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Abstract .
The impor of the bazking secior in the ecomomic development of 2 ration cannot be
veremencons Tharetore, ot profiasiity of Nigerien banking sector has declined over the
veas. Heoe, this study examined the impact of menenxry policy on the profiability of deposiy
money banks in Nigeria. The data obuined for the sudy is Som 201210 2022 and were sourced
from the ammual reports of the selecied banks and Cenwral Bark Statistical Bulletin. Static Pane|
d=z Estmaor and Dumitrescu and Hurim Panel Causality Tcs:s_wm: used 10 estimate the
obtained data The snudy revealed that moneury policy raic is a significant deierminznt of retum
on eguity across banks in Nigeria at 1% icvel of significance. Furthermore, this research found
that cash reserve ratio is 2 significant deserminant of refurm Of 2Sscis cross banks in Nigeria a1 5%
ievel of significance. It was concluded that monetary poﬁcrE“ a significant determinant of

profizahility of banks in Nigeria The sudy therciore

that adminiswration of monetary

policy by e ! bank g ,-,kmhhkﬁaﬂewﬂﬁbk&mﬂ?ﬁhm

Cischarge their dumes effectively to the public.

L6 Intreduction
Mosezary policy is an importast tool
used by 1se government ro influence amy
country’s econcmic activities. The nsual goals
of monetary policy are to achieve or mainmin
, full employment, to ackievs or memtain a high
rzte of ecopomic growth, and to sabilize
prices and wzges. The creation of the Bank of
England I 1964, which was granted the
authority to print potes backed by gold.
eswblished the idea of monetary policy being
independent, of executive and adrrnistrative

action (Bamrorth, 2021).

Monetary policy is widely used to
cither reduce or increase the money ir
the economy. Some of the menetary policy
straiegies includes: revision of the moneuary
pelicy rawes, changing of the bank reserve
requirements, increasing or decreasing the
interest rates. ewc. (Osoma, 2022). The use of
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g y policy cannot be undermired due 1o
its sigmificant efects on the financial sector of
a country which happens to be so important
that any pegztive pe-formance in the sector
witl likely result in a drasiic downtum of a
pation's economy (Okere, 2015) The
implementation of monetary policy in Nigeria
is done by the Central Bank of Nigeria through
its directives to the banking sector.
The ultimazte goal of banks like any
other corporation is to maximize profits,
Hence, they engage in numerous activities like
acceptarce of deposits, advancing of loans,
safekeeping of valuzbles, etc. to achieve this
objective ‘Oszkwe, Okeke, George & Okoye,
2021). The ‘commonest and most important
service performed by banks is the giving out of,
lozns to borrowers in need of funds. The
borrowers are then expected to pay back the
principal amount borrowed along with interest
charged en i This interest received serves 2s 2

it rral ance

, Vol
(orm of profit 0 the banking mm :
. « i

mﬁubi“fy is very important in banks’
pusiness just as in mher businesses as they
pecd to gemerate sufficient profit so a4 to
maximize shareholders wealth in form of
diﬂ'd“‘d payment or capital appreciation of
shares and for growth and expansion (Wasiu,
Trimisiu, Gbadebo & Afeez, 2019).
The role of the banking sector in the
omic development of a nation cannet be
overstressed. It is the channel through which
idle funds are made available to the productive
1or, thereby facilitating the use of surpluses
in the economy to generate employment and
promote economic welfare. The banking sector
ides strong confidence for depositors,
thereby motivating and encouraging savings in
the economy. A strong financial sector alse
helps to sustaip an economy against external
shock that may arise from fall in externa]
capital flow (Aginam & Obi- Nwosu, 2019),
However, According to Alalade, Oseni ang
Adekunle (2020), Nigerian banks has been
noted that despite the steady increase in the net
worth of various deposit money banks, there
have been several declines in total credi
during the period of 1924 t0 2013 in Nigeria,
Increase in monetary policy rate leads
to increase in the interest rate on loans given
out to customers which results in high rate of
banks” non — performing assets. There was an
upsurge of 78.8% in the rate of nop-
performing loans of deposit money banks in
Nigeria afier an increase in the mon
policy rate from 12% to 13% in 2015 (Akwe,
2018). The Nigerian monetary policy
committee also noted the risk of another global
fipancial contagion from the recent bank
failures on the 1st of May, 2023 in the United
States (US) and Switzerland which occurred
following the persistent interest rate hikes and
its adverse effects on the broad portfolio of
banks in the US (Central Bank of Nigeria,
2023). N
Several studies (Udeh (2015),
Ekpung, Udude and Uwalaka (2015), Andabai.
Ikeora and Anah (2019)) examined the impact
of monetary policy on the profitability of
banks using the monetary policy rate, cash
reserve ratio, liquidity ratio and exchange rate
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Nigeria (201%) defines money suoly as the
tolallvaluc of money in the ecc::a:'-'zj this
consists of currency outside barks. wirt, oo
non-h_ank public (notes and r.r.«:_;,.‘ d
deposits with the deposit money banks For
m.on_clzry policy purposes, money supply
bé divided into two variants: .\‘.1’aﬁ.c‘..“‘ 2.
is the narrow measure of money supply w
includes currency outside banks with & no
bank public and demand deposits (cur
accounts) at the deposit money banks. M2 is
the broad measure of money supply and it
includes MI, savings and time d:;\cs.:a and
foreign currency deposits at the deposit mon 3
banks. M2 measures total liguidity in the
‘ ecanomy,
The monetary policy is us
forms: Expansionary and C
policy. Monetary policy is ¢
the policy thrust of the auth
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1.1 Thearetlon) Meview

