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CHAPTER ONE
INTRODUCTION
1.1 	BACKGROUND OF THE STUDY
First Bank Plc was established in 1894 with the primary function of regulating stock of money in a way to promote social welfare (Ajavi. 2019), This unction is tied to the use of monetary policies which aim to achieve core macroeconomic objective of full-employment equilibrium, rapid economic growth. Price stability, and external balance (Fasanya et al, 2013: Adesoye et al. 2014). Thus, inflation targeting and exchange rate policy have dominated First Bank's monetary policy focus based on supposition that these are vital tools of achieving macroeconomic stability (Aliyu and Englama, 2019).
The economic conditions that influenced monetary policy before 1986 were mainly dominated by the oil sector, the increasing role of the public sector in the economy and over-reliance on the oil sector. In order to maintain price stability and a healthy balance of payments position, monetary authority relied on the use of direct monetary instruments such as credit ceilings, selective credit controls, administered interest and exchange rate, as well as the recommendation of cash reserve requirements and special deposits. The use of market-based instruments was not viable due to the underdeveloped nature of the financial markets and the deliberate restraint on interest rates (Ajayi, 2019).
After 1986. with the First Bank amended Act, the apex bank assumed full autonomy and discretion in the conduct of monetary policy and consequently, the focus of monetary policy during this period shifted considerably from growth and developmental objectives to price stability (Adeoye, et al. 2014). However, Ebiringa, et al. (2014) conceded that monetary policies implemented lately in Nigeria have been designed in last tracking economic reform programmes with the aim of providing favorable financial system infrastructure and environment to support sustainable economic growth. The most widely use instrument of monetary policy was the issuance of credit rationing guidelines, which basically set the rates of change for the components and aggregate commercial bank loans and advances to the private sector. The sectoral allocation of bank credit in First Bank guidelines was to induce the productive sectors and thereby arrest inflationary pressures. The setting of interest rates at reasonable levels was done mainly to promote investment and growth. Periodically, special deposits were enforced to reduce the amount of free reserves and credit-creating capacity of the banks, Minimum cash ratios were stipulated for the banks in the mid-1970s on the basis of their total deposit liabilities, but since such cash ratios were usually lower than those maintained by the bank. they proved less efficient as a restraint on their credit operations.
In general terms, monetary policy refers to a combination of measures designed to regulate the value, supply and cost of money in an economy, in line with the expected level of economic activity (Okwu et al, 2011; Adesoye et al, 2012; Baghebo and Ebibai, 2014). For most countries, the objectives of monetary policy include price stability. maintenance of balance of payments equilibrium, promotion of employment and output growth, as well as sustainable development (Folawewo and Osinubi, 2006). These objectives are necessary for a nation to attain internal and external balance, and the promotion of long-run economic growth (Imoughele, 2014).
The importance of price stability derives from the harmful effects of price volatility, which undermines the ability of policy makers to achieve other laudable macrocconomic objectives. There is indeed a general consensus that domestic price fluctuation undermines the role of money as a store of value, and frustrates investment and growth. Empirical studies (Ajayi and Ojo. 1981: Fischer. 1994) on inflation, growth and productivity have confirmed the long-term inverse relationship between inflation and growth.
With the achievement of price stability, the conditions in the financial market and institutions would create a high degree of confidence, such that the financial infrastructure of the economy is able to meet the requirements of market participants. Indeed, an unstable or crisis-ridden financial sector will render the transmission mechanism of monetary policy less effective, making the achievement and maintenance of strong macrocconomic fundamentals difficult. This is because it is only in a period of price stability that investors and consumers can interpret market signals correctly. Typically, in periods of high inflation, the horizon of the investor is very short, and resources are diverted from long-term investment to those with immediate returns and inflation hedges, including real estate and currency speculation. It is on this background that this study would investigate the effectiveness of the monetary policy in Nigeria with special focus on major growth components.
1.2 	STATEMENT OF THE PROBLEMS
The failure of the monetary policy in curbing price instability has caused growth instability as Nigeria's record of growth and development has been very poor. An examination of the summary of the long-term pattern reveals the following secular swings: 1965-1968 Rapid Decline (Civil War Years), 1969-1971 Revival, 1972-1980 Boom. 1981-84 crash, 1985 - 1991 Renewed Growth, 1992-2010 Wobbling. (First Bank, 2010).
Despite the various monetary policy systems adopted by the First Bank over the years. the menace of inflation to Nigeria's economic growth still persists Nigeria has experienced high level of instability in inflation rates. Since the early 1970's, the country have recorded more than three incidence of high inflation in excess of 30 percent. The high rate of inflation is associated with growth of money Supply, which was often in excess of real economic growth.
Furthermore, the dualistic nature of Nigeria financial and product market constitutes a major restriction in the formulation and efficient implementation of monetary policy. The informal sector in Nigeria accounts fora greater percentage of the GDP, thus the existence of a large informal credit market and exchange rate market in Nigeria has many consequences for the transmission mechanism of monetary policy. Furthermore, the payment system is a fundamental medium that connect the financial and the real sector of the economy. In Nigeria the payment system is primarily cash base and the prominence of cash for transaction purposes increases the level of money/currency in circulation which renders monetary control difficult. In the light of the above therefore, this study intends to subject these issues to empirical examination in order to evaluate the effect of government monetary policy on banking industries and economic growth in Nigeria.
1.3 	RESEARCH QUESTIONS
· How does fiscal policy affect banking industry in Nigeria?
· What is the impact of government monetary policy on economic growth on First Bank Plc?
· What extent has monetary policy has gone a long way in stabilizing interest rate?


