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CHAPTER ONE

INTRODUCTION
1.1 BACKGROUND OF THE STUDY

The banking sector is the keystone of any economy and plays an important role in countries financial system. Financial liberalization is a process which, through the increase in interest rates in real terms, allows not only to rehabilitate the banking sector, but also to increase the rates of growth in the countries concerned.

Over the years, interest rates have remained a subject for critical assessment with diverse implications for savings mobilization and investment promotion. Generally, interest rates are the rental payments for the use of credit by borrowers and return for parting with liquidity by lenders (CBN 1997). In the Nigerian economy, the minimum rediscount rate (MRR) now monetary policy rate (MPR) is the official interest rate of the Central Bank of Nigeria (CBN), which anchors all other interest rates in the money market and the economy. Historically, the interest rate regime in Nigeria has been very stochastic. In August, 1987 the CBN liberalized the interest rate regime and adopted the policy of fixing only its minimum rediscount rate to indicate the desired direction of interest rate. This was modified in 1989 when the CBN issued further directives on the required spreads between deposit and lending rates. In 1991, the government prescribed a maximum margin between each bank’s average cost of funds and its maximum lending rates. Later, the CBN prescribed savings deposit rate and a maximum lending rate. Partial deregulation was, however, restored in 1992 when financial institutions were required to only maintain a specified spread between their average cost of funds and maximum lending rates. The removal of the maximum lending rate ceiling in 1993 saw interest rates rising to unprecedented levels in sympathy with rising inflation rate which rendered banks’ high lending rates negative in real terms. In 1994, direct interest rate controls were restored. As these and other controls introduced in 1994 and 1995 had negative economic effects, total deregulation of interest rates was again adopted in October, 1996. Over the years, the MRR/MPR has been reduced, increased, reduced and increased and presently as at February 2014 stands at 12% for private sector deposits and 75% for public sector deposits.

The studies of Shaw and McKinnon (1973) attributed the financial repression as the cause of economic growth slowdown in developing countries. They found that countries under financial repression usually increase their level of nominal interest rates according to theinflation level in order to increase savings andto supplyfinancial resourcesin the economy. The investment productivity rises when their resources are channeled to projects and have higher rates return. Furthermore, they mentioned that when the ceilings imposed on lending interest rates and nominal deposit is inferior to inflation, the financial repression arises. The resulting low-interest rates weaken saving and the smooth functioning of the financial system. This leads to the poor investments and negatively affects economic growth. McKinnon and Shawsuggested that financial liberalization can solve the problems caused by the financial repression policiesof developing countries. During the 1980s, manyAfrican, Asian andEuropean countries have adopted McKinnon and Shaw financial model by eliminating or reducing credit controls, giving autonomy to commercial banks, deregulating interest rates, permitting private ownership of banks, allowing free entry in the banking sector and liberalizing international capital flows. Among these financial measures taken, the liberalization of interest rate seems to be the most important.
1.2
STATEMENTS OF RESEARCH PROBLEM
Anbar and Alper (2011) posit that an efficient banking sector can promote economic growth, while credit insolvencies could result in systematic crisis. Interest rates form a significant portion of revenue in money deposit banks. The profitability of money deposit banks is partly dependent on the interest spread–the difference in interest rates charged on loans and what is paid to suppliers of funds (Pyle, 1971).Interest rate volatility has negative impact on the financial performance of money deposit banks posing challenge to money deposit banks managers in their core function of credit management and profitability (Baum, Caglayan&Ozkan 2009). On the other hand, a rise in interest rates translates to higher returns on new investments, increased profit margins on loans, and improved earnings from bond trading. The Nigerian financial sector is dominated by money deposit banks. Money deposit banks play a vital role in the economy through economic resource allocation. They act as intermediaries between savers and borrowers, provide investment opportunities for savers and provide savers with experts in financial management. Interest rates determine the profitability of a money deposit bank among other factors (Gregory et al., 2005). Stability of money deposit banks has a direct impact on the economic stability of Nigeria. Various studies have been performed investigating interest rates and profitability in advanced economies. Enyioko (2012) examined the performances of banks in Nigeria based on the interest rate policies. The study found that interest rate policies have not improved the overall performances of banks significantly.Aburime (2008) found that real interest rate, inflation, monetary policy and foreign exchange regime are positively associated with banks’ return on assets of the banks in Nigeria. Bosson and Jog-kun (2002), however found out that profitability of Ghanaian banks is skewed towards large banks and that there is correlation between bank size and profitability. In Nigeria there has been an extensive research on the area of interest rates and profitability. Kipngetich (2011) examined the effect of interest on the performance of money deposit banks in Nigeria. The study found there is a positive relationship between interest rates and financial performance of money deposit banks in Nigeria. Mbai (2006) found out that proper interest rate management reduced bank exposure to risk and provides an opportunity to stabilize and improve their net income. Ogilo (2012) studied the effect of credit management on the performance of money deposit banks in Nigeria. The study found that there is a strong impact between the Capital adequacy, Asset quality, Management, Earnings and Liquidity (CAMEL) components on the financial performance of money deposit banks. The studies above provide valuable insights on interest rates and financial performance; however, they do so only partially. Given the volatile macroeconomic environment in Nigeria, there is need for up to date research on the complex relationship between interest rates and financial performance. Basing on the foregoing, it is imperative to study the relationship between interest rates and financial performance in Nigeria. 

