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Abstract


The study was carried out to examine the impact of monetary policy on commercial banks’ performance in Nigeria in a micro-panel analysis. Interest rate and money supply were used as proxies for monetary policy, while profit before tax (PBT) was used to represent commercial banks’ performance. Information was obtained through the use of questionnaire. Data gathered were analyzed using regression analysis.  The results show that there is a positive relationship between banks’ profits and monetary policies as proxied by money supply and interest rate. However, interest rate was not statistically significant at 1% and 5% levels. This study therefore recommends that interest rate policy should be looked into by the monetary authority in a way that is friendly to loan advancement in the country. 
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QUESTIONNAIRE 

CHAPTER ONE
1 .1
INTRODUCTION 
1.1 
BACKGROUND TO THE STUDY
The role of the banking sector in the economic development of a nation cannot be overstressed. It is the channel through which idle funds are made available to the productive sector, thereby facilitating the use of surpluses in the economy to generate employment and    promote economic welfare.  The banking sector provides strong confidence for depositors, thereby motivating and encouraging saving in the economy. A strong financial sector also helps to sustain an economy against external shock that may arise from fall in external capital flow. A strong and well-developed financial sector is needed to achieve a sustained growth (Aurangzeb, 2012).  Also, Akomolafe (2014) opined that sustainable economic growth is often associated with countries with strong financial sector. The recent incidence of banking and financial crises in the world, and its aftermath on the world economies gives credence on the importance of the sector on the performances of an economy. More importantly, the banking sector also serves as the avenue through which the monetary policies of the government are carried out. 

As a stabilization policy, monetary policy involves the use of monetary instruments to regulate or control the volume, cost, availability and the direction of money and credit in an economy to achieve some specific macroeconomic policy objective. According to Onouorah et al. (2011), it is a deliberate attempt by the monetary authority (Central Bank) to control the money supply and credit condition in the economy so as to achieve certain economic objective. Some of the macroeconomic objectives include price stability, full employment, sustainable economic growth, balance of payment equilibrium.  The monetary instruments include bank rate, open market operation, reserve requirements etc. Economic activities are not directly affected by monetary policy instruments; they work through their effects on the financial markets.  It affects economic activities through its effects on available resources in the banking sector.  

For instance, when the economy experiences inflationary pressure, the monetary authority can use contractionary monetary policy to stabilise the price level. This may be done by increasing the reserve ratio. This will then reduce the amount available to commercial banks for the purpose of credit facility. This will eventually reduce the pressure on prices in the economy through a reduction in the volume of money in circulation. On the other hand, if the objective is to increase the aggregate demand in the economy, the reserve ratio may be reduced. Hence, the monetary authorities use monetary instruments to keep inflation and deflation in check. Generally, Ahumada and Fuentes (2004) identified two important channels through which monetary policy affect the functioning of the banking sector: the traditional interest rate channel and the credit channel. 

Market imperfections, such as asymmetric information, that induce a contraction of the quantity of credit when the central bank imposes a restrictive monetary policy. 

The effectiveness of monetary policies in achieving its targeted objectives however depends on the level of compliance with the policy directives by the banks. This is because the policies sometimes go against their profit interests. The existence, growth and survival of a business organization mostly depend upon the profit which an organization is able to earn. Profitability increases the value of shareholders to a considerable extent. The term profitability refers to the ability of the business organization to maintain its profit year after year. The profitability of the organization will definitely contribute to the economic development of the nation by way of providing additional employment and tax revenue to government. Moreover, it will contribute to the income of the investors by having a higher dividend, and thereby improve the standard of living of the people.  In order to make profit for instance, commercial banks invest customers’ 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, 2012). When government embarks on contractionary monetary policies, it reduces the available resources with the banks. This consequently reduces their ability to make profits. On the other hand, expansionary monetary policies would have an opposite effect. The purchase of treasury bills through open market operation by the monetary authority would increase the available resources, and consequently, the profits of the banks. Given the impacts of the financial sectors on the overall economic activities in the economy, it is therefore important to analyse the impacts of monetary policies have on the banking sectors’ performance. Correctly identifying the effects of monetary policy is necessary for good policy making. 

In Nigeria, the banking industry is dominated by the commercial banks. The central bank is responsible for the conduct of monetary policy to pursue the macroeconomic objectives of the government. Items in commercial banks balance sheet are influenced by the Central Bank of Nigeria (CBN) through the use of direct monetary policies. The CBN sets the interest and allocates credits in the economy according to the economic objectives and plans of the Government. The policies involves targeting monetary aggregates to monitoring and manipulating policy rates to direct the interbank rate in the desired direction which in turn determines the direction of other market rates. Today, the targeting of inflation and control of interest rate among other policies are the core policies needing the attention of the CBN. Various monetary policies have been instituted by the Central Bank of Nigeria to control, regulate and develop the financial system. These have sometimes resulted in distortions in the economy. 
1.2
STATEMENT OF THE PROBLEM