1.4 	OBJECTIVE OF THE STUDY
The main objective of the study is to explore the Effect of Government Monetary Policies on Banking Industry in Nigeria, with a focus on First Bank Plc, Sawmill, Ilorin.
And the specific objectives are:
· To examine the effects of fiscal policy on banking industry in Nigeria
· To examine the impact of  government monetary policy on economic growth on First Bank Plc.
· To identify how monetary policy has gone a long way in stabilizing interest rate.
1.5 	RESEARCH HYPOTHESES
The hypotheses to be tested in the course of this research work are:
HO: 	Monetary policy instruments does not have significant effects on fiscal 	policy on banking industry in Nigeria
HI: 	Monetary policy instruments does not have significant impact on 	government monetary policy on economic growth on First Bank Plc.
H2:  	Monetary policy instruments does not have significant effect on how 	monetary policy has gone a long way in stabilizing interest rate.
1.6 	SCOPE OF THE STUDY
	The scope of the study focuses on the effect of government monetary policies on banking industry in Nigeria. These include banks profitability capitalization and liquidity. Our study on the effect of the monetary policy on the marco-economic variables in Nigeria shall be restricted to the period between 2013 to 2023.


1.7 	SIGNIFICANCE OF THE STUDY
This study will be of immense importance to the monetary authority in achieving macro-economic targets of price stability and a well sustained economic development. It will also be of great importance to financial institutions in carrying out macroeconomic goals of the country where they operate. This study will propose various ways through which regulatory authorities can influence interest rates and other monetary policy tools to attain their aspiration. It will provide an objective view of the effectiveness of the monetary policy in Nigeria;
Lastly. the suggestion in this research will offer recommendations to policy-makers on ways to make the Nigerian economy vibrant through the monetary policy.
1.8 	LIMITATION OF THE STUDY
The study shall be limited to the First Bank Plc Saw-mill, Ilorin on effect of government monetary policy on banking industry in Nigeria. The study of limited to definitions and policy instruments, advantages, problems and solution. This is because on attempt to base the study on all the banks in the country will be two cumbersome and the result will be beyond the scope of the project.
In carrying out this research work some of the problem that I faced with, it is; distance problem, access to data and information, financial constraint and the time limit for carrying out the studies.


1.9 	DEFINITION OF KEY TERMS
These are the definition of terms of the study. They are as follow:
BANK: Bank is a commercial institution which perform various financial activities e-g. accepting and handing of deposit of its customers.
INDUSTRY: Is the production of goods and services within an economy. The major sources of revenue of a group or company is the indicator of its relevant industry. When a large group has multiple sources of revenue generation. It is considered to be working in different industries.
MONETARY POLICIES: Monetary policies as all monetary decisions and measures irrespective of whether their aims are monetary or non-monetary and all non-monetary decision and measures aim at affecting the monetary system
EFFECTS: Are the result or an outcome of something.


CHAPTER TWO
LITERATURE REVIEW
2.1 	Preamble
Meaning of Monetary Policy
Monetary policy is a major economic stabilization weapon which involves measures designed to regulate and control the volume, cost, availability and direction of money and credit in an economy to achieve some specified macroeconomic policy objectives. That is, it is a deliberate effort by the money authorities (or Central Bank) to control the money supply and credit conditions for the purpose of achieving certain broad economic objectives. Basically monetary policy IS defined as a set goal to attain certain objectives oriented towards the growth and stability of the economy. These goals may include stable prices and low unemployment.
Johnson defines monetary policy "as policy employing central banks control of the supply of money as an instrument for achieving the objectives of general economic "policy. G.K Shaw defines it as any conscious action undertaken by the monetary authorities to change the quantity. availability or cost of money" Monetary policy according to Nwankwo (2019) can be de fined as measure or combinations of measures designed to influence or regulate the volume, price and direction of money and credit. He contended that money comprises of six different policies dealing with the volume of money and credit, its price or the rate of interest and its allocation.


2.2 	CONCEPTUAL REVIEW
2.2.1 	Definition of Monetary Policy
A more precise definition exists in Johnson view he says 'monetary policy is that policy employing central bank's control of the supply and cost of money as an instrument for achieving the objectives of general economy policy" as the exercise of central banks control over money supply as an instrument for achieving the objectives of general economic growthful employment and balance of payment equilibrium which broadly speaking are regarded as the objectives of economics policy. Monetary policies therefore is merely one of the several weapons which the authorities employ techniques have been properly employed in the Nigeria principally because of the under developed nature of our monetary and capital market. Although the use of specific deposit does not been used in Nigeria in the strict sense of the term although, bank have an occasion be obliged to make deposits with respect to some proceeds of indigenization awaiting participating overseas from customer of short falls in agricultural and residential housing loans.
Stabilization securities introduced in 1916 following the report of the anti-inflation task force was used more to encourage banks to contribution are to accept deposit as a quantitative instrument of controlling liquidity in the economy, while the cash reserves required of the banks were 9.5% in the 2005/2006 budget, the liquidity ratio has remained unchanged at 40%.
Finally moral suasion has been employed with limited effect, the really effective technique of monetary control since 1969 in credit guideline.