1.3
RESEARCH QUESTIONS  

i. What are relationship between Spread and profitability of first bank plc?
ii. What are  relationship between Credit Risk and profitability of bank  plc?

iii. What are the relationship between Asset size and profitability of first bank plc?

iv. What are the  relationship between Equity to Asset and profitability of first bank?

v. What are  relationship between Deposit to Asset and profitability of first bank?

1.4
OBJECTIVES OF THE STUDY

 The main objective of this study is to examine lending rate in the Nigerian money deposit banks and its effect on banks profitability, while the specific objectives are: 

i. To examine the relationship between Spread and profitability of first bank plc.
ii. To examine the  relationship between Credit Risk and profitability of bank  plc.

iii. To examine the relationship between Asset size and profitability of first bank plc.

iv. To examine the  relationship between Equity to Asset and profitability of first bank

v. To examine the  relationship between Deposit to Asset and profitability of first bank

 1.5
RESEARCH HYPOTHESES 
The following statements of hypotheses are conjectured for this study: 

i. H1: There is no significant relationship between Spread and profitability of first bank plc.
ii. H2: There is no significant relationship between Credit Risk and profitability of bank  plc.

iii. H3: There is no significant relationship between Asset size and profitability of first bank plc.

iv. H4:There is no significant relationship between Equity to Asset and profitability of first bank

v. H5: There is no significant relationship between Deposit to Asset and profitability of first bank

1.6 SIGNIFICANCE OF THE STUDY

The significance of the research work cannot be overstressed. The significance of this research are these:

a. It will serve as an additional documentary for Nigeria Banking system.

b. It will serve as a means through which government analysis of the tax system can be carried out also as a solution to a reasonable number of problems of Interest rate effectives.

c. It will help decision makers in policy formulation with respect to interest matters 

d. It will help to reveal the effectiveness and efficiency of interest rate in increasing as pointer of its future relevance.

e. It will create a general awareness of interest rate value among the general public
1.7 SCOPE AND LIMITATION OF THE STUDY

This study portrays the impacts of interest rate, a tool for the development of the economy, various sources of government revenues, various processes of interest rate, among others. 

The researcher broadly examines the research topic and then channeled it to state governments as lots of constraints were encountered by the researcher in the course of study.

However, the major constraints are enumerated below:

TIME: This was a major constraint in that the work had to be handled in addition to the academic requirements of the institution coupled with the deadlines of submission and defense of the whole project work.

FINANCE: The cost of gathering and analyzing data obtained from primary and secondary sources, typing and binding as well as other indirect expenses incurred posed a problem towards the successful completion of this work. 