Over the years, the effects of monetary policies on the performance on banks have been a subject of concern. The removal of the maximum lending rate ceiling in 1993 saw interest rates rising to unprecedented levels in sympathy with rising inflation rate which rendered banks’ high lending rates negative in real terms. In 1994, direct interest rate controls were restored. As these and other controls introduced in 1994 and 1995 had negative economic effects, total deregulation of interest rates was again adopted in October, 1996. In 2004, the CBN directed that commercial banks in the country must have a minimum capital base of N25billion. In 2006, Monetary Policy Rate (MPR) was adopted by the Monetary Policy Committee as a replacement for the Minimum Rediscount Rate (MRR) (Ajayi &Atanda, 2012). The reason for this was to influence direction of interest rate in line with the monetary policy condition. The MPR has remained the operating instrument for the direction of interest rate since then. The volatility in the monetary policy formulation has no doubt affected the performance of the banking sector in Nigeria.  Okoye, and Eze (2013) studied the impact of monetary policy on the performance of commercial banks in Nigeria and found out that monetary policy rate has positively affected the performance of commercial banks. However, Enyioko (2012) showed that monetary policy has not improved the overall performances of banks significantly.  Given the place of the banking industry in the growth of an economy (Alper and Anbar, 2011), it is important to analyze the impact of monetary policies on the performance of the banking sector, hence this research. 
1.3          OBJECTIVES OF THE STUDY
This research work sets primarily to look at the impact of monetary policy on the performance of commercial banks in Nigeria using Zenith bank Ilorin as a case study. Other specific
objectives include:

a.
To assess the effect of monetary tools like open market operation, reserve ratio and others on liquidity and credit capacity of commercial banks.

b.
Examination of impact of commercial bank liquidity determined by monetary policy on bank profitability.

c.
Assessment of constraints posed on commercial bank operations through introduction of various monetary policies by Central Bank of Nigeria. 

d.
To look at liquidity level and bank profitability. 

e.
To examine the compliance level of commercial banks with these policies.  
1.4     RESEARCH QUESTION
This research asks the following questions:

i.
What impact does monetary policy have on the performance of commercial banks in Nigeria,

ii.
To what extent do monetary tools like open market operation, reserve ratio and others affect liquidity and credit capacity of commercial banks.
iii.
How has bank liquidity determined by monetary policy affected commercial bank profitability.

iv.
How has the level of compliance of commercial banks to     Central Bank Monetary policy helped in the success of such policies.

1.5         RESEARCH HYPOTHESIS
      To achieve the stated objectives, the following hypotheses are stated in their null forms and are tested:

Ho1: Monetary policy does not have impact on commercial banks performance

Ho2: Liquidity level has no impact on bank profitability

1.6
SIGNIFICANCE OF THE STUDY
This study examines the impact of monetary policy on commercial banks in Nigeria. The finding of this project therefore will be of great benefit to the Central Bank of Nigeria (CBN) in having better understanding of how its monetary policies have either positively or negatively affected commercial banks. This will help the management of CBN in making policy adjustment where necessary. 

Through the findings of this research work, commercial banks especially  Zenith Bank plc will be able to properly assess the how its profitability is affected by its level of liquidity.

This research work will in no small way add to the body of knowledge and also serve as a reference for researchers on the same or similar topic.

1.7       SCOPE AND LIMITATION OF THE STUDY
This project work basically takes a look at the impact of monetary policies on the performance of commercial bank in Nigeria. The study has Zenith Bank Plc Unity Branch as its case study. The choice of the case study is informed by the fact that Zenith Bank is a big commercial bank in Nigeria and an active player in the financial sector of Nigeria. Others areas covered include bank liquidity level and bank profitability, examination of various monetary policies.

There cannot be any successful research of this nature without recounting some difficulties which might cause its success or failure. However the following were the major problems encountered during the cause of this research
Difficulties in scrolling some of the total document containing some valid information resulting to the subject matter, the non-availability and inadequacy of the needed data constituted a challenge to this research work.  

Lack of cooperation from some member of staff of Zenith Bank; some of them were not ready to give certain information. This led to difficulties in securing some of the vital information relating to the research study.  

Time also served as a constraint especially with the busy schedule of those saddled with responsibility of divulging such information needed for this research. The researcher had to pay them several visits which took a lot of time considering the time frame for the completion of this research work.
Finance also served as one of the problems encountered during the course of carrying out this research work.   It is worthy of mention however that with these problems, the researcher made concerted effort at getting the basic information needed for this research work so as to make the study relevant. 
1.8
DEFINITION OF KEY TERMS
MONETARY POLICY: is defined as a policy which employs central banks control over the supply and cost of money as an instrument for achieving the certain given objective of economic policy.

COMMERCIAL BANK: Can be defined as an institution which accepts deposits makes business loan and offer related services. 

BALANCE OF PAYMENT: can be defined as the record of all transactions made between one particular country and all other countries during a specified period of time. 

INFLATION: is defined as a continuous rise in price of goods or commodity and services  

ECONOMIC GROWTH: is a steady growth in the productive capacity of the economy and so a growth to national income. 

CENTRAL BANK OF NIGERIA: Is the only financial institution established and charged with the day to day management and control of national monetary affairs and supervision. 

MORAL SUASION: This means by the monetary tactics and friendly persuasive statements public pronouncements or outright appeal made by Central Bank to commercial banks over its monetary policies
SELECTIVE CREDIT CONTROL: This is a process whereby the monetary authorities tend to favour one sector of the economy than the other in its credit service. 

