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CHAPTER ONE
1.0	Introduction To The Study
The existence of an effective banking sector is crucial for any economy, providing the essential framework for facilitating economic growth and development. The banking system plays a fundamental role in intermediating funds between surplus and deficit sectors by mobilizing savings and allocating them efficiently to productive investments. In Nigeria, deposit money banks (DMBs) serve as key players in financial intermediation, ensuring that idle funds are channeled towards economic activities that spur growth (Ogunmuyiwa & Ekone, 2021).
Monetary policy, especially its qualitative tools, represents a central mechanism through which financial and economic activities are regulated. These tools are employed to manage liquidity, control inflation, stabilize the currency, and foster an environment conducive to sustainable growth. Over the years, scholars have emphasized the strategic importance of monetary policy in influencing macroeconomic variables and ensuring banking stability (Ajayi & Atanda, 2020).
[bookmark: _GoBack]However, the extent to which monetary policy tools, especially qualitative instruments such as moral suasion, credit guidelines, and selective controls, impact the performance of deposit money banks remains a contentious debate. While some researchers posit that monetary policy significantly enhances financial intermediation efficiency, others argue that in economies with underdeveloped financial markets like Nigeria, the transmission mechanism of monetary policy is often weak (Obiakor, 2020).
Nigeria’s banking history reflects several phases of reform aimed at correcting systemic inefficiencies. Prior to the 2004 banking sector reforms, the sector was plagued with a proliferation of poorly capitalized banks. These "legacy banks" often faced liquidity challenges, poor governance structures, and asset quality deterioration, leading to banking failures and loss of public confidence (Sanusi, 2019).
The adoption of the universal banking model in 1999, followed by the banking consolidation exercise of 2004, marked a turning point. Banks were required to recapitalize to a minimum of ₦25 billion, a move that led to mergers, acquisitions, and the emergence of stronger financial institutions. This reform not only improved the sector’s resilience but also highlighted the critical need for efficient monetary policy management to sustain performance improvements (Okafor, 2021).
Despite these reforms, the performance of DMBs in Nigeria remains closely tied to the quality of monetary policy implemented by the Central Bank of Nigeria (CBN). The CBN, through its monetary policy framework, continues to influence liquidity conditions, credit expansion, and interest rate movements, all of which have profound effects on banks' profitability and operational soundness (CBN, 2020).
Qualitative monetary policy tools such as moral suasion and directives on sectoral credit allocation have been used by the CBN to influence the behavior of DMBs. For example, the CBN has periodically directed banks to increase lending to the agricultural and manufacturing sectors, with the objective of stimulating productive activities (Ademola & Aluko, 2021). However, compliance by DMBs has varied, impacting the effectiveness of such policies on economic outcomes.
The performance of DMBs is not only a function of external regulatory policies but also internal factors such as corporate governance, risk management practices, and asset quality management. Nevertheless, government interventions through monetary policies shape the operating environment, influence resource allocation, and determine the overall risk appetite of banks (Egbetunde & Fasanya, 2020).
One of the core challenges facing DMBs is balancing profitability with regulatory compliance. Instruments such as the Cash Reserve Ratio (CRR) and liquidity requirements impose constraints on banks' lendable funds, which can affect profitability. On the other hand, effective monetary control ensures economic stability, creating a conducive environment for banking activities (Onyeiwu, 2020).
Another concern is that Nigeria’s monetary transmission mechanism is often weakened by structural rigidities in the economy. Issues such as high informality, weak legal enforcement, and shallow financial penetration limit the speed and extent to which monetary policy actions translate into banking sector performance improvements (Nwosa & Aluko, 2019).
The significance of understanding the impact of qualitative monetary tools becomes even more pertinent given the evolving economic environment, characterized by shocks such as the COVID-19 pandemic. These shocks necessitate a deeper evaluation of the adaptability and effectiveness of monetary policy instruments in promoting banking sector stability and economic recovery (World Bank, 2021).
A closer examination of the Central Bank of Nigeria’s role in applying qualitative tools reveals that while the intention is to maintain macroeconomic stability and support economic growth, the practical outcomes often differ due to implementation challenges and market resistance. Therefore, this study focuses on assessing the real-world impact of qualitative monetary policy tools on the performance of Deposit Money Banks, using Central Bank of Nigeria Plc as a case study.
Ultimately, the health of the banking sector is pivotal to Nigeria’s overall economic wellbeing. A failing banking system not only threatens financial stability but also undermines economic progress, given that banks are the primary channels for mobilizing savings, providing credit, and facilitating investment. Understanding how monetary policy, particularly qualitative measures, affects bank performance is critical for designing interventions that ensure sustainable economic development.
1.1 Statement of the Problem
The role of deposit money banks in Nigeria’s economic development is crucial; however, many banks face challenges in aligning their operations with the Central Bank of Nigeria (CBN) guidelines. Non-compliance with monetary policy directives such as the Cash Reserve Ratio (CRR) and money supply regulations (M2) has contributed to declining profit margins and weak financial stability. Despite the critical function of deposit money banks as conduits for monetary policy transmission, inefficiencies in policy adherence continue to undermine their profitability and overall sector resilience. This raises concerns about how effectively monetary policy instruments are utilized by these banks to influence their performance and, by extension, the broader economy.