2.2.2 	Objectives of Monetary Policy
The objectives of monetary policy refer to the ultimate macroeconomic goals which can change from time to time, depending on the economic fortunes of a particular country. In Nigeria, the federal government has regulated the volume. flow of price and direction of money towards the attainment of a number of objectives such objectives includes:
Maintenance of relative stability in domestic prices.
Attainment of a high rate of or full employment.
Achievement of a high, rapid and sustainable economic growth.
Maintenance of balance of payment equilibrium.
Exchange rate stability.
2.2.3 	Instruments of Monetary Policy
The monetary policy instrument can be broadly be classified into two (2). The quantitative and the qualitative instrument are impartial tools which operators primarily by influencing the cost, volume and availability of bank reserve. This leads to regulation of the supply of credit but cannot be used effectively to the regulate the use of credit in particular areas or sectors of the credit market like Open Market Operations (OMO), discount rate policy, required reserve ratio reserve requirement and special deposits.
The qualitative instruments, these confers on the monetary authorities the power to regulate the terms on which credit is granted in specific sector like moral suasion. selective credit controls or guidelines and direct regulation of interest rate.


2.2.4 	Open Market Operation (OMO)
The major instrument of indirect monetary control in Nigeria is the OMO This was introduced at the end of June 1993 and is conducted wholly on Nigeria treasuring bills (NTBS) including repurchase agreements. These operations involve the sale or purchase of government securities in the open market depending on whether the economy is inflationary or deflationary respectively. The effect is that when the monetary authorities sell securities to the market banks reserve decline and when they buy banks reserves increases. In this way open market operations reduce or enhance the banking system's ability to create credit and hence monetary control in an economy with well-developed money and capital markets.
2.2.5 	Reserve Requirement (Reserve Ratio)
The reserve requirement otherwise known as the reserve ratio can be manipulated by monetary authorities to reduce the ability of commercial bank to make loans to the public by simply increasing the ratio and enhancing their leading position by reducing the rate. In this connection reserve requirement is both an instrument for liquidity management and prudential regulation. The reserve requirements are cash reserve ratio while the former is computed as apportion of the total deposit liabilities. The case reserve requirement is a very potent instrument and has been progressively increased from 6% in 1995 to 8% in 1997 and then to 12.5% in 2001.
Reserve requirement is one of the most powerful instruments of monetary control, if changes; the requirement reserve ratio changes the ratio by which the banking system can expand deposit through the multiplier effect. If the required reserve ratio increases it thereby reduces the liquidity position of the banking system.
Cash reserve requirement was first used to reduce excess cash holding by commercial banks. The commercial banks were required to maintain a minimum cash deposit with the central bank raging from 59% to 12% of their total demand deposit and time deposit on which they are paid interest rate below 2.5 percent.
2.2.6 	Discount Rate
The discount rate is the rate of interest the monetary authorities or the central bank change the commercial banks on loans extended to them. If the central bank wishes to increase liquidity and investment it reduces the discount rate. This in turn, reduces the interest rate charged by commercial banks thus resulting in attractive borrowing or low cost of borrowing and hence expansion in liquidity and instrument and vice versa.
2.2.7 	Selective Credit Controls
Selective credit controls or guidelines involve administrative order whereby the central bank, using guidelines, instruct banks on the cost and volume of credit to specified sector. This selective credit controls are example of the use of monetary policy to influence directly the allocation of recourse, indicating a lack of faith in the working of the free markets.
The aim of the flow of bank credit from speculative and other purposes to socially desirable and economically useful uses.
2.2.8 	Moral Suasion
This involves the employment of persuasions or friendly persuasive statements. Public pronouncement or outright appeal on the put of monetary authorities to the banks requesting them to operate in a particular direction for the realization of specified government objectives. For example, the central bank or the government may appeal to the banks to exercise restraint in credit expansion by explaining to them how excess expansion of credit might involve serious consequences for both the banking system and the economy as a whole.
2.2.9 	Monetary Policy Transmission Mechanism
Monetary policy transmission mechanism in Nigeria traces the relationship between changes in the supply of money and real variables such as output, employment, and prices of goods and services. These arguments have been discussed through different theoretical explanation as well as in different channels of transmission. For instance, changes in domestic demand influences current production levels, wages and employment. In the process, it leads to changes in domestic prices as well. Thus the authorities must have a good and reasonable assessment of the time and the effect of their monetary policies on the economy. Let us examine the various monetary policy transmission mechanisms as it affects Nigeria and the degree or the strength of the effects. The transmission mechanism or channels that will be discussed as it affects Nigeria are: interest rate channel, credit channel, exchange rate channels, asset price channel and inflation expectations channel.
2.2.10 	The Interest Rate Channel of Monetary Policy Transmission Mechanism
The traditional classical/Keynesian IS-LM explains how income could be raised by raising the level of investment which can only be done by reducing the cost of money both domestic and foreign in order to raise the demand for money. When the real cost of borrowing over all horizons increases, firms cut down their investment expenditure. Likewise, households who face higher real borrowing cost would scale down their consumption or (borrowing). This would reduce the aggregate demand, output and employment. This is so because the demand for money increases, when the cost of money or interest rate is low. Again, at such a low interest rate. investment will be raised because investors will be willing and keen to borrow due to the low cost of borrowing. Generally, when investment is raised, it means employment has risen which will lead to a rise in income through increases in output. Mishkin 1996 provided the following analogy such that Mir↓ →It-Y↑
Where:
M = Money Supply
ir = Real interest rate
I = Investment Spending
Y =Output
In his analysis as can be seen above, it is expansionary monetary policy that can lead to greater output, greater employment via greater investment vis-å-vis greater welfare of society.
In an empirical survey by (Taylor, 1995) revealed that the interest rate channel has a strong empirical evidence for substantial interest rate effects on consumer and investment spending. Evidence by European Central Bank (ECB, 2002) indicates that interest rate channel plays an important role in the transmission of monetary shocks. Accordingly, direct and indirect effects of interest rate changes which includes wealth and exchange rate effect on investment explains about 80 percent of the total response of output to monetary stocks after a lag by three years.
