its core mandate is 

to promote monetary and price stability and evolve an efficient and reliable financial system 

through the application of appropriate monetary policy instruments and systemic surveillance 

(Ibeabuchi, 2007). The 1958 Act establishing the Central Bank of Nigeria gave it the following 

specific functions (which have endured in the 2007 CBN Act): 

1. issuance of legal tender currency notes and coins in Nigeria; 

2. maintenance of Nigeria's external reserves; 

3. safeguarding the international value of the currency; 

4. promotion and maintenance of monetary stability and a sound and efficient financial 

system in Nigeria; and 

5. Acting as banker and financial adviser to the Federal Government. 

Embedded in these objectives are two separate but highly related roles: A developmental role and 

financial surveillance (stability) role. The roles demand, among others, that the CBN focuses on 

both price stability and growth. In order to ensure the realization of the goals of price stability and 

economic growth, the CBN deploys its monetary policy instruments in such a way as to ensure 

optimality in inflation and growth outcomes. 

It follows, therefore, that the efficient conduct of monetary policy is a major responsibility of the 

Central Bank of Nigeria. Ajayi and Atanda (2012) assert that the Central Bank of Nigeria (CBN) 

over the years, have instituted various monetary policies to regulate and develop the banking 

system in order to achieve major macroeconomic objectives which often conflict and result to 

distortion in the economy; although, some monetary policy like cash reserve and capital 

requirements have been used to buffer the liquidity creation process of commercial banks through 

deposit base and credit facilities to the public. According to Ibeabuchi (2007), the conduct of 

monetary policy in Nigeria has undergone several phases. In line with the economic deregulation 

embodied in the SAP, there was a paradigm shift from the hitherto repressive direct monetary 

control method to an indirect approach anchored on the use of market instruments in monetary 
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management (Nnanna, 2001). According to CBN report (2001), this was borne out of the desire 

to eliminate the distortions and inefficiencies in the financial system caused by the prolonged use 

of administrative controls and the need to engender competition among banks and other operators 

in the financial system. 

Consistent with the broad objectives of monetary policy, a number of monetary targets and 

instruments were adopted during the short-term (one-year) monetary policy framework (1986-

2001) (CBN, 1993; Ojo, 1993; Ibeabuchi, 2007). OMO, conducted wholly using the Nigerian 

Treasury Bills (NTBs), continued to be the primary instrument of monetary policy. This was 

complemented by the cash reserve requirement (CRR) and the liquidity ratio (LR). Other policy 

instruments employed included the discount window operations, mandatory sales of special NTBs 

to banks and a requirement of 200 percent treasury instrument to cover for banks' foreign exchange 

demand at the Autonomous Foreign Exchange Market (AFEM). Interest rate policy was 

deregulated through the proactive adjustment of minimum rediscount rate (MRR) to signal policy 

direction consistent with liquidity conditions. Surveillance activities of the CBN focused mainly 

on ensuring sound management and maintenance of a healthy balance sheet position on the part 

of deposit money banks (DMBs). On the external front, the official and inter-bank exchange rates 

were unified in 1999 (Ngugi, 2001, Ibeabuchi, 2007, Obidike, Ejeh andUgwuegbe, 2015). 

Amassoma, Wosa and Olaiya (2012)opine thatthe adoption of Structural Adjustment 

Program(SAP) in Nigeria, offered a sea of policy change inmonetary policy development in 

Nigeria. The deregulation exercise in the financial system, led to the establishment of two foreign 

exchange markets in 1986. In 1987 Interest rate controls completely removed, bank licensing 

liberalized and the foreign exchange markets unified. In 1988, foreign exchange bureaus 

established, bank portfolio restrictions relaxed and the Nigerian Deposit Insurance Corporation 

was established. In 1989, banks were permitted to pay interest on demand deposits, the auction 

markets for government securities was introduced, the capital adequacy standards were reviewed 

upward and the extension of credit based on foreign exchange deposits was banned (Nnanna, 

2001).  