Moreover, recurring issues such as asset quality problems, thinning spreads, poor corporate governance practices, and weak risk management structures have adversely affected the operational effectiveness of deposit money banks. These challenges not only hinder their contribution to Nigeria’s economic growth but also question the effectiveness of monetary policy interventions aimed at stabilizing the banking system. The Central Bank of Nigeria's efforts to implement qualitative monetary tools require a deeper evaluation to understand their actual influence on deposit money banks' financial outcomes.
Given that banking sector failures can trigger wider economic crises, there is a growing concern about whether existing monetary policy frameworks adequately strengthen deposit money banks. This study therefore seeks to explore the actual workings of monetary policy instruments, specifically the Cash Reserve Ratio (CRR) and money supply (M2), to ascertain their impact on bank profitability and operational efficiency. Understanding this relationship is vital for designing more effective policies that enhance the performance of deposit money banks and sustain Nigeria’s economic growth.
1.2 Research Questions
1. How have commercial banks contributed to Nigeria’s economic growth and development through their profit-driven activities within the monetary policy framework?
2. What exactly constitutes monetary policy, and what are the instruments used by monetary authorities in influencing the operations of deposit money banks?
3. How effectively is monetary policy utilized by the Central Bank of Nigeria (CBN) to influence the performance and activities of deposit money banks?
4. What is the impact of the Cash Reserve Ratio (CRR) on the profitability and operational performance of deposit money banks in Nigeria?
5. How does money supply (M2) influence the performance of deposit money banks in Nigeria?
1.3	Objectives of the Study
· The purpose of the study is to show that within the context of Nigeria’s economic growth and development, commercial banks have helped a lot through their various functions which is aimed at making profit. 
· To examine what exactly is monetary policy and its instrument
· To examine how is used by the monetary authority to influence the activities of the commercial banks
· To determine the impact of cash Reserve Ratio (CRR) on the performance of Deposit money banks in Nigeria.
· To determine the impact of money supply (M2) on the performance of Deposit money banks in Nigeria.
1.4	 Research Hypotheses 
The research hypotheses for the study are: 
H01: Cash Reserve Ratio has no significant impact on performance of DMBs in Nigeria. 
H02: Money Supply has no significant impact on performance of DMBs in Nigeria.
H03: Central Bank Exchange Rate has no significant impact on performance of DMBs in Nigeria. 
H04: Monetary Policy Rate has no significant impact on performance of DMBs in Nigeria. 
H05: Bank size has no significant moderating impact on the relationship between monetary policy and performance of DMBs in Nigeria. 
1.5	Significance of the Study
The study is of immense important to the Nigeria Government as it will assist policy makers in the formulation of the sounds policies relating to DMBs and other financial institutions.
Deposit money banks management will be very much informed by the findings of the study because it will make known to them how monetary policy and banks size influence the performance of banks.
The study will make the general public to appreciate the influence the monetary policy of the central bank of Nigeria is exerting on DMBs performance.
The study is expected to contribute to the existing literature in the field of monetary policies and future scholars that may want to use this research as a basis for further research in the area of monetary policies theories.
1.6 Scope and Limitation of the Study
The study was on the impact of qualitative tools of monetary policy on the performance of deposit money banks in Nigeria which was centered on the following variables: DMBs performance, proxies as return on equity, being the dependent variable while the independent variable include: Central bank monetary policy rate, money supply, cash reserves ratio and exchange rate. While bank size is used as the moderating variables.
The most common challenges when using secondary data arises from the source of data. Therefore, the researcher ensured that the study data was gotten from authorized data source which include the central bank of Nigeria for the monetary policy instruments and deposit money bank's website for their annual financial reports. In addition, the researcher proposed the use of yearly data, however not all data on the study variables were in yearly form. In addressing this, the researcher transformed all non yearly data to yearly form using monthly weighted average where necessary.
1.7 Definition of Terms 
I. Liquidity: The ability of a bank to meet its current obligations when they are due, and is normally a short-term debt measure. 
II. Interest Rate: It is the price of money. It is the opportunity cost of holding money and the return for parting with liquidity. 
III. Financial System: It is the channel or conduit through which the savings of surplus units (e.g., households) flow to the deficit units (e.g., business organizations). 
IV. Monetary System: A system whose main function is the provision of adequate stock of money or currencies i.e., notes and coins for the economy. 
V. Bank Size: The size of a bank is measured by its total assets. For the purpose of this study, bank size is measured using the log of its total assets. 
VI. Money Supply: This is the total stock of money that is circulating in an economy. It includes safe assets, such as cash, coins, and balances held in checking and savings accounts that businesses and individuals can use to make payments or hold as short-term investments. 
VII. Return on Equity: This represents the rate of return earned on the funds invested in a bank by its stockholders. 
VIII. CBN Exchange Rate (EXR): Exchange rate is the price of one currency in terms of another currency. It refers to the rate the CBN sells foreign currency to MDBs. 
IX. Cash Reserve Ratio (CRR): It is the portion of deposit that DMBs are required to keep with the Central Bank. For the purpose of this study, the annual CRR is measured using months weighted average. 