LY Tt tenmg sk ue
prienetaey policiea which  direcily i Huesion
ke gt fenraanos atand on cennin s
fhearien, The theatiea that wers considered i
il sty are
1.2 Keyneslun Theory of Maney wnad :

Pricen

This theory was propounded by Johy
Muyninrd Kegnea in 194 and it stites b n
change i the supply  of inoney gy
,mmunnnlly chings such varinbles us the thte
ul interest, the nfEregnte detnand anel the Jeye)
of employment, outpat and ncome Jy o,
gituaticm of unemployment, Keynes advocned
g chenp monetary policy, (Udeh 2015) 1,
theeny viewed money supply s ane of e
i deteriminanta - of the  real economy
(Internmtiomal meonetary fund, 2014,

The theary nasumes that all factong of
production are In perfectly elastic supply s,
leng ha there ia niy unemployment and thiat all
unemployed factors nre homaopenous, 11 gl
gusurmes that there are constant retrms to gonle
s that prices do not tae or fall g auput
inerensos and  that  effective  dermand  and
quantity  of  money  change in the gime
proportion &0 long s there e any
unemployed resmirces,

Keynes eriticlzed  the  theory by
wiating that effective demand will ot change
In exact proportion 1o the quantity of money
and thist since resources are homogenous, there
will be diminishing and not constant returmy ns
employment gradually increases, .

2:1 Emplrical Review

Numerous researchers have embarked
on the study of the relationship between
monetary policy and financial performance of
deposit money banks, Different measurements
have been employed during the study which
lodd 1o myrinds of outcomes and conclusions
Few ol those researches has been summarized
helow:

Borlo,  Gambacorta  and  Holmann
(2015) investigated  how  monctary  policy
affects banks' profitability, They used data
from 109 large  international  banks
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Interest raing

Jwalaka (20] $)
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Aor performmane

; anee in Niger g
h.m}«. 8 deposit liahilities s pr-vr; f: hi-:m“
performance ;le: study  perind  of i
research covered 1, years fr :

using selected indicators a
OLS regrossion technique on the
data they ohtained from Federal
Finance, World Bank Puhlic
" C aleriale, some published
economic texthooks and library data from the
period 1970 10 2006 from Central Bank r:f
Migeria (CBN) statistical Bulletin, They tested
thieir  hypothesis using chosen indices of
banking performance namely Exchange rate
deposit rate, and minimum discount rate 'Thr‘;
concluded therefore that monetary policy plays
n vital role in determining the volume ‘ml'
bank*s deposit liabilities in Nigeria. They also
recommended  that  government  and it
monetary authorities should strive 1o create a
conducive environment for banking sectors 10
+grow in the country by packaging appropriate
monetary policies that would guarantee and
enhance growth and  development of the
hinking sectors in Nigeria
Neughu and Okere (2013)
investigated the impact of monetary policy on
the prrYrerdn(‘:: of deposit money banks - the
Nigenian  Lxperience (1993-201%). Data for
this study were collected from the Central
Bank of Nigeria (CBN) stanstical bulletin,

their
om 1970 1o 2006
nd employing the
secondary
Ministry of

ations, ‘,merm;
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annual reports and statement of accounts. The
Auvgmented Dicker Fuller (ADF), Ordinary
Least Square and co integration were used to
evaluate the impact of monetary policy on the
performance of deposit money banks. They
revealed that amongst all the monetary policy
variables (bank deposit rate, bank lending rate,
cash reserve ratio and liquidity ration)
considered in the calculations, only bank
deposit rate has significant relationship though
inverse relationship. The study recommended
among others, that the Central Bank of Nigeria
(CBN) should moderate the deposit rate as 2
tool for regulating deposit mency banks
operation ind also that, there is need to modify
the monetary policy instruments to reflect and
respond more rapidly and easily to local
economic conditions.