Interest rate; It can be used as an instruments to combat inflation, promote capital inflow and discouraged capital flights 


CHAPTER TWO

LITERATURE REVIEW

2.1          CONCEPTUAL FRAMEWORK
According to Adebayo .O. (1999:15) monetary policy is defined as discretionary measures or actions undertaken by monetary authorities usually through the (CBN) designed to influence:
i.
 The  supply of money. 

ii.  
The cost of money (or interest rates) 

iii.
The rate at which money can be borrowed at any  given interest rate  This is usually called the availability of money 

He further stressed that monetary policy refers to a combination of more assess designed to regulate the above parameter in an economy in consonance with the level of economic activities. 

Monetary policy according to Kehinde and Lawal (2004:48) is a government policy document designed to regulate and control the volume, cost availability and direction of money and credit in an economy to achieve some specified macro-economic policy objectives. 

Monetary policy is also defined as a policy which employs Central Banks control over the supply and cost of money as an instrument for achieving a certain given objectives of economic policy which are the attainment of full employment, price stability, balance equilibrium and the rapid economic growth. 

Every nation has its own monetary policy to regulate the direction of money and credit of its economy. It is a policy which employs Central Bank control over the supply and cost of money as an instrument for achieving certain objectives. 

WHAT MONETARY POLICY IS ALL ABOUT
          The Central Bank of Nigeria performs the function of ensuring the stability of money supply in Nigeria. The Central Bank Monetary policy proposals after tacky have been reviewed and accepted by the federal government are normally incorporated into the federal government budget each year. The few days after the budget have been realized the Central Bank of Nigeria issues a monetary circular which spells out the revised monetary regulations in details. 

Monetary policy is undertaken by the CBN to influence; 

(a)
Money supply 

(b)
Cost of Money 

(c)       Availability of Money 

It refers to a combination of increases to regulate the above parameters in an economy in consonance with the level of economic activity. 

Money supply in the economy must not be too high as to be capable of creating inflation and must not be too low as to hinder investment. If the money supply sector is not controlled in line with the demand in the real sector, a situation of disequilibrium will occur, creating problems in the economy. 

2.2          EFFECTS OF MONETARY POLICY 
Bearing in mind the overall objectives of monetary policy if the CBN which is to attain certain macro-economic goals. It is good to take a look at the effects of monetary. 

1.
RELATIVE STABILITY IN DOMESTIC PRICE LEVEL: Monetary policies through its tools have been able to curtail inflation and deflation in the economy because of monetary policy tools rising and falling of prices have been reduced to the barest minimum.  

2.
BALANCE OF PAYMENT EQUILIBRIUM: The role of monetary policy in this regard is to help strike a balance between international receipts and payments arising from international trade through different foreign exchange regimes. 

STABLE EXCHANGE RATE: Although we have not been experiencing stable exchange rate due to the devaluation of the naira but monetary policies are toward that. The main aims of monetary policy are to provide stimulation in the economy through the introduction of different exchange rate where there is existence of various lags in the economy. 

4.
RECOGNITION LAG: Refers to the passage of time involved in collecting and analyzing data for identifying the existence of monetary policy problems. 

ACTION LAGS: Refer to the length of time between recognition of the need for the policy. 

2.3   TYPES OF INSTRUMENT USED IN MONETARY 
At present, the CBN attempts to use the following instruments of monetary policy to control the banks in Nigeria and the economy generally. The instruments can be divided into quantitative and qualitative instrument.  

(1)     QUANTITATIVE INSTRUMENTS
        These instrument are referred to as quantitative control because, their main aim is to regulate the quantity of money in circulation and volume of credit that could be created by commercial banking system since these credits constitute part of the money supply. These instruments use. 

(i)     REDISCOUNT RATE: This represents the cost of borrowing by the commercial banks from the central bank when the former is in need of money to replenish reserve in order to create deposit (money) by extending loans to customers. Raising the bank rates (discount rate) increases the cost of borrowed money and this is turn forces the commercial banks to increase their interest rate and cut down their lending and investment activities. 

(ii)     REQUIRED RESERVE: - This consists of funds which commercial banks are under statutory or conventional obligation to hold against deposit liabilities hold. The exercise of this control over the reserve is one way by which it can affect the commercial banks ability to create money, since required reserve must be met the extent to which the commercial banks can create money will depend on their ability to lend which in turn depends on the amount of their excess reserve i.e. reserves over the above the minimum required. The central Bank of Nigeria can effectively control the ability of the commercial banks to create money by simply varying their reserve requirements. For instance, if slight monetary policy is deserved the CBN raises the reserve or liquidity ratio. Thereby exerting pressure on them to curtail their lending operations and this demand deposit creature, an expansionary monetary policy will require on opposite action by the CBN. 

(iii) OPEN MARKET OPERATION (OMO): - This constitute the major that of monetary policy especially in more developed economy where the financial market is more developed for the usage, under a restructured monetary policy the technique consists of the sale of government securities to members of the public molding commercial banks who make payment with cheques drawn on the respective banks. This have effect of decreasing the deposit and reserves of commercial banks with the central bank consequently, commercial banks bang under pressure to meet the legal or conventional reserve ratio of the CBN are forced to reduce the volume of their loans and this increase deposit. 