1.8	Organization of the Study
The research work is structured such that the first chapter provides the research background, objectives, significance of the study, scope of the study limitations of the study and definition of terms.
Second chapter: avails the literature review in terms of the conceptual framework, theories supporting the study, and the empirical review.
Third chapter: explain the methodology of the study which gives information on the research design target population, data collection instrument and data analysis.
Fourth chapter: centers on the summary, conclusion policy recommendation and suggestions for further research. 

CHAPTER TWO
Literature Review
2.0 Introduction 
This chapter presents the literature review of the study; this includes the theoretical review which covers the conceptual framework; the theoretical construct, the relationship between monetary policy and performance, the determinant of financial performance, the Instruments of monetary policy in Nigeria, the Nigerian banking sector and the empirical review. 
2.1 Conceptual Review 
The conceptual framework is centered on the concept of performance and measurement and monetary policy. 
2.1.1 The Concept of Financial Performance and Measurement 
According to Kenton (2020), financial performance is a subjective measure of how well a firm can use assets from its primary mode of business and generate revenues. He added that the term could be also used as a general measure of a firm’s overall financial health over a given period. Corporate Financial institute sees financial performance as a complete evaluation of a company’s overall standing in categories such as assets, liabilities, equities, expenses, revenue and overall profitability which is measured through various business-related formulas that allow users to calculate exact details regarding a company’s potential effectiveness; while Didin, Jusni and Mocklas (2018) see it as the achievement of the company financial performance for a certain period covering the collection and allocation of financial measure by capital adequacy, liquidity, solvency, efficiency, leverage and profitability. 
The key ratios commonly used by bank analysts to evaluate different dimensions of financial performance includes profitability, capitalization, asset quality, operating efficiency, liquidity and interest sensitivity. However, the commonly used ratios to measure performance are the profitability ratios which include: Return on Equity (ROE), Return on Assets (ROA), Net Interest Margin (NIM), Profit Margin and Asset Utilization. The first three are commonly used by researchers (Machiraju, 2008). Return on Equity (ROE) indicates the rate of return on equity capital and is significant in the context of the objective of maximization of share value. Equity is the sum of share capital, preferred shares, paid-in surplus, retained earnings and reserves for future contingencies; it is a financial ratio that is concerned with how much profit a company generates relative to the total amount of shareholders’ equity invested. It is found on the balance sheet. 
The Return on Assets (ROA) is another financial ratio that is used to measure the financial performance of a firm. It is a ratio of Net Income to its Total Assets (Machiraju, 2008). It measures the ability of the firm’s management to generate profit or net income by utilizing company assets at their disposal. It may also be said to indicate how the resources of the company are efficiently put to use to generate income. According to Wen (2010), a higher ROA indicate that the company is more efficient in using its resources while the reverse is the case with a lower ROA. Therefore, high ROA shows better performance than low ROA. 
The performance measure that indicates the difference between the total interest income the bank generated from the total interest expenses the bank incurred or paid to depositors and other lenders is called Net Interest Margin (N I M ) . It is usually expressed as a percentage of what the financial institution earns on loans in a specific time period and other assets minus the interest paid on borrowed funds divided by the average amount of the assets on which it earned income in that time period (the average earning assets). Machiraju (2008) stated that it is the net interest income divided by total earnings assets. 
2.1.2 The Concept of Monetary Policy 
Monetary policy is a deliberate plan of action taken by government through the monetary authority to regulate monetary variables in order to achieve a set of certain macroeconomic and reasonable economic growth. Afolabi (1993) considered monetary policy as those measures taken by the monetary authorities to control the cost, quality and direction of credit in order to achieve national objectives. Similarly, Anyanwu (1993), in his definition of monetary policy, sees it as measures designed to regulate and control the volume cost, availability and direction of money and credit in an economy in order to achieve some specified macroeconomic policy objectives. Obioma (1998) also defined it as a measure designed to influence the availability cost and direction of money and credit in pursuit of specified economic goals. It therefore basically deals with the control of the money stock in order to influence microeconomic variables such as domestic prices, employment, balance of payment equilibrium and sustainable economic growth (Ogwuma, 1996). 
In general, monetary policy aims at influencing the economic activity in the economy mainly through two major variables, i.e., (a) money or credit supply, and (b) the rate of interest. The techniques; of monetary policy are the same as the techniques of credit control at the disposal of the central bank. Various techniques of monetary policy, thus, include bank rate, open market operations (OMO), cash reserve requirements, liquidity ratio, selective credit controls. Its impact is expected to influence (a) the supply of money, (b) cost of money or rate of interest and (c) the availability of money. 
Kashiyap et al (2000) argued that the monetary policy actions and regulations adopted by Central Bank do not affect economic activities directly initial impact of monetary policy Instruments is observed in the demand for and supply of reserve held by DMBS and consequently on availability of credit..  

2.2 Theoretical Review
A number of theories are used to support the study; these theories are divided into two categories: Theories that explore Performance Perspective and theories that explore Policy Perspective. The performance perspective includes the celebrated Agency Theory, perspective includes the Classical Theory, the Keynesian Theory.
2.2.1	Performance Perspective 
The Agency Theory 
Agency theory was developed by Jensen and Meckling (1976) who defined the agency relationship as a form of contract between a company’s owners and its managers, where the owners appoint an agent (the managers) to manage the company on their behalf. As a part of this arrangement, the owners must delegate decision-making authority to the management. The owners expect the agents to act in the best interests of the owners. Ideally, the ‘contract’ between the owners and the managers should ensure that the managers always act in the best interests of the shareholders. However, it is impossible to arrange the ‘perfect contract’, because decisions by the managers (agents) affect their own personal interests as well as the interests of the owners. Managers will give priority to their personal interests over those of the shareholders of the company and as such, it will affect the overall performance of the company Chowdhury (2004). 
In order to improve performance, there need to be a reconciliation point between the management and the shareholders. The study of the agency cost may help in proffering solution. For instance, Fama and Jensen (1983) suggested that agency costs do not exist when the owners and the managers are exactly the same individuals; agency costs start to arise as soon as some of the shareholders are not also directors of the company and agency costs are potentially very high in large companies, where there are many different shareholders and a large professional management. 
This theory is suitable for this study due to the failure of many banks in Nigeria as a result of agency conflicts leading to poor corporate governance and performance. Agency theorists, Jensen and Meckling (1976) suggest that strong corporate governance leads to better performance and accounting outcomes. For instance, the Central Bank of Nigeria withdrew the banking license of Savannah Bank on Feb 15, 2002 due to some reasons. In a press release dated 28th February 2003, CBN noted that the bank had been licensed on 15th February 1991 and that it was revoking its license because of weak and incompetent management; insolvency; the over bearing influence of the Chairman who was also the majority shareholder of the bank; persistent liquidity problem; poor asset quality; significant insider abuses; poor track of profitability; un-seriousness, inability and unwillingness of shareholders to recapitalize; reckless granting of credits; complete absence of focus and lack of corporate governance (Nworji, Adebayo and Adeyanju, 2011)

The Market Power Theory 
Bhagwati (1965) propounded Market Power Theory. It is the measure of the capability of a firm or an institution or organization to be able to effectively influence the pricing of its products or services in the entirety of the marketplace. In fact, it is viewed as a situation in which a firm exert control over its supply and/or demand, in order to determine the price of its product or service. 
Market Power Theory postulates that growing external market forces lead to greater financial performance. Furthermore, according to the theory, in other to strive better than the competitor and realized abnormal earnings a firm has to have large assets and a product ‘portfolio that is well differentiated. Thus, implying that only large banks can affect prices and thereby achieve higher profits (Tregenna, 2009). 
Mirzaei, et al (2011) posited that Market Power Theory is made up of two hypotheses, viz: the relative-market power hypothesis and the traditional structure conduct performance hypothesis. They argued that the relative-market power hypothesis states that price determination and more profit-making is reserved only for big banks, big name with recognizable brand. On the contrary, the traditional-structure conduct performance hypothesis suggests that because of diminished competition, higher markets with more firms results in higher loan rates and lower rates of deposits while the variation in the two hypotheses holds depending on whether the market power is generic to a market or specific to market’s individual banks. 
The importance of market power theory to this study is underpinned on the grounds of bank variables have significant impacts on the performance of banks. For instance, Karkrah and Ameyaw (2010) posited that bank size is often used for economies of scale or diseconomies of scale in the sector. Also, to a large extent, a positive impact of large banks on profitability have frequently been observed. Therefore, the bigger the size and the brand name of the banks the bigger their market.