In 1990, the risk-weighted capital standard was introduced and banks’ required paid-up capital 

increased. In1990, a uniform accounting standards was introduced for banks while a stabilization 

security to mop up excess liquidity was also introduced (Nnanna, 2001).  In 1991, there was an 

embargo on bank licensing while the administration of interest rate was introduced. Also the 

Central Bank was empowered to regulate and supervise all financial institutions in the economy 

(Ibeabuchi, 2007). In1992, the interest rate controls removed once again while the privatization of 

government-owned banks commenced. More so, capital market deregulation commenced, credit 

control was dismantled while the foreign exchange market was reorganized. In 1993, indirect 

monetary instruments were introduced while in 1994 the interest and exchange rate controls were 

re-imposed (Ikhide and Alawode, 1993; Guseh and Oritsejafor, 2007).In 1996, all mandatory 

credit allocations on banks by the CBN guidelines were abolished while in 1997 the minimum 

paid up capital of merchant and commercial banks was further raised to a uniform level of N500 

million. In addition, the operational environment for banks was further liberalized in 2001with the 

introduction of universal banking system (Ibeabuchi, 2007). 
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Ibeabuchi (2007) noted that in 2002, the CBN commenced a two-year medium-term monetary 

policy framework, aimed at freeing monetary policy from the problem of time inconsistency and 

minimizing over-reaction due to temporary shocks. The new monetary policy framework, still in 

operation, is based on the evidence that monetary policy actions affect the ultimate objectives with 

a substantial lag. The major objectives of monetary policy since 2002/2003 have been to subdue 

inflation to a single-digit level and maintain a stable exchange rate of the naira (CBN, 2010). CBN 

report shows that attention was also focused on the need for a more competitive financial sector 

geared towards improving the payments system. The OMO continued to be the primary tool of 

monetary policy, and is complemented by reserve requirements, discount window operations, 

foreign exchange market intervention and injection/withdrawal of public sector deposits in and 

out of the DMBs (CBN, 2010). The CBN has also continued to ensure banking soundness and 

financial sector stability, not only to ensure the effective transmission of monetary policy actions 

to the real sector but also to enhance the efficiency of the payments system. The measures taken 

to strengthen the banking sector and consolidate the gains of monetary policy included the 

introduction of a 13-point reform agenda in the banking sector in July 2004 (the key point of which 

was the 25 billion minimum capital base for DMBs) (CBN, 2010).  

The 2004/2005 monetary policy and credit guidelines were fine-tuned in 2005 in the light of 

changing environment (Soludo, 2004). New policy measures introduced included maintenance of 

a tight exchange rate band of plus/minus 3 per cent, two week maintenance period of cash reserve 

requirement and the injection/withdrawal of public sector deposits from the DMBs. The various 

measures put in place, complemented by improved fiscal discipline at the federal government 

level, impacted positively on the monetary aggregates in 2004 and 2005, resulting in the 

achievement of set targets during the period. The growth rate of real GDP also increased 

substantially, exceeding set targets in 2003-2005 (Ibeabuchi, 2007).In 2005, the minimum paid up 

capital was further raised to ₦25 billion Naira for all commercial banks in accordance with the 

recapitalization exercise (Soludo, 2006). In 2006, the Central Bank of Nigeria introduced a new 

monetary policy implementation framework (Monetary Policy Rate {MPR}) to replace the 

Minimum Rediscounted Rate (MRR).Specifically, this is done to dampen the volatility of interest 

rate in money market and stimulate a transaction rate that would improve the transmission of 

monetary policy actions (CBN, 2010). 

The key feature of the monetary conditions during the period according to CBN (2013) document 

on monetary policy implementation shows that 2006/07 policies include: 

1. Zero tolerance on ways and means advances; 

2. Gradual run-down of CBN holding of TBs; 

3. Aggressive liquidity mop-up operations-frequent OMO sales supported by discount 

window operations; 

4. Unremunerated reserve requirements; 

5. Increased coordination between the Bank and the fiscal authorities; 

6. Restructuring of debt instruments into longer tenor debts; 

7. Increased deregulation of forex market; and 

8. Occasional forex swap. 
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According to Ajayi and Atanda (2012), monetary management was challenging in 2008 as a result 

of the liquidity surfeit experienced in the second quarter and the tight liquidity condition 

occasioned by the impact of the global financial crisis on the domestic economy in the third and 

fourth quarters of the year. The major sources of the excess liquidity in the second quarter included 

the monetization of part of the excess crude oil receipts and the enhanced statutory allocations to 

the three-tiers of government, arising from the favourable crude oil price in the international 

market, as well as the payment of matured treasury bills. The financial markets, particularly the 

inter-bank segment, experienced relatively tight liquidity from end-August 2008, owing to the 

outflow of portfolio investment, occasioned by the global credit crunch. In order to ensure the 

stability of the financial system, the Central Bank of Nigeria undertook a number of monetary 

policy measures in mid-September 2008 to ensure adequate liquidity in the banking system (Ajayi 

and Atanda, 2012). 