On the other hand on expansionary monetary policy nipples purchase of government securities by the centrals bank from the public including commercial banks. These are paid for which central bank cheques drawn in favour of the respective buyer bank. When these cheques are credited, they increase the commercial banks reserve with the CBN thereby enhancing their ability to increase the volume of their loan and deposit.  

(iv)           INTEREST RATE: In other words, as lender of last resorts interest rate as an instrument can be used to combat inflation, adage budget burden, promote capital inflow and discourage flights. 

Interest rate was first used in Nigeria as instrument of control between 1959 and 1962. It was used as a means of making the start term investment of banks in Nigeria market more profitable enough to encourage them repatriate short term funds kept abroad for retention in Nigeria.          

Interest rate is however been relatively stable in Nigeria. It was revised upwards in 1964 and 1976 entail credit to private sectors and in 1973 to 1976 to reflect the high, liquidity position of the economy. But between the late eighties and early nineties interest rate was deregulated in view of the government’s policy to structural adjustment programme (SAP). 

(2)     QUALITATIVE INSTRUMENTS
        These instruments include: 

(i)    SPECIAL DEPOSITS: This technique may be employed if the prevailing economic donations do not favour the rise of other instruments. In this approach, the Central Bank of Nigeria (CBN) may require the financial institution to make special deposit with it. The main goal of the exercise is to reduce the excess position of the commercial banks. 

(ii)     MORAL SUASION: This simply means employment by the monetary and of friendly persuasive statements public pronouncements or outright appeal. 

Moral suasion is a very effective tool because non-commercial bank in a strait jacket of control. 

(iii)    SELECTIVE CREDIT CONTROL: This is a process whereby the monetary authorities tend to favour one sector of the economy than the other. 

This is because of the continued effects of the government development programmes to revitalize agricultural production and industrial development agricultural and industrial sector are the best favoured. Credits to the preferred sector are at a lower rate of interest while the least favoured sectors are at a lower rate of interest. The percentage shares in the preferred sectors are regarded as mineral. 

The objectives of the exercise has been to make commercial banks and merchant banks and of Tate Insurance Companies to channel their loan towards promoting the growth of the country’s productive capacity as a way of controlling inflation. This is carried out with the issue of credit guidelines at the beginning of each year. 

2.4
ADVANTAGES OF MONETARY POLICY
(i)     It helps to maintain continuously low structure of interest rates in some cases as levels as low as or even lower than what is prevail in the capital development countries. 

(ii)     To help in the establishment and development of term financing institution. 

(iii)    It creates a broad and continuous for government securities weaker sectors of the community.

(iv)    It enforces the community to save a larger percentage of real income in the face of the reluctance of government of use it tax policy for this purpose. 

2.5
EMPERICAL FRAMEWORK
Monetary policy conducted by central banks always has a major impact on financial sector performance. This part is going to review a number of studies examining the relationship between monetary policy and commercial banks performance in advanced and developing economies.

1.
Advanced Economies

There is widespread agreement that central banks’ aggressive responses at the early stages of the crisis are highly likely to prevent a financial and economic recession. However, in recent years, concerns have been growing in the context that the negative effect of a low interest rate structure on bank profitability and the soundness of banking sector might decline the net benefits of such monetary accommodation. Surprisingly, the link between monetary policy and bank profitability is under-research, especially in advanced economies. Many papers have analyzed the link between bank profitability and business conditions but only few of them have produced results on the link between the interest rate structure and bank profitability. 

Demirgüç-Kunt et al. (1999) were among the first to relate bank profits to macroeconomic indicators, such as real interest rates. They found that high real interest rates are associated with higher interest margins and profitability, especially in developing countries where demand deposits frequently pay below-market interest rates. Recent examples from this strand of literature include Albertazzi et al (2009), who used aggregate data for the banking sector in 10 OECD countries and found a significant relationship between net interest rate income and the yield curve slope. They also found a positive relationship between bank loss provisions and the short-term interest rate. Bolt et al (2012) obtained similar results using bank-level data and allowing for asymmetrical effects over the business cycle. 
A study by English (2002) examined the relationship between interest rate risk and bank interest rate margins in

10 industrialized countries. The paper showed that a steep yield curve has positive impact on interest margins as the average yield on bank assets is more closely related to long-term rates than the average yield on liabilities. 
Also, Alessandri et al. (2012) investigated the effects of interest rates on bank profitability using a panel data set in the United Kingdom from 1992 to 2009. They found that in the long run, both level and slope of the yield curve contribute positively to bank profitability. However, in the short run, an increase in short-term yields depresses interest margins, which is consistent with the presence of frictions affecting the repricing of banks’ assets and liabilities in an asymmetric way. 
In recent years, several developed countries including the United States, the United Kingdom, and Japan have adopted unconventional monetary policy as a way to help the economy out of recession. This policy is often assumed to provide stimulus to household and business spending, as well as to benefit banking system. However, instead of finding supporting evidence for the common perception that unconventional monetary policy actually helps banks, a study by Lambert et al. (2014) found some evidence for heightened medium-term risks, which is likely due to delayed balance sheet repair by banks. In particular, the authors proved that unexpected monetary policy easing tends to increase bank medium-term credit risk in the United States, the Euro area, and the United Kingdom. Moreover, unconventional monetary policy measures have ambiguous effects on banks’ profitability.