In a pass-through of policy rate researched by (Mohanty and Turner. 2008) revealed that most bank consider interest rale as the dominant channel of monetary policy transmission mechanism. In their work, interest rates explain a large part of the short and long run variation in output and inflation in Mexico. In another development, (Cotharelli and Kourelis, 1994) discovered that:
The pass-through of monetary policy changes is not the same across countries and structural parameters such as competitive structure of the market (costs of switching bank), individual bank policies in relation to market share, deposit structure, business cycle, credit risk and interest rate volatility make the pass-through incomplete. They found that interest rates are quite sticky in the short run and possibly also in the long run.
It has also been argued by (Angbazo, 1997, Hannan, 1997; and Corvoisier and Gropp. 2002), that: In less competitive markets, banks might act in a collusive manner and therefore, reach a new equilibrium, after a change in market rates. Added to this the degree of competition in the banking system affects the level of competition and therefore, the pass-through.
Another interesting aspect of most of these empirical analyses increases in banks competitions tend to narrow banks lending margin and it makes them more responsive to market rates which should increase the speed and the degree of the pass-through. The importance of the bank credit in monetary policy transmission mechanism has also been stressed and it is presented below:
2.2.11 	The Credit Channel of Monetary Policy Transmission Mechanism
The credit channel relates to bank lending and the bank balance- sheet transmission mechanism. It has direct bearing with commercial banks of a nation or financial intermediaries. It has been argued by (Rodriques, 1993) that: The behavior of the lending rate becomes less important if the demand for bank deposits is sufficiently elastic. An increase in Treasury bill rates will move deposits out of the banking system, thus affecting aggregate demand through the availability of credit, rather than through its cost.
The argument disregards that fact in many countries, bank have large buffer government paper that can be sold to counter the effects of deposit changes. Note that the lending mechanism of banks works through the supply of bank loans for investment purposes vis-à-vis employment and output growth. The rate of growth of a nation is also influenced by the actions of banks credit. But the dilemma here is that the tightening of monetary policy by the First Bank and elsewhere could reduce the supply of loans for small and medium sized bank-dependent business, which are compelled to search for new lenders so as to establish new credit relationships in order to better their investment scope.
Nigeria 1996 budget for instance raised hot argument that had to do with the issue of whether contractionary monetary policy was the way forward as federal government put in that year as the best way of fighting inflation. Since the policy aimed at reducing the quantum of money in circulation or the expansionary monetary policy as it was argued by the Manufacturers Association of Nigeria (MAN). since, they believed that it is only the expansionary monetary policy that will put more money in their hands for the expansion of their business through lower costs of borrowing so as to produce more goods and services (output) to be able to deal with the threat of inflation in the country. This is an interesting argument that is seen differently between banks on the other hand., and government on the one side.
Franco-Modigliani and Miller argued in their theorem that, banks lending will depend on banks financial structure and lending opportunities as well as on market interest rates. The effects of monetary policy on bank lending will therefore. depend on the capital adequacy of the banking sector. It should however be noted here that majority of the business investments in the west African subregion and in Nigeria in particular depends very largely on bank credits availability. Thus, the need to develop the credit activities of commercial banks to sustain this need cannot be over emphasized. Thus, the central bank should be able to influence the supply of loans through the use of monetary instrument positively to satisfy these needs. Firms however should not rely solely on borrowing money from the banks alone, but look inward by borrowing from the general public through bonds.
In research by (Blinder, 1992) who applied VAR analysis to U.S data examine the impulse response function of bank loans, securities, and deposits to positive innovation in the federal funds rate. The result was that:
An immediate decline in volume of securities and deposits and a delayed decline in the volume of bank loans following a monetary tightening.
Over a longer time span, there is a rebuilding of bank securities holdings and a further decline in loans, essentially matching the decline in deposits.
The general results were found to be consistent with the credit channel, since loans responded with the same lag as unemployment, to the monetary policy shock. Dabla-Norris and Floerkemair (2006) found in their research using VAR that: the transmission mechanism of monetary policy in America shows that for bank lending channel to work, a monetary policy must effectively limit banks ability to supply loans by reducing banks reserves. That the high excess reserves coupled with the ability to substitute bank reserves with alternative sources of investment funds made the banks unresponsive to contractionary monetary measures.
The balance-sheet channel simply imply that the shape of the marginal efficiency of invest (MEI) curve is a function of the dept-equity ratio in the economy and can be affected by monetary policy. It is believed that both distributional impact of monetary policy and small changes in interest rates impacts on investment.
2.3 	THEORETICAL REVIEW
Theories of Monetary Policy
There are several monetary policy theories. only a few will be discussed.
2.3.1 	The Classical Theory on Monetary Policy
Money according to the classicists is a veil. It is neutral in its effects on the economy. It simply affects the price level. An increase in the money supply leads to an increase in price level but the real income, the rate of interest and the level of real economic activity remain unaffected.
The relationship between money and the price level is explained in terms of the quantity theory of money. The classical quantity theory of money states that the price level is a function of the supply of money. Algebraically, MV=PT, where M, V, P and T are the supply of money, velocity of money, price level and the volume of transactions (or real output) respectively. The equation tells us that the total money supply MV equals the total value of output PT in the economy (Jhingan. 1997).
In this theory. the classical believes in long-run economy, where full employment is attained. They recognized the existence of unemployment in the event of downward rigidity of money wages. Such a situation could be corrected by an expansionary monetary policy. Suppose the monetary authority increase the money supply. given the velocity of money and the level of real output. with the income in the money supply. liquidity rises with the people who increase the demand for goods and services, this in turn raise the price level. The rise in price level reduces the real wage which provides incentives for employers to expand employment and output towards the full employment level.