Structural Contingency Theory 
Structural contingency theory was championed by Pfeffer (1982). The theory holds that there is no any single way that is considered suitable structure or structural type that is optimal for all organizations. Instead, the structure that is most effective is the structure that fits certain factors, called contingencies. Thus, the effectiveness of a structure depends on the degree to which it fits the contingencies. Some of the contingencies of organizational structure are the degree of uncertainty of the environment of the organization, organizational strategy, and organizational size (Long, n.d.). The earlier proponents of this theory posited that there is no ideal organizational form for achieving organizational success—higher organizational performance theory focuses on discovering what constellations of organizational factors contribute to organizational survival and success. It also specifies the fit between contingencies defined by organizational characteristics. In the most general sense, the theory suggests that contingencies defined by environmental uncertainty, technology, competitive strategy and organizational size, require different organizational structures; and the fit between contingencies and structure is the key to higher performance or organizational success (Yucel, 2016). 
Differentiation of contingencies in time will damage an organization's filed with an existing structure and lead to performance problems. Lower organizational performance will require a new fit to increase performance, which transforms organizational structure; and by moving towards the fit, the organization is decreasing, and thereby increasing its performance relative to what it would be if it were to make no structural change (Donaldson, 2001). 
This theory is relevant for the study because if monetary policy throws the banks out of fit(misfit) the performance of the bank will decline; on the contrary, whenever the policy is favorable, it may throw banks into fit and leads to improved performance. 

2.1.4	Policy Perspective
The Classical Theory
The Classical theory started with the work of Smith (1776), in his book “An Inquiry into the Nature and the Causes of the Wealth of Nations”. He maintained that if everyone did what was best for themselves, the result would be best for the society. He stated that “It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard to their own interest.” He assumed that there is a force, the so called “invisible hand” that directs or controls people’s action. He emphasized the importance of the free-market mechanism and believed that any interference by government, whether in the form of fiscal or monetary policy will distort the market’s smooth operations and lead to disequilibrium. He therefore advocated for zero government interference. 
However, the core of the classical theory of employment is encapsulated in the Say’s law of market which assumes full employment, proper utilization of resources, perfect competition, large market size, automatic adjustment mechanism, neutrality of the role of money, laissez faire policy and the always equality of savings with investment. 
The money market is in equilibrium when the demand for money equal the supply of money and it was explained by the Irving Fisher’s quantity theory of money. It states that changes in the general price level are proportional to the quantity of money, therefore money is neutral (money and monetary policy does not matter). However, critics argued that the classical theory, to an extent, is an analysis of an ideal situation which does not exist in reality due to their numerous unrealistic assumptions. The biggest cretic of the classical theory is John Maynard Keynes through his “The General Theory of Employment, Interest and Money”. The crux of the classical theory in terms of policy is that, government intervention (be it monetary or fiscal policy) will not stabilize but distort the economic stability. Therefore, government should fold its arms and allow the economy to operate without any form of interference in order to achieve best result.
 
The Keynesian Theory
Keynes (1936), in his general theory, argued that the solution to the great depression which saw the demolition of whatever faith was left on the self-regulating capitalist system, is a demand side policy. The solution is to stimulate the economy through two approaches: government autonomous investment spending on infrastructure and interest rate reduction by the monetary authority. He maintained that the initial stimulation induces further investment with its multiplying effect.
He then presented a reformulated quantity theory of money which brought about a transition from a monetary theory of prices to a monetary theory of output. In doing this, Keynes made an attempt to integrate monetary theory with value theory and also linked the theory of interest into monetary theory. But it is through the theory of output that value theory and monetary theories are brought into juxtaposition with each other (Jhingan, 2004). According to Keynes, the effect of a change in the quantity of money on prices is indirect and non-proportional. Therefore, the chain of causation between changes in the quantity of money and in prices is an indirect one through the rate of interest. Hence, when the quantity of money is increased, its first impact is on the rate of interest which tends to fall. Given the marginal efficiency of capita, a fall in the rate of interest will increase the volume of investment. 
Keynes, however added that when an economy is depressed, money had little effect on income; because his model assumed that prices are not to be changing and economy has excess un-utilized capacity. Therefore, monetary policy would be relatively ineffective compared to fiscal policy because saving and investments are less sensitive to interest rate. 
Hence, the mere lowering of the interest rate does not stimulate investment since investment is primarily determined by the profit expectations of the private businesses (Adegbola, 2016). This implies that money and monetary policy only matter to an extent. 
Therefore, the monetary policy of interest reduction of the CBN may not stimulate investment in Nigeria and may even lead to poor performance of DMBs since, of course, the profit expectation of DMBs may be low with persistent falling interest rate. However, this is with the exception of DMBs investment in bonds. 
2.1.5 Relationship Between Monetary Policy And Performance
The overall aim of the Monetary Policy is to set monetary policy targets that would ensure low and stable inflation, encourage growth, support long-term sustainability of public debt through stable interest rates and, by enhancing financial access within the economy, contribute to lowering the cost of doing business (MPS, 2014). The CBN through, Open Market Operations (OMO), buys and sells eligible securities to regulate the money supply and the credit conditions in the economy. OMO can also be used to stabilize short-term interest rates. When the Central Bank buys securities on the open market, it increases the reserves of DMBs, making it possible for them to expand their loans which increase the money supply. This means that (DMBs) can expand their loan book and thus increase in their profits. 
The MPR is the lowest rate of interest charged on loans to DMBs by the CBN. The level of the MPR is reviewed and announced by the Monetary Policy Committee (MPC) at least six times in a year. Its changes, both in direction and magnitude, signal the monetary authority’s monetary policy position. An increase in the MPR signals an increase in DMBs’ lending rates hence a tightening of DMBs’ loan books which is expected to reduce DMBs’ profitability. 
The CRR is the proportion of a DMBs’ deposit liability which must be deposited at CBN. These deposits are held in the CRR Account at no interest. A reduction in the CRR releases liquidity thus enhancing the capacity of DMBs to expand credit. This then is expected to increase interest income to the banks and hence increased profitability and lead to improved performance. Any increase in the CRR by CBN will tighten DMBs’ liquidity and could also dampen demand-driven inflationary pressures. 
Monetary stability enables organizations to achieve high levels of financial performance because of the stable prices. However, Caruana (2005) maintained that having stability in monetary policy is not a guarantee that there will be no financial stress in the economy. He submitted that there are occasions when some developments in the financial sector may lead to financial stress and subsequent poor financial performance even with a stable monetary policy. 
· Capital Adequacy
Capital is the amount of equity and long-term debts which support a bank’s business and act as a buffer in cases of adverse situation that may affect the financial institutions. Capital adequacy indicates the measurements of banks financial strength. It has to do with the level of capital required by banks to able to withstand risks which cut across credit Market amd operational, political, business, etc., that banks are exposed to in order to absorb the potential loses and protect the banks, from failing capital adequacy on overall use of financial leverage in the bank and it can be viewed as the capital position loses uncured by them (Muhammad and Hashim, 2015).
The adequacy of capital is measured using the capital adequacy ratio (CAR). Capital adequacy ratio shows the internal strength of the bank and its ability to withstand losses during crisis. Capital adequacy ratio is directly related to the resilience of the bank to crisis situation. It has also a direct effect on the profitability of banks by determining its expansion to risky but profitable ventures or area (Mulwa,2015). In Nigeria, DMBs CAR is expected to be minimum of 10%.
· Asset Quality 
Asset quality takes into account the performance of assets, especially loans made by the bank (Muhmad and Hashim, 2015). In the banking industry, the importance of asset quality cannot be overstressed, as the value of assets can decline quickly if the risk assets are high risk ones that can become impaired as a result of loan given to a high-risk customer. Asset quality affects profitability of a bank in no little measure. For instance, provision for bad loans affects profit and by extension, the performance of the bank. On the contrary, a bank with a relatively better-quality assets performs better than a bank with bad quality asset. 
According to Teck (2000), asset quality is affected by the degree of asset diversification, the size and duration of loans, the growth of loan portfolios, quality of collateral backing for each loan, the presence of directed or policy lending, and related party lending; therefore, the highest risk facing a bank is the losses that arise from non- performing loans.
· Management Competency
Management competency plays an important role in determining bank performance. It is a pre-condition for the growth and success of any banking institution. Good management practice can result in stable profit. 
The capability of the management to deploy resources efficiently, income maximization, reducing operating costs can be measured by financial ratios. One of the ratios used to measure management quality is operating profit to income ratio (Sangmi and Nazir, 2010). The higher the operating profits to total income (revenue) the more the efficient management is in terms of operational efficiency and income generation. The other important ratio that proxy management quality is expense to asset ratio. The ratio of operating expenses to total asset is expected to be negatively associated with profitability (Mulwa, 2015). 
· Earnings Quality 
Earnings quality of an institution depends on the institutional effectiveness and efficiency of assets and liabilities management. The rise of earnings performance should inspire confidence among depositors, investors, creditors, and the public. The ability to support present and future bank operations depends on the profile of the earnings and profitability (Mulwa, 2015).
Liquidity Management 
Liquidity refers to a bank's ability to meet depositors’ withdrawals, maturing liabilities and loan requests without delay (Teck, 2000). Thus, liquidity is of immense importance to any bank, as the lack of liquid capital can lead to a bank run. On the contrary, excessive liquidity means less profit since money becomes unnecessarily idle. The liquidity aspect of CAMEL examines the liquidity risk and interest rate risk. Liquidity risk is concern with meeting the present or future cash flow needs without affecting daily operations while interest rates affect the earnings from a bank’s capital markets business segment. If the exposure to interest rate risk is large, then the bank’s investment and loan portfolio value will be volatile. 
In Nigeria, based on CBN prudential guideline, the threshold for liquidity ratio of DMBs is currently at 30%. This rate is to enable the banks to be able to perform optimally as well as avoid any form of bank runs which is common with poor liquidity management.