These findings are the result of two sets of analyses: an event study on bank stock valuation and credit risk, and panel regressions on bank level measures of profitability, risk taking, and balance sheet repair. 
With the objective of investigating how monetary policy affects bank profitability, Borio et al (2015) used data of 109 large international banks headquartered in 14 major advanced economies for the period 1995 – 2012. The authors considered the impact of changes in the interest rate structure, i.e. level of short-term rate and yield curve slope, on all main income statement components – net interest income, non-interest income and bank loss provisions – as well as on overall profitability, measured by ROA. They then found a positive relationship

between the level of short-term rates and the slope of the yield curve (i.e. the interest rate structure), on the one hand, and bank profitability – ROA – on the other. This suggests that the positive impact of the interest rate structure on net interest income dominates the negative one on loan loss provisions and on non-interest income. 
The paper also found that the effect is stronger when the interest rate level is lower and the slope is less steep, i.e. non-line arities are present. All this suggests that, over time, unusually low interest rates and an unusually flat term structure erode bank profitability.

2.
Developing Economies

The impact of monetary policy on commercial banks’ profitability in India was investigated by Punita et al (2006) for the period from 1995 to 2000. The variables representing monetary policy include banks rate, lending rates, cash reserve ratio and statutory ratio. The paper then found that lending rate exacts positive and significant impact on banks’ profitability, while bank rate, cash reserve ratio and statutory ratio have significant and negative influence on this variable. This conclusion was the same when lending rate, bank rate, cash reserve ratio and statutory ratio were pooled to explain the relationship between banks’ profitability and monetary policy instruments in the private sector.

More particularly, Younus et al. (2009) examined the impact of monetary policy instrument, namely Statutory Liquidity Requirement (SLR), on bank credits in Bangladesh. Using descriptive analysis techniques, they found that SLR has a negative impact on bank credits and investments especially prior to the 1990s. SLR and Cash Reserve Requirement (CRR) were found to be significant tools of reducing inflation and both used in the situation of drastic imbalance resulting from major shocks. The authors also concluded that Bangladesh Bank has used open market operations more frequently than SLR and bank rate as instruments of monetary policy due to its market oriented approach.

A study by Amaliawiati et al. (2013) focused on the relationship between BI rate, i.e. one of the monetary policy of the Indonesian Central Bank interest rate, and the profitability of conventional commercial banks listed on the Indonesia Stock Exchange from 2005 to 2012. By using ROA and NIM as the proxy of profitability, the paper concluded that BI rate has a significantly negative effect on ROA, but it does not show a statistically significant impact on NIM. Furthermore, based on the semi-partial correlation coefficients, BI rate is proved to have great influence in determining ROA ranks, while Operational Cost of Operational Income is of great importance in determining NIM of commercial banks in Indonesia.

Having the same method by using interest rate to represent monetary policy, but ROA and ROE to represent banking sector performance, Zaman et al. (2014) investigated the casual relationship between interest rate imposed by the Pakistan central bank and banking sector performance during the period between 2007 and 2011. 
By taking firm size as the control variable because of its significant effect on banks’ performance, the study found that monetary policy, which is represented by interest rate, has a significant inverse impact on banks’ performance, which is measured by ROA and ROE. There are numerous studies examining the impact of monetary policy on commercial banks’ performance in Nigeria. A study by Akanbi et al. (2012) employed three commercial banks (i.e. the first generation banks) in the Nigerian financial system to investigate the impact of monetary policy on commercial banks from 1992 to 1999. 
The results showed that an increase in interest rate will lead to a decrease in the lending rate, while liquidity ratio and cash ratio have a statistically significant impact on the selected banks’ profits, which confirms the authors’ expectation. Looking more closely at bank credits, a study by Ajayi et al. (2012) showed that monetary policy is ineffective to stimulate credits in the long-run, and that bank rate, inflation rate and exchange rate are positively related to bank credits, but liquidity ratio and cash reserves ratio are negatively related to total credit of the banks.

The study was carried out during the period from 1978 to 2008, and Engle-granger two-step co-integration approach was employed.

To investigate the effect of monetary policy on the Nigerian Deposit Money Bank System, Omankhanlen (2014) employed total loans and advances as dependent variable, and liquidity ratio, cash reserve ratio, monetary policy rate, and average exchange rate as independent variables. He then concluded that monetary policy rate reveals the most significant effect on commercial bank loans and advances during the period under study. 
By using interest rate and money supply as proxies for monetary policy, and profit before tax to represent commercial banks’ performance in a micro-panel analysis, Akomolafe et al. (2015) found that there is a positive relationship between banks’ profits and monetary policies in Nigeria. The study covers a period from 2003 to 2013. Another study by Ekpung et al. (2015) also examined the effect of monetary policy on banking sector performance from 1970 to 2006. However, the study uses banks’ deposit liabilities to represent banks’ performance and indicates that monetary policy has a significant effect on banks’ deposit liabilities. In particular, deposit rate and minimum discount rate have a negative influence on banks’ deposit liabilities, whereas exchange rate has a positive and significant impact on this variable. More particularly, Udeh (2015) investigated the impact of monetary policy instruments on profitability of commercial banks in Nigeria using the Zenith Bank Plc experience from 2005 to 2012. The study discovered that cash reserve ratio, liquidity ratio and interest rate have an insignificant impact on the profit before tax of Zenith Bank Plc. However, minimum rediscount rate is found to have significant effect on this variable. The author then concluded that a number of monetary policy instruments have an insignificantly impact on profitability of commercial banks in Nigeria, and thus management of commercial banks should look beyond monetary policy instruments to enhance their profits.