2.4 Empirical Review 
 

Okoye and Udeh (2009) examine the effect of monetary policy on corporate profitability in the 

banking sector with a reflection on the Nigerian economy. The study employed regression analysis 

to carry out the investigations. The data for the study were secondary data. The study developed 

four models which are expected to serve the purpose of forecasting the future profit of the banks 

examined. The result of the findings indicated that monetary policy has constrained corporate 

profitability of banks in Nigeria. Owing to this, it recommended, among others, that the monetary 

authorities should adopt strict adherence to deregulation.  

Amassoma, Wosa and Olaiya (2011) appraised monetary policy development in Nigeria and also 

examined the effect of monetary policy on macroeconomic variables in Nigeria for the period 

1986 to 2009. Using the simplified Ordinary Least Square technique conducted with the unit root 

and co-integration tests, they found that monetary policy have witnessed the implementation of 

various policy initiatives and has therefore experienced sustained improvement over the years. 

They also showed that monetary policy had a significant effect on exchange rate and money supply 

while monetary policy was observed to have an insignificant influence on price instability. They 

concluded that for monetary policy to achieve its other macroeconomic objective such as 

economic growth; there was the need to reduce the excessive expenditure of the government and 

align fiscal policy along with monetary policy measures. 

Ogbulu and Torbira (2012) investigated the empirical relationship between measures of monetary 

policy and the bank asset (BKA) channel of the monetary transmission mechanism as well as the 

direction of causality between them. Using data for the period 1970-2010 and employing co-

integration, error correction mechanism and variance decomposition techniques, the study found 

a positive and significant long run relationship between BKA, money supply (MNS), cash reserve 

ratio (CRR) and Minimum Rediscount Rate (MRR) as well as a uni-directional Granger causality 

from BKA and CRR to MNS respectively. The results of the variance decomposition of BKA to 

shock emanating from CRR, MRR and MNS show that own shocks remain the dominant source 

of total variations in the forecast error of variables. The authors recommend that monetary policies 

should be properly fashioned to accomplish their target objectives in the economy.  

Okwo, Mbajiaku and Ugwunta (2012) examined the effect of bank credit to the private sector on 

economic growth in Nigeria using data on Gross Domestic Product (GDP) and bank credit to 
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private sector (BCPS). Inflation and interest rates were included in the study as control variables. 

All data were obtained from Central Bank of Nigeria (CBN) statistical bulletin and span across 

1981 to 2010. Data stationary were ensured using the Augmented Dickey Fuller (ADF) statistic, 

while the OLS were applied to ascertain the impact of bank credit to the private sector on economic 

growth. Results of the analysis showed that bank credit to private sectors has a statistical strong 

positive relationship with GDP and that as expected, bank credit to the private sector has 

statistically significant effect on economic growth. The paper recommends that the CBN should 

lower its minimum rediscount rate to a moderate level that will enable banks fix low interest rates 

on their loan able funds.  

 Olokoyo (2013) assessed the effects of the reforms on the performance of banks in Nigeria. The 

data was gathered through the instrument of questionnaire with eighty (80) copies collated and 

analyzed using Analysis of Variance (ANOVA) method was used to test the hypothesis using the 

statistical package for social sciences (SPSS). The study shows that the recapitalization and 

consolidation process has had significant effect on the manufacturing sector of the economy and 

thus on the Nigerian economy at large. The study further reveals that despite the reforms, post 

consolidation challenges like challenges of increased return on investment still exist. According 

to study, some sections of the Nigerian populace, the reforms are seen to have come too soon and 

thus, rendering sections of the economy such as the lower class, illiterates and the economically 

active poor, incapable of banking transactions. The reforms however is very necessary for our 

banks to imbibe best corporate governance practice, improve on self-regulation, institute IT-driven 

culture and seek to be competitive in today’s globalizing world. 

Imoisi, Olatunji, and Ekpenyong (2013) examined the efficacy of monetary policy in achieving 

Balance of Payments stability in Nigeria.  The research was conducted using an Ordinary Least 

Squares (OLS) technique of multiple regression models using statistical time series data from 

1980-2010. The estimated result shows a positive relationship between the dependent variable 

(Balance of Payments) and the Independent variables (Money Supply, Exchange Rate and Interest 

Rate). Specifically, Money Supply and Interest Rate had significant relationship with Balance of 

Payments, whereas Exchange Rate was not statistically significant. It recommended that the 

government should promote the exportation of Nigerian products especially the non-oil products.  