Udeh (2015) examined the impact of
monetary policy instruments on profitability of
commercial banks in Nigeria using the Zenith
Bank Plc as case study. He employed a
descriptive research design, analyzed his data
with the use of Pearson product correlation
technique and tested his formulated hypothesis
using t-lest statistics on the time series data
derived from published financial statements of
Zenith bank and the CBN bulletin from 2005
1o 2012, The study discovered that cash
reserve ratio, liquidity ratio and interest rate,
which were the measures used to measure the
monetary policy, did not have significant

impact on the profit before tax of Zenith Bank
Ple. However, minimum rediscount ratc was
found to have significant effect on the profit
before tax of the bank. The paper concluded
that a good number of monetary policy
instruments do not impact significantly on
profitahility of commercial banks in Nigeria.
The paper recommended that management of
commercial banks in Nigeria should look
beyond monetary policy instruments (o
enhance their profits.
Alavilla, Boucinha and Peydro
(2017) analyzed the impact of monetary policy
and bank profitability in a low interest rate
environment, Proprictary and commercial data
on individual bank balance sheets were used.
Their studies showed that Monetary policy
easing is not associated with bank profits once

the endogeneity of the Policy méasures to
expected macroeconomic .and ﬁt?anclal,
cpnditions are controlled. Their analysis also
showed that the main l:onjponcnls of banks
profitability are nsymmc1ncally(‘aﬂccte¢li by
accommodative monetary cond:nor_xsj with a
positive impact on loan loss provisions and
non- interest, income lnrglely offsetting the
i e on net interest income.
ncgalwe;zm‘ Houng and Thu (017)
cxamined the impact of monetary policy on
commercial banks’ profit in Vietnam by using
* pancl data regression. In their study, the data
was collected from 20 commercial banks
which were doing business in Vietnam's
banking market. ranging from 2007 to 2014 in
annually frequency. Mnncu_lry base (MB),
discount rate (D1S) and required reserve ratio
(RRR) were used as proxies for monetary
policy. Profit before tax (PROFIT) was used to
represent commercial banks' performance.
The results showed that there is a positive
relationship  between banks® profits and
monetary policies. Among those chosen
variables representing SBV's monetary policy,
only MB has a significant positive impact on
bank’s profit at the significance level of 10%.
Qn this premise. the study recommended that
MB should be one of the variables in the
center of being concerned in the SBV’s
policies regarding the banking performance
and stability.

. Adesina, Nwidobie and Amadi (2019)
investigated in their research, monetary policy
and financial performance of Nigerian deposit
money banks, the monetary policy instruments
of the Central Bank of Nigeria (CBN) during

*and after the bank consolidation exexcise
(2000 — 2016) and determine the effects of
these palicies on the financial performance of
deposit money banks (DMBs) in Nigeria. The
variables were measured using Return on
Assets, Net Interest Margin, Monetary Policy
Rate, Cash Reserve Ratio and Liquidity Ratio.
An Autoregressive Lag Model (ADL) analysis
of secondary data obtained from the CBN
Statistical  Bulletin, 2016 showed that
monetary policies of the CBN had a significant
effect on the performance of DMBs in the
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short-run but an insignificant effect in the
lﬂﬂﬂ‘r“n'And“b“i_ Ikeora and Anah (2019)
gated the impact of monetary policy on
nomic growth in Nigeria. They used
Gross Domestic I’rpducl as  proxy for
economic growth which was the dependent
variable and used monelary .ptlllcy rate,
[iquidity rate and Trensury Bills as  the

y variables to measure monetary
olicy i the independent  variable, The
hjpathcsis they formulated was tested using
{he Ordinary Least Square (OLS) technigue on
the secondary data they acquired from the
CBN bulletin and it revealed that monctary
policy rate, treasury bills and liquidity rate has
significant impact on the economic growth in
Nigeria. Their ‘calculations showed that about
2% of the changes in the private sector
growth can be traced to the variations in the
monetary policies. They further recommended
that the policy makers should review the
monetary policy rate downwards so as to
reduce the cost of credit and increase the flow
of investible funds to the economy.