CHAPTER THREE
RESEARCH METHODOLOGY

This chapter looked at the Research design, population study, sampling design, data collection methods, data analysis.

3.1 
RESEARCH DESIGN
The researcher used a cross sectional research design with quantitative methods. The design was appropriate in investigating the empirical and theoretical relationship between the variables.

3.2
POPULATION OF THE STUDY
The research comprised of the Employees of Zenith Bank, Ilorin drawn from a population of 100 people because they were expected to provide relevant information to the problem under study.

3.3
SAMPLING SIZE AND SAMPLING TECHNIQUES
The sample size used was 100 respondents and was determined according to the Krejcie and Morgan (1970) where the sample size was determined based on confidence level needed from the selected population under study.

The research used stratified random sampling to divide the employees into different departments under which they worked which included operational, Customer care and marketing departments. Simple random sampling method was used to select respondents from the selected departments in the organization..

3.4
METHODS OF DATA COLLECTION
The data for this study were obtained through the primary and secondary sources.

Primary data 

This data was obtained from this source. This was used where one required specific information which does not exist elsewhere or in another form or when the topic was being researched on for the first time. The researcher collected primary data through going to the field.

The primary source of information are the information gathered from the questionnaires distributed and the personal interview carried out with the company’s advertising managers together with the observation made while carrying out the research.

3.5
INSTRUMENT OF DATA COLLECTION
Questionnaires 

These are self administered questions that are both structured and semi structured formalized questions  used  in the survey to collect information which is later  analyzed  to provide results  necessary  for solving a given research problem .The research used self administered questionnaires . These allowed respondents to choose from alternative that were provided by the researcher.

Observation 

This is a systematic viewing coupled with consideration of the seen phenomenon as they occur in nature with regard to cause and effect mutual relationship. The researcher used this instrument to observe the attitudes of respondents towards the topic being researched on.

SECONDARY DATA

Data got from this source include published journals and CBN bulletins, annual report of Zenith bank.
3.6
METHODS OF DATA ANALYSIS
This was done using frequency tables. This helped to summarize data into tables using a descriptive statistics such as percentages and inferential statistic. Analysis of Variance was used to test the stated hypothesis.

3.7
MODEL SPECIFICATION 
The model that will be used is in line with that of Adeusi et. al. (2014), but modified in line with the objectives of this work. The empirical model is presented below: 
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Where LPRO is the log of the banking profitability index, INT is the interest rate, LMS is the log of money supply, LCA is the log of capital adequacy, and LME is the log of management Efficiency. Commercial banks’ profit before tax is used as the proxy for bank performance; interest rate and money supply are used as proxies for monetary policy. Capital adequacy ratio is used as a measure of the financial strength of each bank. The ratio is computed by dividing the total capital to total assets of each bank. If it is negative, it means the banks do not efficiently utilize their capital, and the reverse is the case if it is positive; Management efficiency is a measure of how banks’ managements have utilized resources at their disposal. It is calculated as interest income divided by interest expenses. It shows how banks are able to manage their cost in order to boost their profits. The subscripts i and t refer to the cross-sectional dimension and time series dimension respectively.[image: image2.png]B's



are the coefficients, [image: image3.png]


 is the composite error term which can be decomposed further into unobservable individual specific effect, the unobserved time specific effects, and remainder disturbance term: 
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 denote the unobserved individual specific effects, [image: image7.png]


the unobserved time specific effects and [image: image8.png]Wi



is the remainder disturbance term 

CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS
4.1          INTRODUCTION 
This chapter entails describe and statistical presentation, interpretation and analysis of the data collected from the questionnaire using chi-square method of data analysis, simple bar chart and histogram. The data were collected from the questionnaires administered to various staffs in the Zenith Bank Plc. Ilorin. A total number of hundred (100) questionnaires were administered but only eighty were returned and 80 data were analyzed based on the number returned. 

4.2
PRESENTATION AND ANALYSIS OF PERSONAL DATA OF RESPONDENT
          An analysis of the personal data of the respondents revealed the following: 

TABLE 1:   NUMBER OF ADMINISTERED QUESTIONNAIRE
	NO OF QUESTIONNAIRE 
	PERCENTAGE

	Returned 

Not returned 
	80

20

	TOTAL 
	100


Source:  Field Survey, 2025
          According to the table 80 respondent to the questionnaire and 20 were not returned. 