Instruments of Monetary Policy 
One of the primary functions of the central bank of Nigeria (CBN) is to formulate and execute monetary policy to promote monetary stability and a sound financial system (Okpani, 2009). Monetary policy guides the central bank’s supply of money in order to achieve the objectives of price stability (or low inflation rate), full employment, and growth in aggregate income. This is necessary because money is a medium of exchange and changes in its demand relative to supply. To conduct monetary policy effectively, the central bank adjusts the monetary aggregates, the policy rate or the exchange rate in order to affect the variables which it does not control directly. The instruments of monetary policy used by the central bank depend on the level of development of the economy, especially the financial sector. These instruments could be direct or indirect (Adegbola, 2011). 
Direct tools of monetary policy involve the use of quantitative monetary control such as open market operation (OMO), credit celling, credit rationing and stator liquidity ratio to control the amount of money in circulation. It also refers to the direct relationship between   monetary policy instrument and the policy objective. The direct policy instrument are use to set limit price and/or quantity variables such as interest rate and the sectorial allocation of credit 
Qualitative Tools of Monetary Policy
Qualitative tools of monetary instrument refers to the measures adopted by the central bank or monetary authorities to regulate and control the money supply and credit conditions in economy. It influence the money market operation by the central bank. The adoption of indirect instrument of monetary policy control become wider spread in late 1970s, when industrialized countries began to migrate towards the introduction of market mechanism for monetary policy implementations.
Indeed, the adoption of indirect monetary policy instrument indicate the transition towards an enhanced role for price signals as a major indicator in the economies. In addition, the increasing adoption of indirect instrument in most economies serve to compliment the growing wave of current account convertibility amongst countries. Increasing openness and subscription to market principle has made direct instruments increasing effectively.
Fiduciary or paper money is issue by the central bank on the basis of computation of estimated demand for cash. To conduct monetary policy some monetary policy variables which the central banks controls are adjusted a monetary aggregate, on interest rate of exchange rate in order to effect the goals which it does not control.
The instrument of monetary policy used by the central bank depends the level of development of the economy, especially it’s banking sector.