Aginam and Obi- Nwonso (2019)
examined the effect of monetary policy on
banks performance in Nigeria. The variables
of monetary policy rate, liquidity ratio, broad
money supply and interest rate were regressed
on return on equity (ROE) for the period of 30
years (1987- 2017). Their study adopted an ex-
post facto research design because the data for
the study are sccondary data that already
existed. Econometric techniques, including
Augmented Dicker Fuller and Philip Perron
tests for unit roots and Ordinary Least Square
(OLS) were employed for the analysis. The
study thus concluded that monetary policy can
be used to influence the performance of
deposit  money banks in Nigeria  and
recommended that interest rate should be
reduced to a §ingle digit, bank management
should ensure that capital is properly
channeled to the productive sector of the
economy and the relevant monetary authoritics
should apply with caution monctary policy
variables to significantly influence commercial
banks loans and advances. They further
suggested that the expansionary monetary
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Alalade, Osent and Adet
in their study  considered
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nfq'.rru.n! money banks in *

al perfon
igeris with the

of a time series data for 1% yous

period 1984 1o 2018 The effect of

J1ati0, lending rate, loan o desocd rat

cash reserve ratio were esarmined
financial performance of denasit moresy +
measured by their net worth and ‘

The data was analyzed using de
h i E & 4 ;' ve& arv
inferential statistics and Based ¢

i the re
stationary tesf, the ordinary
method and the Autoregressive 1o
Lag mecthod were employed  The

concluded that monetary policy significs
g "

influences the financial performance of ¢

money banks both in the short and g rur

Garcia 12020) analvzed the effncs
the monetary policy on hank  profita
Panel data from 31 countries over the nesird
2000- 2017 was used The main :-r_, 3
showed that CXPANSIONATY Mmonctary i
measures adopted in humerous econom :.._ .

a4 negative impact on net interest margine
therefore  on  bhanks  profitabila
rcl.\h\m.lnp between the inferest rates and 1

slope of the yield curve with both the net

interest margin and profitability 1 now
more specifically concave  They
that the negative impacts of low i
,and the Nat yield curve is greater, the
and flattened they are respectively The
stated  that a  potential  normaliza
monetary pohicy wonld have highly bene!
cflects on restonng margins and profitah
Hamilton, Ogbende,  Ade
Mande (20200 in  their  researd!
Monetary Policy and Banking Syatem s
in Nigeria concluded that monetary pol
does have the possibilhity of tnggerning han

distress sometimes. The study emp
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Soore 1o messure the probability of danking
sem disress, using  instirutional
macraecenonie indicatorns as conmol variables
for hesking sveem distess and TONTLATY
Moy rare &S measurement for monem'&'
poley. They concluded in ther investigauon
et monesany policy has mined influence, both
sepatve and pasinve, on the pr?blb‘e
cocurmence of hanking distress in Nigeria and
also recommendad that monetary authonties
Sould undestake economic and inﬂimqmpal
reforms W0 gonerawe @ non-declining
conrbunon of monetary policy instruments 1o
e Jevelopment of an inclusive financial
svstem in Nigena. )

7 Mhahazize, Turvarcebs, Ainomugisha
s~d  Rumend  (2020)  investigated  the
Monctan  Policy  and Profitability .of
Commencial Barks in Uganda while adopung
2 cousel relationship mescarch design. Data,
oovering © yeas fom 2010-2018, were
aciloctad fom all the registered commercial
Bamiks which were in operation over the study
poriod. Retum on Assets was u#cd_ as a
measare of hank profitability. A dynamic two-
<en Svsiem Generalized Method of Moments
menel estimator was applied 1o estimate the
cwpirical  model, Estimates  showed  that
saonetan policy in terms of its link 1o the
lemding rate has 4 significant causal effect on
Rt on Assels, suggesting that inierest rate
changes  predict  hank profitability of

\ ‘ banks in Uganda. Further,

-an1 pegative causal effect on the banks’
;-.:c:;:arili:y and that there is a significant
lagead effoct of Return on Assets. The 91-day
tessuny  bill rate and money supply were
insignificant in predicting benk profitability.
Trey suggestad that the central bank should
promote Kdw and stable core inflation in order
to enhance bank profitability, and should
ensure that the monetary policy thansmission
to interest rates is efficient.