4.3
ANALYSIS OF PERSONAL DATA
Table 2:    Sex of Respondents
	SEX 
	NO OF RESPONDENTS
	PERCENTAGE

	Male

Female 
	49

31
	61.25%

38.75%

	TOTAL 
	80
	100%


Source: Feild Survey 2025
From the table above, 49 representing 61.25% of the respondents are male while 31 representing 38.75% are female. This implies that the majority of the respondents are male. 

     This is represented on a simple bar chart.
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Comment: The above diagram represents the total number of male and female staff in Zenith Bank Plc Ilorin. According to the table, the total number of male is 49 while female is 31. That is male are more than female in Zenith Bank Plc Ilorin. 


TABLE 3:    MARITAL STATUS
	MARTIAL STATUS 
	NO OF RESPONDENTS
	PERCENTAGE

	Married 

Single 
	48

32
	60%

40%

	TOTAL 
	80
	100%


Source:  Field  Survey, 2025
Source: From the personal information. It shows the number of respondent to marital status. 
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Comment: The above diagram show that both married and single were in Zenith Bank Plc Iloirn. It reflects the dominance of the married over single. 

TABLE 4:    AGE DISTRIBUTION 
	Age
	25 – 29
	30 – 34
	35 – 39
	40 – 44
	45 – 50

	Frequency 
	4
	15
	12
	13
	16


Source:  Field Survey, 2025
SOURCE: It is collected from the personal information of the respondents. The age distribution above shows the average numbers of age of the majority staff of the Zenith Bank Plc. Ilorin. This is represented by the histogram below: 
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Comment: The diagram shows that the majority in Zenith Bank Plc. Ilorin at the range of 30 – 35 years to 40 – 50 years and 50 and above while the age of 25 – 29 are not much in the Zenith Bank Plc. Ilorin. 

	S/N
	Factor
	Factor level
	frequency
	Percentage %

	5
	Monetary policies have impact on Nigeria banking sector
	SA

A

D

N

Total 
	20
30

18

12

80
	25
37.5

22.5

15

100

	6
	Monetary policies assists in stabilizing the circulation of money in the economy
	SA
A

D

N

Total 
	24

28

14

14

80
	30
35

17.5

17.5

100

	7
	Open market operation, interest rate, moral suasion, cash reserve requirement are monetary tools used to determine liquidity available to banks
	SA
A

D

N

Total 
	35
20

10

15

80
	43.75
25

12.5

18.75

100

	8
	Bank profitability depends on the level of liquidity availability or money supply
	SA
A

D

N

Total 
	40
20

15

5

80
	50
25

18.75

6.25

100

	9
	There is total compliance of commercial bank with CBN monetary policy
	SA
A

D

N

Total 
	50
26

4

-

80
	62.5
32.5

5

-

100

	
	
	
	
	


Source: Field survey 2025.

From the table above, 20 respondents strongly agreed that monetary policy has impact on Nigeria banking sector, this represents 25% of the total respondents while 30 respondents representing 37.5% agreed, 18 respondents representing 22.5% disagreed while 12 respondents representing 15% are neutral.
24 respondents representing 30% are of the opinion that monetary policy assists in stabilizing the circulation of money in the economy while 28 representing 35% of the respondents agreed with the statement. 14 respondents representing 17.5% disagreed and 14 respondents representing 17.5% are neutral. 
35 respondents representing 43.75% strongly agreed that monetary policy tools are used to determine liquidity available to banks while 20 respondents representing 25% agreed and 10 respondents representing 12.5% disagreed while 15 respondents representing 18.75% are neutral.
40 respondents representing 50% strongly agreed that bank profitability depends on liquidity availability while 20 respondents representing 25% agreed and 15 respondents representing 18.75% disagreed while 5 respondents representing 6.25% are neutral.

50 respondents representing 62.5 strongly agreed that there is total compliance of the organization with CBN monetary policy while 26 respondents representing 32.5% agreed and 4 respondents representing 5% disagreed. 

From the foregoing, it is evident that monetary policy on the whole is used to regulate money supply, liquidity available to commercial banks which also determine their profitability. The level of compliance is also total as evident from the responses got.
4.4
Test of Hypothesis 

H01:
Monetary policy does not have significant impact on commercial bank performance.
Table 4.22: Multiple Regression Analysis showing the impact of monetary policy of performance of bank
	Model
	R-Squared
	Adjusted R Squared
	Root MSE

	1
	0.9361
	0.9356
	.34355

	Source
	Sum of Square
	Df
	Mean Square
	F
	Probability

	Model
	385.72036     
	     3   
	192.86018           
	1634.07
	0.0000

	Residual
	26.3194631   
	323  
	.118024498           
	

	Total
	412.039823   
	326   
	1.8312881           
	

	Variable
	Coef
	Std. Error
	T                   Sig    
	[95%     Conf. Interval]

	Moral Suasion
	.6822945   
	.0284557    
	23.98       0.000     
	.6262179     .738371

	Interest Rate
	.3472665   
	  .0332755    
	10.44       0.000     
	.2816918    .4128411

	    Cons
	.1328002
	  .0763765    
	1.74         0.083    
	.2833122    .0177118


Source: Researcher’s Analysis, 2025 Using STATA 11.0 (Statistically significant at 5%)