Ehimare, Emena and Niyan (2015) investigated the effects Monetary Policy has on Loan Risk 

Exposure in Nigeria. The data analysis of this study was carried out with ordinary least square 

multivariate regression perspective within the confinement of a vector error correction model 

(VECM) framework. The result of this study reveals that lending rate does not play significant 

role in support of loans and advances. However, monetary policy rate reveal the most significant 

effect on commercial banks loans and advance confirmed by its efficient estimate which means 

that monetary policy rate is a competent parameter in measuring the performance of banks in the 

allocation of their credit facilities. Based on the findings, it is suggested that the monetary 

authorities give opportunity for the full interplay of the market forces of supply and demand in the 

allocation of credit .This interplay should be closely monitored to prevent banks from creating 

artificial scarcity of funds in order to hike their lending rate. 

Ekpung, Udude and Uwalaka (2015) investigated the effect of monetary policy on banking sector 

performance in Nigeria. The study period covers 36 years from 1970 to 2006, using selected 
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indicator and employing the OLS regression technique. Results showed that overall; monetary 

policy has a significant effect on the banks deposit liabilities. Main while, on individual basis, we 

discovered that Deposit Rate (DR) and Minimum Discount Rate (MDR) had a negative influence 

on the banks deposit liabilities in Nigeria, whereas Exchange Rate (EXR) had a positive and 

significant influence on the banks deposit liabilities in Nigeria. They conclude therefore that 

monetary policy plays a vital role in determining the volume of bank’s deposit liabilities in 

Nigeria. The study recommends that government and its monetary authorities should strive to 

create a conducive environment for banking sectors to grow in the country by packaging 

appropriate monetary policies that would guarantee and enhance growth and development of the 

banking sectors in Nigeria. 

Kyari (2015) assessed the effect monetary policy variables on savings, national income and 

investment as proxies to the real sector economy in Nigeria. The paper explores the significance 

of this channel using VAR model, as tests suggest the null hypothesis of no significant effect was 

rejected and a conclusion was drawn that one of the monetary variables such as money supply 

exert a significant impact on the real sector economy. The main implication to be drawn from 

these results seems to be the importance of monetary policy channel in regulating real sector 

economy in Nigeria. The effect of money supply shocks on real sector variables are similar and 

seem to be significant too. Thus with respect to this result, monetary policy regulators should use 

money supply regularly as a mechanism to improve real sector economy in Nigeria. 

Abata (2015) empirically examined the impact of AMCON on the performance of Nigerian Banks. 

The study adopted a combination of descriptive and explanatory survey research designs. These 

instruments were administered on fifty one (51) respondents drawn from relevant departments of 

the twenty one (21) Deposit Money Banks (DMBs) in Nigeria, while hypothesis one was tested 

using ordinary least square (OLS) regression analysis, hypothesis two was tested using chi-square 

non- parametric test. The findings revealed that AMCON has positively impacted on the asset 

quality and liquidity of these banks. In contrast, not much of the impact of AMCON has been felt 

on the capital adequacy of these banks. The findings also revealed that AMCON has contributed 

to the stability of the Nigerian Banking Industry. On the strength of these findings, this study 

concluded that AMCON, a financial crisis resolution vehicle, has positively impacted on the 

performance of the Nigerian Banks and by extension, has contributed to the industry’s stability.  

Obidike, Ejeh and Ugwuegbe (2015) examined the impact of interest rate spread on the 

performance of Nigerian banking industry for the period of 1986-2012. The study used OLS 

method of estimation to analyze the data generated from CBN statistical Bulletin and World Bank 

online data base. Testing for the properties of time-series, ADF test indicates that all the variables 

are integrated of same order I (1). The Co-integration test reveals that there exists a long-run 

relationship among the variables under consideration. The result shows that interest rate spread, 

negatively and significantly impact on bank performance in the long-run. Exchange rate and GDP 

was found to be positively and significantly affecting bank performance in Nigeria at the long-

run. The result of the ECM indicates that 23.37 percent of the disequilibrium in the model will be 

corrected annually. Moreover at the short-run interest rate spread also negatively but 

insignificantly affect bank performance in Nigeria.  
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Balami, Ahmed and Yusuf (2016) reviewed the framework for monetary policy decisions and the 

effectiveness of monetary policy implementation in the Nigerian economy by analyzing the impact 

of the policy on inflation, exchange rate and economic growth. The analysis utilized both primary 

and secondary information. The review revealed that some Central Bank of Nigeria (CBN) 

policies have been under criticism because not all monetary policy tools favour all economic 

agents.  