2.3.2 	The Keynesian Theory on Monetary Policy
In the Keynesian analysis, monetary policy plays a crucial role in affecting economic activity. It contends that a change in the supply of money can permanently change such variables as the rate of interest, the aggregate demand and the level of employment, output and income. Keynes believed in the existence of unemployment equilibrium. This implies that an income in money supply can bring about permanent increases in the level of output.
This rise in supply of money, its first effect is on the rate of interest which tends to fall. Given the marginal efficiency of capital, a fall in the rate of interest will increase investment. The increased investment will raise effective demand through the multiplier effect thereby increasing income, output and employment.
What cause the rate of interest to change in the Keynesian monetary policy? The rate of interest is determined by the demand for and supply of money. If either the demand for money or the supply of money changes the equilibrium rate of interest would change. The supply of money is determined by the monetary authority which is normally fixed in the short-run. In other words, the money supply
curve is perfectly inelastic. The demand for money is the desire to hold cash for transaction, precautionary and speculative purposes. The speculative demand for money depends upon the rate of interest or bond prices. Thus Keynes believed on the basis of his experience that monetary policy operated under certain limitations upon which it effectiveness depend on first, if the increase in supply of money reduces the rate of interest provided the demand for money does not become infinite (i.e. Perfectly elastic), and second, the reduction in the rate of interest increases investment demand provided it is not inelastic to the rate of interest becomes ineffective.
2.4 	EMPIRICAL REVIEW
Several studies have been carried out by different scholars to explain how monetary policy influenced deposit money banks lending practices and activities. However, some of the well known studies are the ones which incorporated various monetary tools in analyzing the effect of macroeconomic stability on banks’ lending and activities. In a study carried out by Gertler and Gilchrist (1994) on how bank business lending responds to monetary policy tightening. Their study reveals that business lending does not decline when policy is tightened. They concluded that the entire decline in total lending comes from a reduction in consumer and real estate loans.
	However, Kashyap and Stein (1995) find evidence that business lending may respond to a tightening of monetary policy. They find that when policy is tightened, both total loans and business loans at small banks fall, while loans at large banks are unaffected. The differential response of small banks may indicate they have less access to alternative funding sources than large banks and so are less able to avoid the loss of core deposits when policy is tightened.
	In Italy, Gambacorta and Iannoti (2005) studied the velocity and asymmetry in response of bank interest rates (lending, deposit, and inter-bank) to monetary policy shocks (changes) from 1985-2002 using an Asymmetric Vector Correction Model (AVECM) that allows for different behaviours in both the short-run and long-run. The study shows that the speed of adjustment of bank interest rate to monetary policy changes increased significantly after the introduction of the 1993 Banking Law, interest rate adjustment in response to positive and negative shocks are asymmetric in the short run , with the idea that in the long- run the equilibrium is unique. They also found that banks adjust their loan (deposit) prices at a faster rate during period of monetary tightening (easing) (see Somoye and Ilo, 2009).
	Van den Heuvel (2005) in his study shows that monetary policy affects bank lending through two channels. They argued that by lowering bank reserves, contractionary monetary policy reduces the extent to which banks can accept reservable deposits, if reserve requirements are binding. The decrease in reservable liabilities will, in turn, lead banks to reduce lending, if they cannot easily switch to alternative forms of finance or liquidate assets other than loans.
	A study by Punita and Somaiya in 2006 on the impact of monetary policy on profitability of banks in India between 1995 and 2000 provided some dissenting evidence that lending rate has a positive and significant influence on banks’ profitability, which indicates a fall in lending rates will reduce the profitability of the banks. It was also found out that bank rate, cash reserve ratio and statutory ratio significantly affect profitability of banks negatively. Their findings were the same when lending rate, bank rate, cash reserve ratio and statutory ratio were pooled to explain the relationship between bank profitability and monetary policy instruments in the private sector.
	Amidu and Wolfe (2008) examined the constrained implication of monetary policy on bank lending in Ghana between 1998 and 2004. There study revealed that Ghanaian banks lending behaviour are affected significantly by the country’s economic also support and change in money supply. Their findings also support the finding of previous studies that the central bank prime rate and inflation rate negatively affect bank lending. Prime rate was found statistically significant while  inflation was insignificant. Based on the firm level characteristics, there study revealed that bank size and liquidity significantly influence bank’s ability to extend credit when demanded. A similar study was conducted for Ghana by Mohammed and Simon (2008). Somoye and Ilo (2009) investigated the impact of macroeconomic instability on the banking sector lending behaviour in Nigeria between 1986 to 2005. Their study revealed the mechanism transmission of monetary policy stocks to banks operation. The result of cointegration and Vector Error correction suggests a long-run relationship between bank lending and macroeconomic instability.
	This study will empirically analyze the effect of monetary policy on the deposit money banks lending in Nigeria with the intension of determining the influence of monetary policy instruments on deposit money bank loan and advances.
CHAPTER THREE
METHODOLOGY
3.1 	INTRODUCTION
The chapter entails the methods used by the researcher to further her information in writing the project which comprises of research design, population of the study, sample size and sampling technique, sources and method of data collection, instrument for data collection and techniques for data analysis.
3.2 	RESEARCH DESIGN
Research design adopted for the study in descriptive survey method, survey research as one in which a group of people or items is studies by collecting and analyzing data from a few people or items considered to the representation in the entire group.
3.3 	POPULATION OF THE STUDY
It targets population for this study comprised of (40) forty members of staff of First Bank Plc, Saw mill, Ilorin, Kwara state. It includes senior and junior staff.
3.4 	SAMPLE SIZE AND SAMPLING TECHNIQUE
The method of gathering information for this project is random sample Thirty-six (36) respondent used in the research adopt method of multiple stage technique for the interview.
3.5 	SOURCES AND METHOD OF DATA COLLECTION
Primary Data:
Primary data: this is the kind of study whereby the investigator is able to have direct personal contact with the object of the research and the useful information. The research uses oral interview and questionnaire method in collection of data.