The Common Instrument are discuss below:
· Moral Suasion: Moral suasion involves informal communication of persuasion by central bank to influence the lending behavior of banks. It can be used to encourage or discourage certain lending activities or behavior of banks.
It is a non-binding tools that relies on cooperation and goodwill of banks. The central bank may use moral suasion to encourage banks to adopt certain policies or practices that align with monetary objectives. for instant during period of inflationary pressure, the central bank may or increase interest rate to curb excess credit growth.
· Credit Celling: The central bank can issue guidelines to banks regarding the sectors or activities to which credit should be directed or restricted. This helps to allocate credit in line with the government economic objective .for example, the central bank may encourage banks to increase lending to small and medium-sized enterprise (SMES) to support economic growth and job creation by influencing credit allocation, these guidelines can shape the composition of banks portfolios and impart the risk profile and profitability of banks.
· Credit Rationing: (CBN) fixes a celling (maximum limit) a loan and advances of various categories, which the commercial banks cannot exceed.
This control the amount of credit for certain sectors and ensures that all sectors get adequate credit. This is required for inclusive growth of all sectors of the economy.
· Changing Margin Requirement: Margin the amount that has to be contributed by the borrower for availing any loan. The full amount of the loan is not given; rather the borrower
   If the margin is high, then off-take the loan is low and vice-versa.   (CBN) controls credit by fixing high margins. This aimed to restrict the use of credit for purchasing securities by speculators.
· Credit Ceillings: The central banks can set limits on the amount of credit that banks can extend to borrowers. This tools helps in regulating the growth of credit and prevent excessive lending.
2.3	Empirical Review 
This section presents empirical review on monetary policy and financial performance as seen in developed economies and developing economies. 
2.3.1 Developed Economies
Nasserinia et al., (2014) conducted a study on the main factors determining the performance of commercial banks in Japan. The focus of the study was on bank-specific characteristics, market variables and macroeconomic variables covering the period of the global financial crises. The study adopted net interest margin as a measure of performance. The results of the study reveal that although money supply has a negative and significant impact, but bank size has an insignificant positive impact on the performance of commercial banks in Japan. Borio, Gambacorta & Hofman (2015) carried out a study on the link between monetary policy and banks’ profitability of 109 big international banks in 14 major cities of developed economies between 1995 to 2012 and adopted a non-linear approach. The objective of the study was to investigate the effect of interest rate changes on all key elements of profit and loss account which include: net interest income, non- interest income and bank loss provisions as well as the overall profitability using Return on Asset as a proxy for performance. The result was quite revealing as it shows a significant positive relationship between interest rate and profitability of banks. Also, the result reveals that high interest rates enhance banks profitability which can be attributed to the idea that interest rate charged by banks determines their profit on a particular loan given by banks. 
Kumar,et al(2020), investigated the relationship between monetary policy and bank profitability in New Zealand using the generalized method of moments (GMM) estimator from 2006 to 2018. The result suggests that an increase in short-term rate leads to an increase in the profitability of banks, while an increase in long-term interest rates reduces bank profitability and are all statistically significant. Their result is consistent with that of Borio, Gambacorta & Hofman (2015). The study of Albertazzi et al (2009), who used aggregate data for the banking sector in 10 OECD countries found that there exists 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. Bikker and Vervliet (2018) also found a negative relationship between long-term interest rates and bank profitability in the United States.
2.3.2 Developing Economies 
Coming to less advanced economies, the impact of monetary policy is not the same as that of the advanced economies, largely due to undeveloped markets and relevant monetary policy instruments. Here, Okpani (2009), carried out his investigation on the impact of monetary policy on bank performance, covering the period 1980-2006. He measured bank performance using the total external assets of all commercial banks in Nigeria, while the cash reserve ratio (CRR), liquidity ratio (LR), interest rate (IR), minimum rediscount rate (MRR) and treasury bills rate were used to represent the instruments of monetary policy; adopting the multiple regression model; his finding shows the existence of relationship between monetary policy instruments and bank external assets. However, only the cash reserve ratio and minimum rediscount rate have significant impact on the external assets of commercial banks He concluded that monetary authorities need to pay more attention to the use of, cash reserve ratio and minimum rediscount rate as measures towards helping both the banks and the economy to grow. A similar study was conducted on the effect of monetary policy instruments on performance of banks in Nigeria by Ajayi and Atanda (2012). The research focused on the period 1980 and 2008 and the Engle-granger two-step co-integration approach was adopted. The result of the study reveals that cash reserve ratio (CRR) had a significant negative impact on banks’ performance in Nigeria and the impact of inflation rate was positive but insignificant. 
Ndugbu and Okere (2015), conducted a study on monetary policy and the performance of deposit money banks in Nigeria, between 1993 to 2013. The findings from the OLS (Ordinary Least Squares) show that bank lending rate (LR) had an insignificant relationship with the performance of deposit money banks in Nigeria, while only the cash reserve ratio (CRR) that was significant. Similarly, Ekpung, Udude & Uwalaka (2015) investigated the impact of monetary policy to ascertain the factors that affect the banking sector’s performance using bank’s deposit liabilities as proxy for bank performance and Exchange Rate (EXR), Deposit Rate (DR) and Minimum Discount Rate (MDR) were used as proxies for monetary policy. Results showed that overall; monetary policy had a significant effect on the banks deposit liabilities. However, the Deposit Rate (DR) and Minimum Discount Rate (MDR) had a negative influence on the banks deposit liabilities, whereas Exchange Rate (EXR) had a positive and significant influence on the banks deposit liabilities in Nigeria. They concluded that monetary policy in Nigeria plays a vital role in influencing the rate of banks’ deposits and performance.
This study findings will be more revealing as it presents a more reliable information on the impacts of monetary policy on the performance of DMBs in Nigeria. While most of the literatures reviewed showed the usage of different variables and methods to model the impact of monetary policy on banks’ performance, this study made used of panel data regression model which is considered more appropriate for this type of study (Andreas, 2001; Alessandri et al, 2012, Thanh, Ngoc, & Thu-Le, 2017; and Kimani, 2018). The study also proxied monetary policy with four variables such as cash reserves ratio (CRR), money supply (M2), monetary policy rate (MPR) and inflation rate with one moderating variable (total asset); return on equity (ROE) is used as the indicator for performance. 





CHAPTER THREE
3.0	Research Methodology
3.1 Introduction 
In this chapter, the details of the methodology used in this study is provided. It covers areas such as the research design, target population, data collection instruments and data analysis used in the study. 
3.2 Research Design 
Cooper and Schindler (2009) defined research design as the blueprint for data gathering, measurement and its estimation in research. According to Rajendra (2008) a research design refers to the blueprint which guides on how data are collected and analyzed thereby bringing the importance of the research. 
The study adopted causal research design. Causal research design is employed in research to establish cause and effect on relationships among research variables. Therefore, causal research design was appropriate for this study as the study sought to determine the effect of monetary policy on the performance of deposit money banks (DMBs) as well as the moderating effect of bank size on the relationship between monetary policy and performance of commercial banks in Nigeria. 