 

3.0     Research Methodology 

 

3.1 Research Design 
 

This study makes use of quasi-experimental survey which involves observation of the variable 

without intentional manipulation. This is used because the study focuses on time series of events 

and correlation between two or more economic variables. Secondary sources used includes 

previous works such as journals, newspaper, textbooks, CBN Journals and statement of account 

varying issues, magazines, unpublished materials etc. The time series of data cover the period of 

1986 to 2017. The data include: 
 

Independent variables-Cash reserve ratio (CRR), Money supply (MSP), liquidity ratio (LQR) and 

monetary policy rate (MPR). 

Dependent variable- Credit to the private sector. 

3.2  Model Specification  

To specify monetary policy and deposit money banks performance model, the researcher first 

identifies the variables and explains their roles in the models.  

The model specifications identified in hypothesis one, two and three are: 

1. H01:  There is no significant relationship between Cash Reserve ratio (CRR) and credit to 

the private sector in Nigeria. 

2. H02:  Liquidity ratio (LQR) has no significant impact on credit to the private sector in 

Nigeria  

3. H03: There is no significant relationship between Monetary Policy Rate (MPR) and credit 

to the private sector in Nigeria. 

4. H04: There is no significant relationship between money supply (MSP) and credit to the 

private sector in Nigeria. 
 

CPS = f(CRR, LQR, MPR, MSP) -------------------------------------- (1) 

CPS=b0 +b1CRR+b2LQR+b3MPR+b4MSP+ μ   -------------- (2) 

Where;  

CPS = Deposit Money Banks’ credit to the private sector in Nigeria  

CRR = Cash reserve ratio    
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LQT = Liquidity Ratio     

MPR = Monetary Policy Rate  

MSP = Broad Money Supply 

μ = Error term 

b0 = Constant 

b0 –b4 = Estimated Parameters 

The effect of monetary policy tools such as cash reserve ratio, monetary policy rate (MPR), broad 

money supply (MSP) and liquidity ratio (LQR) on DMBs credit to the private sector in Nigeria 

(CPS) performance is examined in the model. 
 

3.1  Method of Data Analysis 
 

This study employed secondary data obtainable from the Central Bank of Nigeria (CBN) statistical 

bulletin. Furthermore, this research work employs multiple regression method/model as 

econometric technique in estimating the relationship between monetary policy proxy by CRR, 

MSP, MPR and LQR while Deposit money banks performance was proxied by credit to the private 

sector (CPS). The study is to be estimated using the ordinary least square (OLS) since it will be 

able to capture the essence of the work effectively in addition to its high level of simplicity and 

global acceptability. Moreover, a 5% confidence level is adopted for the study. 

OLS becomes imperative for use in this work using E-views 20.0 software as the theoretical 

foundation for this procedure is well highlighted in many articles of Okoye and Udeh (2009), 

Amassoma, Wosa and Olaiya (2011), Akanbi and Ajagbe (2012), Olokoyo (2012), Ekpung, Udude 

and Uwalaka (2015).  

 

Furthermore Cointegration and Error correction model (ECM) were adopted in testing hypothesis 

five stating whether a long run significant relationship exist between monetary policy instruments 

and credit to the private sector in Nigeria. Granger causality test was also used to test hypotheses 

6-9 aimed at determining the direction of causality between monetary policy instruments and 

credit to the private sector.    

 

3.2 Apriori Expectation 

The following hypotheses as already stated in chapter one will be tested empirically  

Model One 

CPS= f (MPR) 

f(MPR) < 0 →negative result 
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A negative relationship is expected on the outcome since increase in the monetary policy rate 

raises cost of obtaining loans and borrowers go for lesser loans at high cost as observed by Okwo, 

Mbajiaku, and Ugwunta, (2012). That is, the higher the MPR, the lower the CPS. 

Model Two 

CPS= f (MSP) 

f(MSP)> 0 →positive result 

A positive relationship is expected on the outcome since increase in the money supply increases 

banks’ ability to create more loans and advances as noted by Soludo (2004). That is, the higher the 

broad money supply, the higher the loans and advances. 

Model Three 

CPS= f (LQR) 

f(Liquidity Ratio) < 0 →negative result 

A negative relationship is expected on the outcome since increase in liquidity ratio, reduces the 

liquid assets such as cash, etc. as noted by Soludo (2004). That is, the higher the liquidity ratio, 

the lower the banks’ ability to create loans and advances. 