INADEQUACY OF MATERIALS: The unavailability of current textbooks and journals also accounts for serious constraints for the realization of this work. 
1.7
DEFINITIONS OF TERMS

BANK:This is a person or company carrying on business of receiving money and collecting draft for customer subject to the obligation of honoring cheque drawn upon them from time to time by customer to the extent of the amount available on their current account.
BANKERS: This is a person, who is consideration of remuneration, received or to be received engage himself in the practices of banking procedure
CUSTOMER: This is a person who maintains and opens an account with a banker to enjoy any of the services of a bank.
RELATIONSHIP: This is a contractual agreement between the banker and the customer which is legally bind and legal consequences.
NET INTEREST MARGIN (NIM): The fact that the profitability of interest rate liberalization of banks would be directly and reasonably measured by net interest margin, this study examined the profitability of banks using net interest margin as a dependent variable. The higher the net interest margin, the higher the profit earned by the bank and the more stable the bank is.
Spread (SPR): The purpose of this variable in this study was to serve as a control variable. The formula used to calculate was:
Asset Size (SIZE): Asset size of banks was considered in this study as the independent variable. For the purpose of this study, bank size has been taken as the natural logarithm of the total assets of the banks before employing in the model. Asset Size of the bank indicates the diseconomies and economies of scale.
Credit Risk (CR): is the loss risk of principal or a pecuniary loss of reward from the failure of borrower to repay loans or to meet his contractual debt. The higher credit risk, the high level of interest rate demanded by the investors to lend their capital. In this research, it is calculated by the following formula.

EQUITY TO ASSET (EQA): The equity to asset is the financial ratio applied to define the financial health and bank’s long- term profitability. A high ratio means that the bank is mostly owned by its shareholders, while a low ratio indicates that the bank is likely burdened with high debts. It was calculated by the following formula.
DEPOSIT TO ASSET (DPA): As the major source of external finance is deposits, deposit to asset ratio was used as an independent variable to examine the impact of deposit on the profitability of commercial banks in the Nigeria. High deposits indicate high profit whereas low deposits imply low profitability. 
1.8
ORGANIZATION OF THESTUDY

Thestudycomprisedfive(5)mainchapters.

Chapteronewasdevotedtothegeneralintroductioncoveringthebackgroundofthestudy,thestatementoftheproblem,theobjectives, significance, scope and how the research was organized.

Chapter two was mainlyconcerned with the review of related literature on customer service strategies as well as itsimpact on corporate performance. 

Chapter three provided the methodology that was appliedto achieve the research objectives including primary data and method of analysis.
Chapterfour covered the analysis and presentation of data.
Chapter five finally, provided a summaryofthe presentation, conclusions, andrecommendations.
CHAPTER TWO
LITERATURE REVIEW
2.1
CONCEPTUAL REVIEW
2.1.1
CONCEPT OF PROFITABILITY

Profitability One principal objective of Banks is to earn more profit. It is essential for the purpose of paying corporation tax like any other company, pay interest to depositors, wages to the staff, dividend to shareholders and meeting other expenses. So, unless Banks earn profits, they cannot perform their role effectively. Profitability is essential for a bank to maintain ongoing activity and for its investors to obtain fair returns; but it is also crucial for supervisors, as it guarantees more resilient solvency ratios, even in the context of a riskier business environment. Profitability is a bank’s first line of defense against unexpected losses, as it strengthens its capital position and improves future profitability through the investment of retained earnings. An institution that persistently makes a loss will ultimately deplete its capital base, which in turn puts equity and debt holders at risk. Moreover, since the ultimate purpose of any profit-seeking organization is to preserve and create wealth for its owners, the bank’s return on equity (ROE) needs to be greater than its cost of equity in order to create shareholder value.
2.1.2 COMPREHENSIVE ANALYSIS 
For the dominant banks in Nigeria financial system, especially Deposit money banks, interest rate liberalization can exert a comprehensive and far-reaching impact on their profitability. During the process of interest rate liberalization, especially in its initial stage, Deposit money banks will suffer a relatively significant negative impact, such as narrowed spread on deposits and loans, declined profitability, increased relevant risks, and inadaptability for traditional business mode and internal management mode. But at the same time, interest rate liberalization can also bring development opportunities, or some positive influence, to Deposit money banks.
2.1.2.1
DEPOSIT AND LOAN INTEREST RATES FALL AND THEN STABILIZE
 Normally, the deposit interest rate will be greatly restrained before interest rate liberalization, so in the early stage of interest rate liberalization, the deposit interest rate is higher than the loan interest rate, which will lower the interest spreads of deposit and loan and decrease the profit, thus cause an impact to the Deposit money banks. As can be seen from the figure 1 below, Nigeria’s loan interest rate in 2012 went down twice, with relaxed upper limit of deposit interest rate in its floating range, and expanded net interest margin of Deposit money banks. In 2013, loan control was liberalized, and between 2014 and 2017, the net interest margin of Deposit money banks continued to decline, and gradually stabilized after 2017. It can be inferred that deposit and loan spread fell first and then stabilized during the process of interest rate liberalization.