The regression analysis results obtained about  perceived impact of monetary policy on bank performance shows an R2 Coefficient (0.9361) which is the coefficient of determination indicates that the explanatory variables account for 94%, given the adjusted R2 of also 94% with 0.0000 at 5% level of significant. This is an indication that the independent in the model jointly and significantly explain the impact of monetary policy on bank performance. Also, the F-statistics (1634.07) indicates that the variables jointly predict the factors that influence that monetary policy has on bank performance.   The null hypothesis is therefore rejected while the alternate hypothesis is accepted; thus monetary policy significantly influences bank performance

TEST OF HYPOTHESIS 2
Ho:2  Money supply or liquidity does not have impact on commercial bank   profitability.            
The pooled regression method is based on the assumptions that the heterogeneous characteristics across individual or group being analyzed average out, and is thus not significant in the analysis. If the assumption holds, the relationship can be estimated using the OLS estimation method. The result is presented in table 4.1 
Table 4.1 Pooled OLS Result 

	Variable 
	
	Dependent Variable: Profit 
	

	
	
	Coefficient 
	T-statistics 
	P-value 

	MS 
	
	1.2429* 
	9.2285  
	0.0000 

	CA 
	
	0.3565 
	0.7918 
	0.4325 

	ME 
	
	1.1414* 
	3.8145 
	0.0004 

	INT 
	
	0.0129** 
	1.9923 
	0.0523 

	R-squared 
	0.7208 
	 
	 
	 

	Adjusted R-squared 

 
	0.6966 
	 
	 
	 

	F-statistic 
	29.70084 

 
* 
	 
	 
	 

	Prob(F-statistic) 
	0.000000 
	 
	 
	 

	Durbin-Watson stat 
	0.6565 
	 
	 
	 


*denotes significance at 1%, ** denotes significance at 5% 
The result of the pooled regression shows that there is a positive relationship between banks’ profit and money supply. The results show that the profits of the five banks have positive relationship with money supply. A 1% increase in money supply will increase the profits of the banks 1.24%. Also, there is a positive relationship between capital adequacy and the banks’ profits. A 1% increase in capital adequacy of the banks will increase the banks ‘profits by 0.35%. Also, there is a positive relationship between management efficiency and the banks’ profits. A 1% increase in management efficiency of the banks will increase the banks’ profits by 1.14%. Also, there is a positive relationship between interest rate and banks’ profit; a 1% increase in interest rate will lead to 1.2% increase in the banks’ profits.  However, only money supply and management efficiency are statistically significant in explaining variation in the banks’ profits at 1% level of significance.  Interest rate is statistically significant in explaining variation in the banks’ profits at 10% level of significance. However, capital adequacy is not statically significant. The R-square shows that about 72% of the variations in the dependent variables are explained by the explanatory variables in the model. The Durbin-Watson statistics shows the presence of positive autocorrelation. Also, F-statistics shows the explanatory variables are jointly significant. 

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1          SUMMARY 

The study examined the impact of monetary policy on commercial banks’ performance in Nigeria. Monetary policy was proxied with interest rate and money supply. Profit was used to represent commercial banks’ performance. Capital adequacy   and Management efficiency were used to capture the banks’ individual characteristics. Pooled regression was carried out in the analysis. 
5.2
CONCLUSION
The results show that there is a positive relationship between the dependent variable (bank profit) and money supply, interest rate, and management efficiency).However, capital adequacy exerts a negative effect on banks’ profits.  

5.3
RECOMMENDATION
Given the findings of this work, interest rate has not been very significant in promoting banks’ profits in Nigeria. 

This is reflected in the fact that interest rate in Nigeria has not made loan advancement significant in the country. Also, the negative effect of capital adequacy is also a concern/ it shows that the banks in Nigeria do not efficiently utilize or manage their capital. This study therefore recommends interest rate policy should be looked into by the monetary authority in a way that is friendly to loan advancement. This will eventually translate to significant profit for the banks. Also, the banks management should ensure that capitals are properly channeled in the right direction. 
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QUESTIONNAIRE

THE IMPACT OF MONETARY POLICY ON COMMERCIA BANK PERFORMANCE IN THE BANKING SECTOR
SECTION A: PERSONAL INFORMATION
1.      Name: 
2.      Sex: Male [    ]     Female [    ] 

3.      Age: 20 – 44 [    ] 45 – 55 [    ] 

4.      Marital Status:  Married ( ) Single ( ) Divorced ( ) Others ( ) 
5.      Education Qualification _________________________

SECTION B: THE OPERATIONS OF MONETARY POLICY 

	S/N
	Factor
	Factor level
	frequency
	Percentage %

	6
	Monetary policies have impact on Nigeria banking sector
	SA

A

D

N

Total 
	
	

	7
	Monetary policies assists in stabilizing the circulation of money in the economy
	SA

A

D

N

Total 
	
	

	8
	Open market operation, interest rate, moral persuasion, reserve requirement are used to determine liquidity available to banks
	SA

A

D

N

Total 
	
	

	9
	Bank profitability depends on liquidity availability
	SA

A

D

N

Total 
	
	

	10
	There is total compliance of the organization with CBN monetary policy
	SA

A

D

N

Total 
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