Model Four 

CPS= f (CRR) 

f(Cash reserve ratio) < 0→negative result 

A negative relationship is expected on the outcome since increase in cash reserve ratio, reduces 

the cash balances of banks, as noted by Ibeabuchi (2007). That is, the higher the cash reserve ratio, 

the lower the banks’ credit to the private sector. 

4.1 Presentation of Data 
 

For arriving at a dependable and unbiased analysis, we employed a secondary data obtained from 

the CBN statistical bulletin from 1986-2017 comprising of credit to the private sector, monetary 

policy rate, money supply, liquidity ratio and cash reserve ratio. These data are depicted in a table 

and attached as appendix 1. 

4.2 Analysis of Data 

Co-integration, Augmented Dickey Fuller, Error correction model and regression analysis were 

done on the data using e-view software.  

4.2.1  Descriptive Statistics  
 

In the appendix 3 which is the descriptive statistics, CPS has a mean value of N3922651 and 

skewness value of N5929430 while MSP has a mean value of N4598199 and a standard deviation 

value of N5974157 while LQR has a mean value of 44.93667% and standard deviation value of 

8.507947%. Moreover, MPR has a mean value of 13.62033% and standard deviation value of 

3.970463%. CRR has a mean value of 7.053333% and standard deviation value of 4.392135%. 
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The skewness shows that CPS is 1.381954, CRR is 0.750661, LQR is 0.114981, MPR is 0.797151 

while MSP is 1.155891 which provides strong evidence of robustness of the variables. The Jarque-

Bera prob. value for CPS is 0.007584, CRR has a prob. value of 0.204285, LQR has a prob.value 

of 0.954638, MPR has a prob. value of 0.038591 while MSP has a prob. value of 0.035229. This 

indicates that CPS, MPR and MSP are significant and not normally distributed while LQR, and 

CRR are not significant and normally distributed. 

 

4.2.2 Correlation Matrix  

The correlation matrix (appendix 4) on cross correlation relationship between the variables shows 

that a positive sign exists between CPS and CRR (0.515636), CPS and MSP (0.984819) while a 

negative sign exists between CPS and LQR (-0.194299), CPS and MPR(-0.478955). 

 

4.2.3 Regression Analysis 

To test the stated hypotheses 1-4, regression analysis was adopted (appendix 5) and the hypotheses 

are as follows: 

1. H01:  There is no significant relationship between Cash Reserve ratio (CRR) and credit to 

the private sector in Nigeria. 

2. H02:  Liquidity ratio (LQR) has no significant impact on credit to the private sector in 

Nigeria  

3. H03: There is no significant relationship between Monetary Policy Rate (MPR) and credit 

to the private sector in Nigeria. 

4. H04: There is no significant relationship between money supply (MSP) and credit to the 

private sector in Nigeria. 
 

 

 

Table 4.1 Summary of Ordinary Least Squares (OLS)Multiple Regression  

Dependent Variable: CPS   

Method: Least Squares   

Date: 07/10/18  Time: 12:08   

Sample: 1986 2017   

Included observations: 36   

Variable Coefficient Std. Error t-Statistic Prob.   

C 168137.7 1340494. 0.125430 0.9012 

CRR 149776.7 57519.16 2.603944 0.0153 

LQR -47181.51 23978.26 -1.967678 0.0603 

MPR 40079.33 58060.95 0.690298 0.4964 

MSP 0.929141 0.046774 19.86446 0.0000 

R-squared 0.970444     Mean dependent var 3922651 

Adjusted R-squared 0.976156     S.D. dependent var 5929430 

S.E. of regression 915601.8     Akaike info criterion 30.44356 

Sum squared resid 2.10E+13     Schwarz criterion 30.67710 

Log likelihood -451.6534     Hannan-Quinn criter. 30.51827 

F-statistic 297.8039     Durbin-Watson stat 2.072281 

Prob (F-statistic) 0.000000    

Source: E-view Output 
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The model for the regression is; 

CPS=168137.7+149776.7CRR-47181.51LQR+40079.33MPR+0.929141MSP. 

The regression model shows that CRR has positive relationship with CPS which is contrary to 

expectation as it implies that the higher the CRR, the higher the CPS. The t-cal has a prob.value 

of 0.0153 which leads to the acceptance of the alternate hypothesis that there is significant 

relationship between Cash Reserve ratio (CRR) and credit to the private sector in Nigeria.LQR 

has negative relationship with CPS which conforms to apriori expectation, that is, the lower the 

liquidity ratio, the higher the credit to the private sector.  The t-cal has a prob.value of 0.0603 

which leads to the acceptance of the null hypothesis that Liquidity ratio (LQR) has no significant 

impact on credit to the private sector in Nigeria. 