2.1.2.2 LOANS DELIVERY IMPULSE INCREASED WHILE THE LOANS GROWTH RATE FELL
 In response to the pressure of narrowing interest spread, Deposit money banks may increase the size of loans, especially the high-yield and high-risk loans, but the growth rate of total loans will decline. As net interest income has always been an important source of profit (accounting for 70-80% of the total) for Nigerian Deposit money banks, Deposit money banks must will vigorously carry out intermediary services to increase profits in response to the decline in interest spreads of deposit and loan, which offset the decreased credit spread income with increased proportion of intermediary services income to improve the profitability of banks.

2.1.2.3 INCREASED OPERATING RISK AND YET-TO-BE IMPROVED RISK-CONTROL CAPACITY
 Interest rate liberalization will increase the credit risk, interest rate risk and liquidity risk of Deposit money banks. In response to the decline in interest spreads of deposit and loan caused by interest rate liberalization, Deposit money banks will increase high-yield loans, which will inevitably expand credit risk; frequent interest rate fluctuations will increase interest rate risk; unstable deposits pose a potential liquidity risk. During the early 1980s of interest rate liberalization in the United States, credit crisis was triggered by the increased credit risk, interest rate risk and liquidity risk of banks.

2.1.3 TRANSFORMATION OF DEVELOPMENT MODEL 
Interest rate liberalization adds considerable pressure and difficulties to the transformation of the development mode, business mode and management mode of Deposit money banks. As interest rate liberalization develops, Deposit money banks must change their original expansion-based development mode which mainly focused on seeking the size and speed of loans and deposits, and shift to the intensive development mode with more emphasis on quality and efficiency. In terms of business mode, they should change from the mode of excessively relying on deposit and loan interest income and wholesale business income to a mode of vigorously developing retail business and intermediary services income. In terms of management mode, they should improve the asset and liability management, credit management, cost management and resource allocation management to fit the transformation of development mode and business mode.

2.1.4 INTEREST RATE LIBERALIZATION ALSO BROUGHT DEVELOPMENT OPPORTUNITIES TO DEPOSIT MONEY BANKS
 Interest rate liberalization provides the basis and conditions for the Banks to make product innovation, which can improve their customer service capability; it will activate money market and bond market, help banks optimize asset structure and increase capital business income; the development of capital market driven by interest rate liberalization will bring great opportunities for banks to carry out intermediary services such as bond issuance, underwriting, consultation, settlement and clearing; the financial derivatives emerged with interest rate liberalization not only provide risk management tools for Deposit money banks, but also bring substantial investment income to banks.
2.1.5
INTEREST RATES CHARGEABLE BY DEPOSIT MONEY BANKS

 Interest is the cost of hiring money or credit (D’ Alberto, 2015). Keynes (1973) defined it as the reward for not hoardingmoney. Over the years, interest rates have remained a subject for critical assessment with diverseimplications for savings mobilization and investment promotion.Banks pay interest on deposits on one hand and on the other handthey charge interest on loans and advances lent to borrowers. The difference between these twointerest rates defines the interest spread which constitutes a significant proportion of the profits of MDBs. Interest rate variables include minimum rediscount rate, lending rate, deposit rates, treasury bills rates, as well as interbank rates. Lending rates represent the price of loans extended to borrowers by commercial banks. Banks should consider the problems of adverse selection and moral hazard since it is very difficult to forecast the borrower type at the start of the banking relationship (Hoff &Stiglitz, 1998). If banks set interest rates too high, they may induce adverse selection problems because high risk borrowers are willing to accept these high rates. Excessive high interest rates in by commercial banks in Kenya sector have strongly discouraged long-term investment and constrained Kenya’s ability to grow (Ngumo, 2012). Profitability of banks is described as income by interest or non-interest and after tax profits which are computed as an amount of income (both interest & non-interest) after the subtraction of provisions and operating costs (Albertazzi&Gambacorta, 2009).Abreu and Mendes (2001) found out that the net interest margin reacts positively to operating cost and hence changing market conditions would have an impact on the market interest rates which would have a direct impact on profitability.
2.1.6
DETERMINANTS OF PERFORMANCE OF DEPOSIT MONEY BANKS 