3.6	INSTRUMENT FOR DATA COLLECTION
The primary instrument used in this collection of data in this project is questionnaire and interview. The interviewers was afforded the opportunity to make personal contact with the choice sample chosen for the purpose of this project. The
interviewer was of the opinion that asking clearly flexible and tremendous questions from the sample chosen will be of tremendous assistance to the success of this project. The interviewer went as far as allowing the respondent to respond in the language they understand best and which they are masters of. This is in a bid to facilitate greater response that will enhance adequate and relevant data to be given through the respondent particularly the rate workers and the revenue collectors.
3.7 	TECHNIQUES FOR DATA ANALYSIS
Data analysis focus the bedrock of any research by focusing on testing the hypothesis for the research to determine whether to accept or reject the hypothesis. Data analysis comes after collection of data for careful analysis to bring out meaning out of team with statistical manipulation.
	Chi – square (x2) list will be used to estimate the hypothesis upon which appropriate decision will as follows;
	Chi – square (x2) = ∑ (o-e)2
	Where O = Observed value
		e = expected value
		∑ = Summation
		X2= Chi – square
Decision Rule
	The decision rule is to accept null hypothesis if x2 calculated format is less than x2 table format and vice versa.
CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION
4.1	INTRODUCTION
	This chapter presents and analyses the data obtained through the administered questionnaire. Out of the 40 copies of the questionnaire administered, 36 were retrieved. This high response rate of 95.9% is good for the study. These retrieved copies were used for the analyses and results presented thereof. The respondents characteristic and classifications data are presented in one composite table for easy appreciation. This composite table style of data presentation was adopted for the purpose of clarity and easy understanding of related variables.
4.2	RESPONDENTS CHARACTERISTIC AND CLASSIFICATIONS 
	This section presents and discusses the demographic characteristics of the respondents (gender, occupation and educational qualification) and their responses to other questions in the questionnaire. The respondents were mostly male (over 70%) and they have varying degrees of education ranging from no formal education to above secondary school education. In addition to this is the fact that most of them (94.7%) own a radio and the frequency of listening was quite encouraging (83% for daily listeners), underscoring the fact that one does not have to possess any form of formal schooling to be a beneficiary of the medium of radio.40 questionnaires were administered to the respondents out of which 36 were returned and found usable thus there was a 95.9% valid response rate.60% of the respondents are traders, 30% are engaged in farming, while the remaining respondents are either students or unemployed.