3.3 Population of the study
Cooper & Schindler (2009) opined that a population refers to the total collection of objects or elements that are of interest to a researcher which will be used for making inferences. Therefore, the population of this study will include all the DMBs in existence between 2020 to 2024, which is also regarded as the scope of the study. Similarly, Mugenda and Mugenda (2003) submitted that when the population is small or when it is convenient to include the entire population in the study, census sampling is used. Furthermore, Kothari (2011) stated that the validity of data is guaranteed in a census study.
Since a sample is the part drawn from the population which should be the representative. We cannot carry out the research on the whole commercial banks in Nigeria then we restrict our research on Central Bank  of Nigeria Plc as the sampling eleventh. The research would have been best carried out in all the commercial banks but owning difficulties and problems such large population would be on Central Bank  of Nigeria Plc. 
3.4 SAMPLE SIZE
Creswell (2012), purposeful sampling means that to learn or understand the essential phenomenon, a researcher selects individuals and site intentionally.
In determine the sample size for this research work taro Yamani formula was used.
Thus n=    N
1+N (e)2
Where n = the desired sample size
N = the population under study
e =s accepted error limit (5%)
1 = constant
Then n = 180
1+180(0.05)2
n = 180 
1+0.45
n = 180
1.45   = 124
From this, it is decided that a total of 124 questionnaires were distributed to the staff and non staff of Central Bank  Kwara  State.


3.5 Method of Data Collection
To ensure the collection of relevant information for this study, the researcher used both primary and secondary instrument of data collection. The researcher carried out oral interview, which they met face to face with the respondents. The researcher also consulted written material by some researchers in the same field of study; some of these materials are textbooks, internet, journal written by CBN and Central Bank , financial standard and Central Bank  monthly and bi-annual review. Apart from these secondary methods used in data collection, the researcher also designed and distributed questionnaire, which was heavily relied upon by the researcher, because it is distributed and collected by them. The questionnaire distributed to respondents is divided into two sections (section A and section B). The section A is the preliminary section that gives the particular of the respondent. These particulars include the name, place of work/position and everything concerning the bank.
Section B of the questionnaire is the questionnaire question, which are based on monetary policy and its effect on bank profit. The section ask question like, when indirect monetary policies measures introduced was and the reason, what is monetary policy and measures used in indirect monetary policy. That is in the fill in question part of the section, which comprises of only four questions. The other part of the section is where the respondent is provided with some option with boxes to tick the answers, he or she thinks is correct or correspond with the question. This part of the section is designed with twelve questions, which includes. To what extent have monetary policy affects the profitability position of the bank under study, when liquidity ratio is increased, what will happen to the profitability of the bank under study and monetary policy measures in Nigeria, are they effective.
3.6 Method of Data Analysis
The analytical tools used in this research work are simple percentage, pie chart and bar chart, and the chi-square. The chi-square technique measures whether there has been any significant difference between the observed and expended frequency.
X2 = chi-square
Oi = observed frequency
ei = expected frequency
E = summation
Degree of freedom: this depends on the number of constraints impose on the data for instance; df: (r-1) (k-1)
r = no of rows in the table
k = no of columns in the table
Level of significance = L/s = 5%= 0.




CHAPTER FOUR
4.0 Data Presentation, Analysis and Interpretation
The researcher adopted a systematic approach in analyzing the data after collecting them. They examined the question covered in the questionnaire that were distributed among staff and non-staff of Central Bank  Kwara  state to evaluate the frequency of the response and what they reveal concerning the effect of monetary policy on banks profit in Nigeria.
4.1 Data Presentation
The answers to the research questions were analyzed using simple percentage, pie chart and bar chart. The calculation was done based on 88 successfully completed questionnaires.
Thus, we have Pr = Fo * 180
                                Tr
For pie chart we have Dr = Fe * 360
                                           Tr
Where: pr = percentage of response
Dr = degree of response
Fo = frequency of each type of opinion
Tr = total number of respondents
In all conclusion where drown from the opinion of the model class of the sample representing the majority.
4.2 Analysis of The Questionnaire
Table 4.2.1: monetary policy measures in Nigeria, are they effective.
	Opinion
	Response
	% Of response

	Yes
	59
	67

	No
	29
	33

	Total
	88
	100


Researchers Computation 2025
The table 4.2.1 above reveals that monetary policy measures in Nigeria are effective. This is so because out of 88 questionnaires successfully completed, 67% of the respondent agrees with the view, while 33% of the respondents disagree with the view.
The analysis is illustrated with the chart
Yes = 59 x 360
          88     1          = 241o
No = 29 x 360
         88    1          = 119o

Table 4.2.2: how is x banks responding to these monetary policy measure in Nigeria.
	Opining
	response
	% Of response

	Positively
	82
	93

	Negatively
	6
	7

	Total
	88
	100


Researchers Computation 2025
The table 4.2.2 reveals that banks have been responding positively to monetary policy measures in Nigeria. This is so because out of 88 computed questionnaires, 93% of the respondents affirmed that banks have been responding positively to the above question while 7% of the respondents, disagree with the view.

The analysis will be illustrated with pie and bar chart.
Positively = 82 x 360
                  88       1   = 335o
Negatively = 6  x    360
                   88      1    =25o

Table 4.2.3: loan and advances have contributed more to banks profitability position.
	Opinion 
	Response 
	% Of response

	True 
	50
	57

	False 
	38
	43

	Table 
	88
	100


Researchers Computation 2025
Table 4.2.3 about shows that 57% of the respondents are of the opinion that loan and advances have contributed more to banks profitability position while 38% of the respondents are against the opinion. This illustration shows that the major profits made by banks are from loan and advances.
The analysis is illustrated with pie and bar chart.
True = 50 x 360
           88     1      =2050

False = 38 x 360
            88      1    =1550

Table 4.2.4: Do monetary policy measures has anything to do with banks handle their advancing of loan.
	Opinion 
	Response 
	% Of response

	Yes 
	88
	100

	No 
	-
	-

	Total 
	88
	100


Researchers Computation 2025
Table 4.2.4 above shows that the whole respondents affirmed that monetary policy measures have control over the way banks advances loans, which reveal that monetary policy measures have something to do with the way banks handle their advocating of loans. 