Determinants of performance of commercial banks are broadly categorized into two; internal and external factors, (Rustam et al., 2011).Internal factors are mainly influenced by a bank’s management decisions and policy objectives (Staikouras& wood, 2004), whereas external factors focus on industry- related and macroeconomic variables reflected in the economic and legal environment where banks operate (Athanasoglou et al., 2006). Internal factors include capital size, size of deposit liabilities, size and composition of credit portfolio, interest rate policy, labor productivity, and state of information technology, risk level, management quality, bank size, ownership and the like (Ongore&Kusa, 2013). The external factors include growth in Gross Domestic Product (GDP), GDP-per-capita inflation expectation, interest rate and its spread. Internal factors represent aspects under the control of the bank. Capital Adequacy, Asset Quality, Management Efficiency, Earnings Ability and Liquidity (CAMEL) framework often used by scholars to proxy the bank specific factors (Dang, 2011). Capital adequacy indicator measured by bank equity to total assets, refers to the amount of own funds available to support a bank business and acts as a safety net in the case of adverse selection (Munyambonera, 2012).Capital in Deposit money banks acts like a buffer that may offset the losses of the creditors (depositors) and allows for the orderly liquidation and disposal of assets in the event of financial distress (Gale &Ozgur, 2005).In Kenya, capital adequacy is catered for under Section 7(1) of the Banking Act 2000 (Kamau, 2009), and the minimum regulatory Capital Adequacy requirement which is measured by the ratio of Core Capital and Total Capital to Total Risk Weighted Assets is 8.0 percent and 12.0 percent respectively, CBK (2010).Banks with substantial capital adequacy ratio may be over cautious, passing up profitable investments opportunities (Munyambonera, 2004). However, a declining ratio may signal capital adequacy problems which may threaten the solvency of the bank. Capital adequacy has a direct effect on the profitability of banks by determining their expansion to risky but profitable ventures or areas (Nazir, 2010).

Asset quality measures the financial efficiency of the commercial banks (Pastory&Mutaju, 2013).Asset Quality also known as credit risk is measured by the ratio of net non-performing loans to gross loans. According to Central Bank of Kenya (2011), the asset quality of commercial banks in Kenya had been improving since 2006. Given that loans are the main income generating assets of the bank, a high proportion of nonperforming loans signals poor performance. The lower the ratio, the better the bank performance (Nazir, 2010).According to Achou and Tenguh (2008), it is of crucial importance that banks practice prudent credit riskmanagement and safeguarding the assets of the banks and protect the investors’ interests. Management efficiency is usually qualitative and can be understood through the subjective evaluation of Management systems, organization culture and control mechanisms (Nazir, 2010). It may also be represented by financial ratios like total asset growth, loan growth rate and earnings growth rate (Ongore&Kusa, 2013). Management efficiency is a proxy of the management’s ability to deploy the bank’s resources efficiently for income maximization. A high rating of Management quality displays the strength of growth of banks as well as high competency of the employees, which would help them to grow in the future (Majithiya&Pattani, 2010). Bank liquidity refers to the ability of the bank to ensure the availability of funds to meet financial commitments or maturing obligations at a reasonable price at all times (Olagunju, David& Samuel, 2011). Adequate liquidity enables a bank to meet three risks namely: funding risk (the ability to replace net outflows of funds either through withdrawals of retail deposits or non-renewal of wholesale funds), Time risk (the ability to compensate for non receipt inflows of funds if the borrower fails to meet their commitment at a specific time), lending risk (ability to meet requests for funds from important customers).According to Dang (2011) adequate level of liquidity is positively related with bank profitability. External factors represent forces beyond the control of the bank. External factors represent the general macroeconomic environment under which the commercial banks operate. Herrero and Del Río (2003) point out that deteriorating local economic condition for instance low GDP, inflation, interest and exchange rate cause bank failure. Further Hefferman (1996) asserts that macroeconomic factors are worsened by regulations imposed on banks. Decline in GDP result in fall of income and asset prices, leads to non-performing loans, lowers borrower’s financial capacity and depresses the value of collaterals as secondary means of servicing debts (Wainaina, 2013).Demerguç-Kunt and Huizinga (2001), and Bikker and Hu (2002) found a positive correlation between bank profitability and the business cycle.
2.2 THEORETICAL FRAMEWORK 
2.2.1 LIQUIDITY PREFERENCE THEORY
 The liquidity preference theory was developed by Maynard Keynes in his book General Theory in 1936.The theory is based on the premise that people hold money for three motives: transaction motive, precaution motive and speculative motive.The theory posits that one needsmoney because one has expenditure plans to finance, or is speculating on the future path of theinterest rate, or, finally, because one is uncertain about what the future may have instore so it is advisable to hold some fraction of one’s resources in the form of purepurchasing power. Keynes argued that, other things held constant, people prefer to hold cash (liquidity). According to the theory, interest rate was the reward of parting with liquidity(Lekachman& Keynes, 1964). The theory suggests that interest rates changes with changes in demand and supply of money. The money supply is fixed by the central bank; the quantity of money supplied does not depend on the interest rate. According to the theory, there is one interest rate, called the equilibrium interest rate, at which the quantity of money demanded equals the quantity of money supplied.