TABLE 4.1.1: 	GENDER DISTRIBUTION OF THE RESPONDENT
	Option
	Frequency 
	Percentage (%)

	Male
	26
	72.22

	Female 
	10
	27.77

	Total
	36
	100


Source: Field survey. 2025
The table above shows that 72.22% representing 26 respondents were male, while 27.77% representing 11 respondents were female. This shows that most of the respondents were females. 
TABLE 4.1.2: 	AGE DISTRIBUTION OF THE RESPONDENT
	Option
	Frequency 
	Percentage (%)

	18 – 25
	22
	61.11

	26 – 35
	7
	19.44

	36 – 45
	6
	16.66

	46 and above
	1
	2.77

	Total
	36
	100


Source: Field survey. 2025
The above table shows that 61.11% representing 22 respondent fall within 18-25 years, 19.44% representing 7 respondents fell within the age of 26 – 35 years, 16.66% representing 6 respondents fall within the age 36 -45 years, 2.77% representing 1 respondent fell within the age of 46 years and above.


TABLE 4.1.3:		RELIGION
	Option
	Frequency 
	Percentage (%)

	Christianity
	22
	61.11

	Islam
	14
	38.88

	Total
	36
	100


Source: Field survey. 2025
In the above table it is seen that 61.11% of representing 22 respondents were Christian, while 38.88% representing 14 respondent were Islam.  This shows that a good number of the respondents are Christian.
TABLE 4.1.4: 	MARITAL STATUS
	Option
	Frequency 
	Percentage (%)

	Single
	23
	63.88

	Married
	9
	25

	Divorce
	4
	11.11

	Total
	36
	100


Source: Field survey. 2025
In the above table it is seen that 63.88% of representing 23 respondents were single, 25% of representing 9 respondents were married while 11.11% representing 4 respondent were Divorce.  This shows that a good number of the staffs are either single or married.


TABLE 4.1.5: 	EDUCATIONAL LEVEL
	Option
	Frequency 
	Percentage (%)

	Only Primary
	3
	8.33

	Only Secondary
	7
	19.44

	Tertiary
	26
	72.22

	Total
	36
	100


Source: Field survey. 2025
The above table indicates that 8.33% representing 3 respondents were primary school certificate holder, 19.44% representing 7 respondents were O’level certificate holders while the remaining 72.22% representing 26 respondents were tertiary certificate holding.
TABLE 4.1.6: 	OCCUPATION
	Option
	Frequency 
	Percentage (%)

	Students
	29
	80.55

	Traders
	2
	5.55

	Media Personal
	1
	2.77

	Civil Servant
	2
	5.55

	Unemployed
	2
	5.55

	Total
	36
	100


Source: Field survey. 2025
The above table shows that 80.55% representing 29 respondents are students,   5.55%   representing   2 respondent   are traders, 2.77% representing 1 respondents are media personal, 5.55% representing 2 respondents are civil servant while 5.55% representing 2 respondents are unemployed.
4.3 	PRESENTATION AND ANALYSIS OF DATA ACCORDING TO 	RESEARCH QUESTIONS OR RESEARCH HYPOTHESES
Table 4.3
Key: 	Inflation Rate, Exchange Rate, Interest Rate, Liquidity Ratio,
	Cash Reserve Ratio
	YEAR 
	INFR
	EXR
	INTR
	LQR
	CRR

	2013
	14
	134.03
	21.32
	50.9
	10.6

	2014
	15
	132.37
	17.98
	50.5
	10

	2015
	17.9
	130.6
	18.29
	50.2
	8.6

	2016
	8.2
	128.27
	21.32
	55.7
	9.7

	2017
	5.5
	125.88
	20.48
	48.8
	4.2

	2018
	11.6
	118.86
	19.15
	44.3
	3.3

	2019
	12
	145.86
	17.85
	40.9
	3

	2020
	13.7
	148.46
	16.3
	30.6
	1.3

	2021
	10.8
	150.48
	17.18
	23.3
	1.5

	2022
	12.2
	155.02
	17.9
	29.9
	4

	2023
	8.4
	165
	12
	32
	8


Source: Field survey. 2025


4.4 	ANALYSIS OF OTHER DATA
Table 4.4 	Analysis of Stationarity (Unit Root) Test
	Variables
	ADF-STATISTICS STATISTIC
	CRITICAL VALUE @ 5%
	ORDER OF INTEGRATION

	INFR
	-3.152070
	-3.004861
	Stationary at First Difference

	EXR
	-4.878399
	-2.981038
	Stationary at First Difference

	INTR
	-4.955449
	-2.986225
	Stationary at First Difference

	LQR
	-5.603209
	-2.981038
	Stationary at First Difference

	CRR
	-4.138110
	-2.981038
	Stationary at First Difference


Source: Field survey. 2025
The Table above shows the analysis of the Unit Root Test
Unit Root Test: Since carrying out regressions on non stationary time series data would lead to spurious regression outcomes, we employ the widely used Augmented Dickey-Fuller (ADF) test (Dickey and Fuller, 1979) to ascertain the stationarity of the data. The econometric views (E-views package was employed) to carry out the regressions. The unit root result above confirms the absence of unit root in the data set employed in this analysis. Both the dependent variable (INFR) and the independent variables (EXR, INTR, LQR and CRR) are stationary at first difference.
4.5 	TEST OF HYPOTHESIS
Johansen Cointegration Test
The cointegration test following the approach of Johansen and Juselius (1990) two likelihood ratio test statistics were utilized to determine the number of cointegrating equations in the model under the assumption of no deterministic trend in the data. Comparing the Maximum Eigen value and critical value at 5% significance level. indicates that there is a single cointegrating equation in the model as the test rejects the null hypothesis of no cointegrating equation and accepts that of at most one cointegrating equation. Therefore, the research concludes that a long run relationship exists between the variables. (see Table 4.3 below).
Table 4.3: Cointegration Test Result
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
Hypothesized 			Max-Eigen 		0.05
			Eigen 				Critical
No. of CE(s) 		value 	Statistic 		Value		Prob.**
None *			0.733145	34.34734	27.58434	0.0058
At most 1		0.513115	18.71293	21.13162 	0.1055
At most 2		0.166600 	4.738292	14.26460 	0.7744
At most 3		0.017775 	0.466310	3.841466	0.4947
The regression equation is estimated using the Vector Auto-regression Model
INFR-52.22799+1.13112CRR - 0.673235LQR+0.072555NTR-0.160419EXR+U
4.6 	SUMMARY OF FINDINGS
The adjusted R Squared indicates that the explanatory variables (Exchange rate. Cash Reserve ratio, and Interest Rate and Liquidity ratio) jointly account for 55.8% of the total variations in Inflation rate, whereas the remaining 44.2% of the variation is attributed to other factors captured by the inclusion of the Error term. Also, it certifies that the model is not over-fit.