Belavadi and Shivakumar (2021)
examined the impact of monetary policy tools
ort the performance of banks in India They
adopted a descriptive and analytical research
design using a comelation and Yegression
analysis 10 determine the relationship between

rmance of public
bank n:nﬁki:l ?n‘ii‘:_‘erl;;e:ﬁ:ample ¢hosen for
eI 4y is the public sector banks actively
this study in India. The performance was
a::;dniy taking three factors, and they are
meas its, loans and advances (L&A) and total
dq:ﬁ“lue of the banks. All three .factors
- «od an impact of BR on them during the
— L&A affected the least amongst the
o Faf":-c‘ors but the other two were
geiﬁcamly i;npactcd by the chang.e in BR by
the Reserve Bank of [l‘lflla.. They
recommended that apart from qualitative tools,
there are qualitative tools whif:h also helps in
regulaking the flow/fluctuation of money
supply and inflation in the economy, hence,
should not be neglected.
Osakwe, Okeke, George and Okoye
(2021) examined the effect of monetary pohcy
instruments on the performance of deposit
money banks in Nigeria from 2000}0 20?0
using Monetary policy rate, liquid.lty ratio,
cash reserve ratio and loan to deposit ratio as
proxies for monetary policy and Total private
sector credit of deposit money banks as proxy
for the performance of deposit money banks.
The ex-post facto research design wis adopted
in this study and the data analyzed was
obtained from the Central Bank of Nigeria
statistical bulletin (2020). The hypotheses of
this study were tested using the Ordinary Least
Square regression statistics. Their findings
revealed that total private sector credit of
deposit, mopey banks has a significant
relationship on monetary policy rate; liquidity
ratio and cash reserve ratio; while loan to
deposit ratio has an insignificant relationship
with total private sector credit of deposit
" money banks. The researchers recommended
among other things that the central bank of
Nigeria should redefine these monetary policy
instruments to make them more attractive to
the banks.
Bala, Godiya, Bala and Maijama’a
(2022) in their study examined the effects cf
monetary policy on the performance of
Deposit money banks in Nigeria. They used
secondary data extracted from the CBN
statistical bulletin and index mundi and
analyzed the data using the Autoregressive
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pistributed lag approach. Using Bank Lending
rate, liquidity rate and interest rate as variahles
for monetary policy, they concluded in (he

roject that monetary policy has significan
influence on the profitability of hanks though,
their impact on it is at different levels. Their
study further recommended that the cenry)
pank of Nigeria should redefine itg monetary
policy instruments to make them mare
attractive to the banks as that will make hanks
1o embrace them beyond more,

Hoffman and Assifuah-Nunoo (2023)
investigated the Effect of Monetary Policy
Rate on the Performance of Listed Banks in
Ghana over Five-year Period. The study
employed Moqclary policy rate, Cash reserye
rate, Minimum rediscount rate, Interest rate,
Liquidity rate as proxies for the dependent and
independent variables. This study used a
descriptive research design and a census
sampling technique with a sample size of nine
banks. The standard deviation of 486066
indicates that there is a considerable variation
in monetary policy rates, which could make it
difficult for banks to plan and make decisions
The study further revealed that banks are
required to hold only a small percentage of
their deposits in reserve with the central bank
Based on the findings of the study, it was
recommended that banks in Ghana should
closely monitor and analyse the monetary
policy rates set by the contral bank, as these
rates have a significant impact on their
performance. Banks should pay close attention
to, the interest rate, as it has a moderate
positive effect on the monetary policy rate.

Shirya, Njoka and Abdul (2023
examined the relationship between monetary
policy instruments and financial performance
of commercial banks in Nigeria, The study
was nm:hun:q on  Keynesian theory and
employed  causal rescarch  desipn. The
Nigerian banking populace is 21 commercial
banks, so census approach was adopted. Pancl
data was utilized and inferential statistical
methods were used to analyze the data. The
result of regression analysis showed that open
market operations had a coctlicient of [}
4851167, ***p= 0000 implying that o
had positive and significant effect on the
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of the statistical inferences for the study. The
Variance Inflation Factor (VIF) was also us

to measure the strength of the correlation
betweep the independent variables. The
Breusch-Pagan Serial Correlation LM Test
will be used in this study because it is a mor¢
general test for autocorrelation up to the n

order unlike others which are tests only of

Maodel Specification
The model used for the study was stated

ROE=f(MPR, LQR, CRR, ER, M2) .occomurureee

e

NIM=f(MPR, LQR, CRR, ER, M2} .....
Econometrically, the model is stated as:

ROE, = o+ PiIMPR,+ PaLQR.+ BCRRc+ BERY g
N[M:- Bo+ B:MPR«*’ ﬁ:LQR.fP BCRR+ PER [ A

Where;
ROE= Return on Equity
NIM= Net Interest Margin
MPR= Monetary Policy Rate
LQR= Liquidity Ratio
CRR= Cash Reserve Ratio
ER = Exchange Rate
M2= Broad money supply
f= Constant Intercept
p = Error Term

Dumitrescu and Hurlin Panel Causality
Tests Model

202

nsccutive errors are related to one
:‘ﬁ(‘?;r cczr o test for the problem of
heteroskedasticity in tifis study, thd Breusch-
Godfrey Heteroskedasticity will be carried out
because it controls for other issues with the
disturbances (such 838 non-normality) which

might affect the test result.

lhusf . . Equation 1

o EQuation 2

P

vesmeeneeses EQuALion 3
....Equation 4

Using the following Granger causality
model, one can analyse the association
between both dependent and intlependent

variables:

n
’ .
Ye = Z ayy Ko Zﬁuryw + Jiyge = — — = = —equation &

i=1 j=1

n

n
X = Z g4 Yot F Zﬂzuxr-j + figg— = =~ = —equation 5

=1 J=1

For this analysis, the two primary Granger
causality models are shown in equations (4)
and (5). Y stands for profitability of banks
(Return on equity and net interest margin)
while X stands for monetary policy rates, cash
reserve ratios, liquidity ratio, money supply
and exchange rate.
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Measurement of the Varlables

The model aims to regress the
independent variable (the monetary policy), on
the dependent variable (profitability) of
deposit money banks in Nigeria, The
measurements of the variables are presented in
the table below:

i

: Variables (fnmrM
Dependent Return on Equity Im.?m@:\
varlables it ded

. y total ey,
Net interest Margin This ig 1 '7:"7‘*“—5-
INCOme rminys }, S
t | Monetary policy rate divided by earp, - *
T
Cash reserve ratio
D The minim
Liquidity ratio LO dcpuc,iT ::a. a-n percentage of
's that a commercia! &
Independent has to maintain in the Pradeag-
Variables liguid cash o other secr s
Broad money supply M2
Exchange rate - ;l'hc relative price of one
currency exprassed in terms of
" - another currency
4.0 Data Presentation, Analysis and i
4.1 Data Analysis HRH At pmiation ot Hamby
Table 4.1 Descriptive Statistic Results
CRR M2 MPR .
: R
Mean 1614312 27557.18 1320968 119?\19 \Eﬁ
Median 53.04750  21177.92 1300000 4777 lassi
Maximum , 8281020 6321872 2600000 711397
e 7118979
inimum 1.007078 13779.26  6.000000  11.19260
Std. Dev, 2179343 14940.64 4323914 1968.783
Skewn‘ess 1.574698  1.197266  0.751949 1920761 482128
Kurtosis 4674576 3115756 3888334 Ss5ie9Ty 18e20:3
Jarque-ﬁera 16.43375  7.423445 3940674 2724341 3903
Probability 0.000270  0.024435  0.139410  0.000001 0140223
Sum 5004.367 8542727  409.5000 4008732 S733I0F
Sum Sq. Dev. 1424861. 6.70E+09  560.8871 1.16E+08 13811
Observations 130 130 130 130 13

Source: Author’s Computation, 2023

As can be seen in Table 4.1, all
the variables in the series (except trade
openness) are non-normally distributed
as indicated by the JarqueBera values.
The null hypothesis of normal
distribution is rejected for all other

variables at the 1% level, and atthe 2
level for the rest of th
*mean and median of all
are positive and high

above 10

respectively. This sug

variables especially at the beginning ¢!
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'. E!ﬂﬂgﬂm‘ ance,

sunt‘h'd errors 1 and *
in pm:hesos“',_ ".
es 195 595 and 10% level of significance

el

mpnntion of Random Effect Models for
Lnd
Reru m:gm regression was used to
. estgate the effects of monetary policy on
bt Feability of deposit money banks in
F'?ggn.’ The result is displayed in the table
o Lmagpcndmlvaﬁableismmon
::}:;w while monetary policy rates, s

liquidity ratio, money supply
r::‘;dunge rate are the independent
varisbles.