Yes= 88 x 360
        88      1     =3600

4.3 Testing Of Hypothesis
To test the hypothesis formulated from the objective of the study the researcher used the chi-square method. The use of chi-square is to ensure accuracy and reliability of data analyzed as it is to text for capability of two set of distribution observed and expected distribution.
Thus x2 = E (0i – e)2
                      ei
where x2 = chi-square
0i              = observed frequency
ei              = expected frequency
E               = summation
Operation assumption
Level of significance (I/s) = 5% =0.05
Degree of freedom (D/E) = (r-1) (k-1)
Where r = row
K = column
Note: ei = 0i/r
Decision Rule 
If the critical value of the chi-square is higher than chi-square. We accept null hypothesis (Ho), otherwise we reject it and accept Hi:
Hypothesis 1
Ho: monetary policy measure in Nigeria is not effective.
Hi: monetary policy measure in Nigeria is effective.
Table 4.3.1. Monetary policy measures in Nigeria are they effective.
	Opinion   
	Response
	% Of response

	Yes
	59
	67

	No
	29
	33

	Total
	88
	100


Researchers Computation 2025
To calculate x2 ei
Ei =oi   = 88
2     2       2         =44
Table 4.3.1: observe and expected frequency
	Opinion
	Oi
	Ei
	(ei-ei)
	(oi-ei)2
	(oi-e)2
Ei

	Yes
	59
	44
	15
	225
	5.1

	No
	29
	44
	-15
	225
	5.1

	Total
	
	
	
	
	10.2


Researchers Computation 2025
To find x2 from the table:
O/F = (r-1) (k-1)
= (2-1) (2-1)
L/S = 5% = 0.05
Then with 0.05 L/S and OIC from the x2 = 3.8416
Decision Rule
Since the calculated value of x2 is greater than the table value 2x2, we reject the null hypothesis and the alternative hypothesis is accepted.
The text implies that monetary policy measures in Nigeria are effective.
Hypothesis II
Ho: there is no significant relationship between monetary policy and commercial banks profit through loan and advances.
Hi: there is significant relationship between monetary policy and commercial banks profit through loan and advances.
Table  4.3.2: Dose Qualitative tools of monetary policy effective in controlling the credit condition in the economy.
	Opinion
	Response
	% of response

	True
	54
	61

	False
	34
	39

	Total
	88
	100


Researchers Computation 2025
To calculate x2
ei = oi  =   88
2         2     2      = 44


Table 4.3.2: observed frequency and expected frequency
	Opinion
	Oi
	Oi
	(oi-ei)
	(oi-ei)2
	(oi-ei)2
ei

	True
	54
	44
	10
	1000
	2.27

	False
	34
	44
	-10
	100
	2.27

	Total
	88
	88
	
	
	4.54


Researchers Computation 2025
To find x2 from the table
D/F = (r-1) (k-1)
= (2-1) (2-1)
= 1
L/S= 5% = 0.05
Then with 0.05 L/S and D/E from the table x2 = 3.8416.
Decision Rule
From the analysis, the calculated value of x2 is greater than table value of x2 we accept Hi and reject null hypothesis.

CHAPTER FIVE
5.0 Summary of Finding, Conclusion and Recommendations
5.1 Summary of Finding
The following findings were made after the data collection had been presented and analyzed from the first analysis the researcher made, it was discovered that monetary policy measures in Nigeria, are effective and has been affecting the profitability position of Central Bank  Nigeria plc. Especially Ilorin Kwara state.
From the study, it was discovered that male respondent indicated outnumbered the female in the organization under study (i.e., Central Bank Nigeria plc. Ilorin kwara State). This reason for this as discovered by the researcher was because of this kind of task, which requires much efforts, it was also noted from the study that majority of the respondents indicated that they are married. Even though that there are some respondents who indicated that they are single but what was observed by the researcher was the unmarried respondents were very small in number.
From the second analysis it was discovered that bank in their daily business of banking respond positively to various monetary policy measures in Nigeria, most especially the bank under study (i.e., Central Bank Ilorin kwara State.) it was noted from another analysis that the central bank of Nigeria (CBN) use qualitative tools of monetary policy such as credit celling to set limit on the amount of credit commercial bank extend to borrowers.
In another analysis it was noted that in any business engage in by Central Bank , that the monetary policy is there to guide and direct on how the business will be handle. Even if the business is to give out loan or to advance loan the monetary policy has a requirement (i.e) the amount that has to be contributed by borrower availing the loan.
Finally, the researcher also discovered in their finding that when liquidity ratio is increased, the profitability position of Central Bank  will reduce, because when liquidity ratio is increased there will be little or no loanable fund in the bank, and when there is no money to lend and make more profit it means that the profit margin is reduce.
5.2 Conclusion
In the course of study, the researcher examined the contributions of central bank to the development and effective operation of banking industry.
The researcher through restricted their study to Central Bank , but made some reference on the activity of other commercial banks. The researcher examined the numerous ways in which the profit made by banks can be affected by monetary policy and the way commercial banks respond positively to the monetary measures in Nigeria. The general conclusion that emerges from this study is that monetary policy measures that are recently adopted in Nigeria is controlling the volume of commercial banks credit and also the profit that will be made from the available credit. 

5.3 Recommendations
As a result of the finding of study, the researcher was inclined to make the following recommendations as regards the importance of loan and advances and profit making to any bank, proper management is needed in order to avoid liquidation, but keep efficient banking process.
· For effective operation of monetary policy measures in Nigeria, the central bank of Nigeria (CBN) should be granted full autonomy on its monetary functions. It is also in this that appropriate measures could be adopted in view for the development of financial markets.
· To create effective policy in the financial market, policy should be made more public so that any areas of the banking sector should be informed on the new banking measures.
· Another aspect that will help to develop, our banking sector today, is that the central bank should be strong in executing policy to enable the financial market know the type of law that is biding them, because a policy without a execution remains a floating policy. So for this it can achieve the main desire of its objective.
· The central bank of Nigeria should also carry out industrial training, i.e. to teach other financial houses on the right ways to attend to their customer so the individual could be encourage to keep their assets with them, because they contribute to fund available for loan by the deposits they kept with the bank, which they normally lend out and make more profit.
· The central bank(CBN) should make sure they monitor the commercial banks and set right all the qualitative tools so that they can control the credit supply in the economy effectively.
· They should be room for competition between old and new generation banks.
· The appropriate reserve deposit should be fixed for some period so as to guide customers who wish to go in for withdrawals.
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