From the results estimated, Cash Reserve Ratio (CRR), Interest Rate (INTR) and Liquidity Ratio (LQR) in Nigeria from 1986 to 2013 are not statistically significant in explaining the variations in economic Stability. Whereas, exchange rate (EXR) is statistically significant in stabilizing the Nigerian economy for the period under review.
In addition, a 1% increase in Cash Reserve Ratio and Interest Rate will induce a 1.13°% and 0.0726% positive changes on Inflation rate in Nigeria respectively while a 1o change in Liquidity ratio will cause a 0.673% negative change on Inflation rate in Nigeria. but these changes are not statistically significant at 5% level of significance and therefore cannot be relied upon for meaningful evaluation. A unit increase on Exchange rate will reduce the Inflation rate by 0.16%. This means that the key to controlling inflation rate in Nigeria is the stabilization of exchange rate. Exchange rate (EXR) and Liquidity ratio (LQR) met the apriori expectation of this model. The R-squared result in appendix II shows a 66.38% relationship exist between the dependent variable (Inflation rate) and the independent variables (Exchange rate, Liquidity ratio, cash reserve ratio and Interest rate).



CHAPTER FIVE
SUMMARY CONCLUSION AND RECOMMENDATION
Introduction
The conclusion chapter of this study summary what has been done so far within the limitation of this study, based on the recommendation are made for improvement in the banking operations as well as other commercial organizations.
5.1 	SUMMARY
We have ranged over a wide field: we have surveyed the development of banking industry and discussed the rationale for its regulation, we have also discussed government monetary policy its objectives and effects and also the role of commercial bank in Nigeria economy.
Consequently, we divided the banking operations and structure. We have also seen that in most cases it was draw back on commercial banking operation. It is against the background that unbridle regulations have come back to be seen as a different to the banking system to finance the economic recovery effort. Thus, whilst agreeing to the need of the system to the traditional ethics, I am included to believe that there are particular aspect of regulatory framework that should be reviewed in the light of the recent development in the economic scene.
Government control and regulation of commercial bank is suppose to help put in order the banking system and also to achieve specific goals at government control.
The government is involved in a number of economic activities which ought to be viable but they are not with corporate finance is disarray and threat of bank arising from the prolonged depression, bank may be unable to take the risk with a realistic reward which are clearly falling to achieved at present as seen from previous chapter.
Ironically the most risky credits are presently enjoying the lowest interest as a result of regulation on loan issue banks face the problem of acting in line with directives of First Bank. The various attempts by the First Bank to the keep down the flow of money within the economy has in one way or the other hindered the banks from giving out as much loans as they would have wished. One thing still stands that government monetary policy considering its objectives biting very hard on the commercial banking industry and its operations.
Summary, the funding of the analysis being carried out are as analysis below.
The government directive has tied a significant impact on the quality of banking sector. That the positive and systematic dialogue and understanding between the First Bank and the banks has not been strictly adhered to that the ceiling on the amount of interest bank pays or charges are actually protecting the customers.
That open market operation a monetary tools had a significant effect on the operations of the banks.
5.2 	CONCLUSION
The study is an empirical analysis of monetary policy on economic stability in Nigeria. The study covers the period of 28 years (1986-2013) with the aim of examining the effect of monetary policy on economic stability and the level of success of these policies against its desired objectives. The main objectives include findings how, these monetary policy variables: Interest rates (INTR), Exchange Rates (EXCR). Liquidity Ratio (LQR) and Cash Reserve Ratio (CRR), impact on economic stability using inflation as the economic stability indicator. From the findings. it can be seen that CRR, INTR, LQR are not statistically significant in explaining the variations in the model while only exchange rate proves to be statistically significant in explaining the variation on inflation.
5.3 	RECOMMENDATIONS
From the look of things and in the light of usually differentiated role of the First Bank and commercial bank in a nation's economy, it is recommended that:
Therefore, research recommends that monetary authority should re-evaluate these policies to suite the present macroeconomic challenges in Nigeria.
Nigeria should develop and strengthen every sector that contributes to economic growth of Nigeria.
The monetary authority should not only aim at reducing inflation, but also ensure that the real economy is stabilized.
Nigeria should diversify their resource base and not solely depending on oil as its major export earner.
On the basis of the findings the researcher concludes that monetary policy in Nigeria has not done well in stabilizing the economy of Nigeria as such this policies should be revisited and match it to the prevailing macro-economic problems of Nigeria.
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