The results of random effect model
evealed that monctary policy rate, cash
ratio and money supply are significant

I&‘E < t of return on equity at 1% and 5%
mﬂofd@gﬁm'l’hisisduetomefacl
szt alf the values of the coefficients of these
‘@Bmwtdmmmmmof
&e coefficients. The coefficients value of
snetary policy rate, cash reserve ratio and
money supply are 648337, 4133073 and

6.301194 while the standard error shows
045942, 019086 and 2.141087 respectively.
When, coefficients are divided by two gives a
value higher than the standard deviations.

' Hence, the monetary policy rate, cash reserve
ratio and money supply are significant
determinants of return on equity. However,
monetary policy and money supply have
positive relationship with retum on equity
while cash reserve ratio has negative effect on
return on equity. Thus, increase in monetary
policy rate and money supply will improve the
profitability of deposit money banks in
Nigeria. This implies an increase in monetary
policy rate will increase the profitability of
banks due to increase in charges on loan.
Similarly, it was revealed that cash reserve
ratio has a negative impact on the retuyn on
equity of deposit money banks. Thus, increase

1% increase cash reserve ratio will lead to
decrease by .4133073 in return on equity.
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-
Sinndnrd erors n parentheses®®®, ** anil
denotes 1%, 4% and 10% level of mgnificance

respeviively

Inserpretation of Random § ffect Maoddels for
Return on b guiny

Panel dain regresson was wsed 10
mvestipme the effeets of monetary policy on
profuatlity  of  doposit money .Iunh n
Nogerin The result i displived i’ the table
shove The dependem vanahle s net interest
margin while monetary  policy rate,  cash
reserve rano, ligudity ratio, money supply and
exchange rate are the mdependent vanables.

The results of random effect midel
revenled that monetary policy rate, cash
reserve rano, liguidity mtio, money supply and
exchange rate are mgnificamt determinant of
pet interest margin af 1% snd $% level of
significance. This ix due 10 the fact that half
the values of the cocfficients of these variables

standard errore of the

are greater lh:t‘h:h'mrl'l'n‘w"" ke e
coefficients Jicy rate, cash reserve ratio and
MONEATY l"‘h Yo 117644, 27142, 41284
i 4 'm 6.00814 while the standard erron
AN sl 60080, 04136, S36147,
",":l"“ ;;p;l:vl]y. When, coeflicients are
m\.,.,iﬁi by two gives a value higher than the
ndard deviations,  Hence, the monetary
m“. te, cash reserve ratio, hgqusdity ratio,
polley rve. exchange rate  are

wupply  and
z“;nn:,yg,.m determinants of net interest margin

However, monetary policy, wnd lmlﬂcy.supply
have positive roluiinn-t!np with net interest
uargin. Thus, increase in monetary policy
rate, cash reserve ratio and money .m_pp!y will
improve the profitability of dcpnl-ul rnum.-y
banks in Nigeria. This implies an increase in
monetary  policy rate will increase tl_u-
profitability of banks due to increase in

charges on loan,

Table 4.6 Dumitrescu-Hurlin Panel Causality Tests for ROE considered for the

Ranks
_quity (ROF

:x:mh: ' : W-Stat.  Zbar-Stat.  P-Value,

MPR does not homogeneously cause ROE 6.74525  0.75188 04521

ROL does not homogeneously cause MPR - 5.07958 -2.22305 00213
CRR does not homogeneously cause ROE 8.70659 1.07735 0.0021
ROF doex ot homageneously cause CRR 477701 -1L58179 0.1137
14 does not Granger Cause ROE 606165 0.21407 0.4566
ROE does not Granger Cause LQ 5.09916 0.20641 03598
M2 does not Granger Cause ROE  » 4, 9200 047675 0.7938
ROE does not Granger Cause M2 3.2401 0.19776 0.9634
LR does not Granger Cause ROE 2.70659 0.20214 0.6219
ROI- does not Granger Cause ER 11324 0 k3630 0.5615

Source Author's computation, 2023

To investignte the direction of
cuusslity  between monetary  policy on
performance of deposst money banks, causality
test was used and the result for all the banks
considered m the study. The outcomes of the
renults  are  presented in  Tuble above
According 1o the rtesults of the causality

relationship of all the variables, there is a
unidirectional causality from return on equity
and monetary policy rate. Similarly, there exist
# unidirectional causality from cash reserve
Tatio to return on equity.
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Table 4.7 Dumbteesca Hurlin Panel € auaslio, Yowts for Sopne