MPR has positive relationship with CPS which is contrary to expectation as it implies that the 

higher the monetary policy rate, the higher the credit to the private sector. The t-cal has a 

prob.value of 0.04964 which leads to the acceptance of the null hypothesis that there is no 

significant relationship between Monetary Policy Rate (MPR) and credit to the private sector in 

Nigeria.MSP has positive relationship with CPS which conforms to expectation as it implies that 

the higher the money supply, the higher the credit to the private sector. The t-cal has a prob.value 

of 0.0000 which leads to the acceptance of the alternative hypothesis that there is significant 

relationship between money supply (MSP) and credit to the private sector in Nigeria. The D/W 

test is 2.072281 implying that there is presence of positive which is weak autocorrelation as it is 

outside 0 and 2.  

The R2 at 97.04% indicates that the variables are strongly fitted while the adjusted R-2 provides 

that CRR, MPR, LQR and MSP are responsible for 97.62% of the total variation found in CPS 

while the remaining 2.38% is the variation from the stochastic term. The F-cal. has a prob. value 

of 0.000 shows that the proxies jointly impact on bank performance. 

4.2.4 Johansen Co-integration 

It is very appealing to investigate if the individual variables of interest can actually converge in 

the long run. To investigate this, the study employed Johansen Multivariate Cointegration 

technique. The results of the cointegration test are presented in table 2 (appendix 6) for the Trace 

criterion and the Maximum Eigen value criterion, respectively. 

 

Table 2 Summary of Johansen Co-integration Test 

Date: 03/28/18  Time: 19:49    

Sample (adjusted): 1988 2017    

Included observations: 34 after adjustments   

Trend assumption: Linear deterministic trend   

Series: CPS CRR LQR MPR MSP     

Lags interval (in first differences): 1 to 1   

      

Unrestricted Cointegration Rank Test (Trace)   

      Hypothesized  Trace 0.05   

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

      



Journal of Finance, Banking and Investment, Vol. 5, No. 1, 2019. www.absudbfjournals.com. 
 

 

99 
 

None * 0.719900 97.50849 69.81889 0.0001  

At most 1 * 0.589927 61.87540 47.85613 0.0014  

At most 2 *  0.558453 36.91566 29.79707 0.0064  

At most 3 0.375783 14.02645 15.49471 0.0822  

At most 4 0.029251 0.831242  3.841466 0.3619  

       Trace test indicates 3 cointegrating eqn(s) at the 0.05 level  

 * denotes rejection of the hypothesis at the 0.05 level  

 **MacKinnon-Haug-Michelis (1999) p-values   

 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

     Hypothesized  Max-Eigen 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     None * 0.719900 35.63308 33.87687 0.0306 

At most 1 0.589927 24.95974 27.58434 0.1045 

At most 2 * 0.558453 22.88921 21.13162 0.0280 

At most 3 0.375783 13.19521 14.26460 0.0732 

At most 4 0.029251 0.831242 3.841466 0.3619 

      Max-eigenvalue test indicates 1 cointegration at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

Source: E-views Output 

The result of the trace co-integration shows there is 3 co-integrating equation among all the variables, 

that is, CPS and two other independent variables at 5% level of significance which indicates that 

there is long-run relationship among the variables. Likewise the maximum Eigenvalue statistics 

reveals 1 co-integrating variable at 5% level of significance. Therefore, we can conclude that there 

is long run relationship among the variables. 

 

The Long-Run Relationship  

From the Johansen Multivariate Cointegration technique, the normalized cointegrating equation 

(appendix 6) is obtained which shows the long run relationship between CPS and monetary policy 

variables. The table below contains the coefficients of the first normalized cointegrating equation. 

 

Normalized cointegrating coefficients (standard error in parentheses) 
CPS CRR LQR MPR MSP 

 1.000000 -154544.8 57754.63 -152654.0 -0.971719 

 (37447.5) (16346.9) (35998.1) (0.03182) 

 

The coefficients of the first normalized co-integrating equation with the standard error in brackets 

and test statistics in parenthesis. The test statistics (or t-values) are computed by taking the ratio 

of the coefficient of each variable by its respective standard error. From the above table, we can 

observe that except MSP, all the other variables are highly statistically significant. 
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4.2.5   Granger Causality  

The granger causality test (appendix 7) was adopted to test the hypotheses 6-9 which are; 

6. H06:  There is no causality relationship between Cash Reserve ratio (CRR) and credit to 

the private sector in Nigeria. 