© st s
“F‘ﬁ:l‘ll‘l-l';rif:' K‘ M‘ym (N l My
thevis:
MR does nit homogenemialy cqiee S ’
NIM does not homogeneously cause Vpe

CRR does not homogeneously ¢ase %10 e
NIM does not homogeneousty cyiwe € 22

1.Q does not homogenesus!ly cane S0
NIM does not homogeneous!y case | () 2 4

M2 does not homogeneously cause N
NIM does not homogeneously cae V2

IR does not homogeneously case S
NIM does not homogeneously cause [ 2

Source: Author's computations, 2021

To investigate the direw s
causality  between  monetary  poliy
performance of deposit money banks, ¢y +,
test was used and the result for all the hyoas

o considered in the study. The outcomes of the
results are  presented  in Table  ghone
According to the results of the caia
relationship of all the variables, there o o
unidirectional tausality from monetary policy
rate to net interest margin.

Table 4.8 Result of Tests for ROF

i Multiplier (3P) Test

chi2(3) | 413

Prob ooy

Source: Author's Computation, (2021

Interpretation of Result of Breusch-Pagan he BP wosas, 2 4
Lagrange Multiplier (BP) Test the atis

The BP test is not without its caveass, ey -
88 it requires the independent varahles to he  regen o w
linearly related and Saaumes

hoteroskedasticity.  The null hypothess o
homoskedasticity is consistently reiecied

-
P
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Interpretution of Resuls of Hausman Test

come |

o at 031, with significance levels of
The null hypothesis Is not rejocted (1.

In casex where both the fixed and ?’:‘:’w The ey and the result from g ol

random effects models are equally well-fitting,
the Housman test is used to moke o direct
comparison between them, The Hatwman tost's
chi=square statistics for the returm on equity

Table 4.9 Result of Testy for NIM Model ___

effect model (ke procedence.

Hausman Test

T Breusch-Pagan Lagrange
Multiplier (D) Test
E——
chi2(3) 360 025
P'rob 034 l X7

Source: Author's Computation, (2023)

Interpretation of Result of Breusch-Pagan
Lagrange Multiplier (BP) Test

The BP test is not without its caveats,
as it requires the independent vorinhles to be
linearly related and assumes
heteroskedasticity, The null hypothesis of
homoskedasticity is consistently rejected by
the BP tests, as shown in Table 4.2, Therefore,
the statistical evidence suggests that the
models would benefit most from panel data
regression with fixed and random offects,
Interpretation of Result of Hausman Test

In cases where both the fixed and
random effects models are equally well-fitting,
the Huusman test |8 used to moke a direct
comparison between them. The Hausman test's
chi-square statistics for the return+on equity
come in nt 0.25, with significance levels of
0.86. The null hypothesis is not rejected (P
value > §%) and the result from the random
effect model takes precedence.

4.2 Summary of Findings

The study revealed that there exist a
positive and significant relationship between
monetary policy rate and retum on equity of
deposit money banks in Nigeria, This is
consistent with the works of Bala, Godiya,
Bala and Maijama‘a (2022), Hence, the null
hypothesis that there is no significant
relationship between monetary policy rate and

return on equity of deposit money banks in
Nigeria should be rejected. Therelore, the .
performunce of banks will depend on

monetary policy rates.
Furthermore, the study revealed that

there exist @ positive  and signilicant
relationship between monetary policy rate and

* net interest margin of deposit money banks in
Nigerin. Hence, the pull hypothesis that there
is no significant relationship between
monetary policy rale and retum on equity of
deposit. money banks in Nigerin should be
rejected,

The study revealed that there exist o bi-
directional between monetary policy rate and
return on equity of deposit money hanks in
Nigerla, This study in conxistent with the
studies of Osakwe, Okeke, George and Okoye
(2021); Belavadi and Shivakumar (2021) and
Hoffman and Assifush-Nunoo (2023).

'
5.0 Conclusion and Recommendations
- It was concluded that return on equity
of banks in Nigeria is influenced by the
monetary policy rates. The research concludes
fu!-r.hcr that the net interest margin of banks in
Nigeria is influenced by the monetary policy
rates, Finally, the study concluded that
profitability of banks in Nigeria is influenced
by the manetary policy of Central Bank of
Nigeria. The study recommends that monetary
_authority should make efforts to develop
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