7. H07:  There is no causality relationship between Liquidity ratio (LQR) and credit to the 

private sector in Nigeria. 

8. H08:  There is no causality relationship between Monetary Policy Rate (MPR) and credit 

to the private sector in Nigeria. 

9. H09:  There is no causality relationship between money supply (MSP) and credit to the 

private sector in Nigeria. 
 

 

 

 

Pairwise Granger Causality Tests 

Date: 03/28/18   Time: 19:50 

Sample: 1986 2017  

Lags: 2   

     Null Hypothesis: Obs F-Statistic Prob.  

     CPS does not Granger Cause CRR  28 8.35537 0.0019 

 CRR does not Granger Cause CPS  0.95635 0.3991 

     CPS does not Granger Cause LQR  28 1.37887 0.2719 

 LQR does not Granger Cause CPS  0.29439 0.7477 

     CPS does not Granger Cause MPR  28  2.27465 0.1255 

 MPR does not Granger Cause CPS  1.95529 0.1643 

     CPS does not Granger Cause MSP  28  1.43368 0.2590 

 MSP does not Granger Cause CPS  3.28255 0.0557 
 

Source: E-views Output 

The result of the granger test shows that CPS has unidirectional causality relationship with CRR 

running from CPS to CRR. However, there is no causality relationship between CPS and LQR, 

there is no causality relationship between CPS and MPR and there is unidirectional relationship 

between CPS and MSP running from MSP to CPS. 
 

5.1 Summary of Findings  
 

The essence of this paper is to investigate the impact of monetary policy on deposit money banks 

performance in Nigeria. As the study involves time series data, OLS regression analysis was first 

applied which indicates that all the indicators of monetary policy (Cash reserve ratio, monetary 

policy rate, money supply and liquidity ratio) jointly impacted on credit to the private sector by 

deposit money banks. However, cash reserve ratio and money supply have positive and significant 

relationship with credit to the private sector. It was observed that liquidity ratio has negative and 

insignificant relationship with credit to the private sector while monetary policy rate has positive 

and insignificant relationship with credit to the private sector.    
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The ADF results of the unit root tests revealed that all the variables are integrated of the same 

order at first difference (i.e. I[1]). Thereafter, Johansen Multivariate Cointegration test was 

performed to find the long run relationship between the monetary policy variables and credit to 

the private sector. The findings from the cointegration test showed that there exists positive and 

highly statistically significant long run relationship between the monetary policy variables and 

credit to the private sector. The granger causality test shows that credit to the private sector has 

unidirectional causality relationship with cash reserve ratio and money supply while there is no 

causality relationship between credit to the private sector, liquidity ratio and monetary policy 

rate.The findings in the study supports earlier work of Heuvel (2005) who have argued that 

monetary policy affects bank performance especially their bank lending functions. This assertion 

was also supported by other related studies such as Ibeabuchi (2007), Ogbulu and Torbira (2012), 

Ekpung, Udude and Uwalaka (2015), Ehimare, Emena and Niyan (2015), Balami, Ahmed and 

Yusuf (2016) and Solomon (2016). 

 

5.2  Conclusion   

From the foregoing findings, the strength of monetary policy was found to lie on the combination 

of the various instruments. The findings thus, support the monetarist theory that monetary policy 

when effectively utilized can have effect on banks activities and portfolio especially their portfolio 

performance.  
 

5.3  Recommendations  

Based on the findings made in this study, the following recommendations have been made to 

address some of the problems discovered: 

1. Evidence suggest that the monetary policy instruments have varying effect on bank 

performance but more effective when combined, as such, the CBN should continuously 

adopt all instruments investigated in this study to regulate banking activities.     

2. Monetary policy rate seems less effective tool; therefore it should be reviewed to conform 

to the expectation as an instrument can be used for regulating the banking sector.   

3. Money supply seems as one of the most effective tool, therefore money supply to be 

moderated to ensure it doesn’t lead to excess inflation and not too tight to constrain money 

flow in the economy  

4. The cash reserve ratio should also be reviewed to ensure it meets its objectives of 

regulating banking activities.   

5. The liquidity ratio is the less effective of the instruments; therefore CBN must review its 

use for more effectiveness. 
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