2.2.2
LOAN PRICING THEORY
 This theory is posits that banks should consider the problems if adverse selection and moral hazard since it is very difficult to forecast the borrower type at the start of the banking relationship. If banks set interest rates too high, they may induce adverse selection problems because high risk borrowers are willing to accept these high rates. Once these borrowers receive the loans, they may develop moral hazard behaviour or so called borrowers borrow moral hazard since they are likely to take on highly risky projects or investments. From the reasoning of Stiglitz and Weiss, it is usual that in some cases we may not find that the interest rate set by banks is commensurate with the risk of the borrowers.
2.2.3
THEORY OF MULTIPLE LENDING 
This theory connotes that banks should be allowed to shape lending (Loan syndication) in the presence of well-developed equity markets. Banks suggests equity and mergers and acquisition increase banks’ lending capacities, thus, reducing their need of greater diversification and monitoring through share lending. Thus theory has a great implication for banks in Nigeria. 
2.2.4
CREDIT MARKET THEORY
 A model of the new classical credit market postulated that the terms of credits clear market. If collateral and other restrictions (covenants) remain constant, The interest rates is the only price mechanism. With an increasing demand for credit and a given customer supply, the interest rate rises, and vice versa. It is believed that the higher the failure risks if the borrower, the higher the internet premium.
2.3
EMPIRICAL REVIEW
There have been some studies relating to the profitability of Deposit money banks in Nigeria. Okoye, and Eze, (2013) study the impact of bank lending rate on the performance of Nigerian Deposit Money Banks between 2000 and 2010. It specifically determined the effects of lending rate and monetary policy rate on the performance of Nigerian Deposit Money Banks and analyzed how bank lending rate policy affects the performance of Nigerian deposit money banks. They found that lending rate and monetary policy rate has significant and positive effects on the performance of Nigerian deposit money banks. Akabom-Ita, (2012) examined the impact of interest rate on net assets of multinational companies in Nigeria from 1995 - 2010. The regression analysis showed that an increase in interest rate results in reduction in net assets.

Enyioko (2012) examine the performances of banks in Nigeria based on the interest rate policies of the banks. The study analyzed published audited accounts of twenty (20) out of twenty-five (25) banks that emerged from the consolidation exercise and data from the Central Banks of Nigeria (CBN). Applying regression and error correction methods to analyze the relationship between interest rates and bank performance the study found that interest rate policies have not improved the overall performances of banks significantly. Aburime (2008) used a sample of banks with 1255 individual observation on unbalanced panel data over the period 1980-2006 to investigate the macroeconomic determinants of bank profitability in Nigeria. The result revealed that real interest rate, inflation, monetary policy and foreign exchange regime are positively associated with banks’ return on assets. Ahmad (2003) reported that interest on loan is the largest constituent of income for Nigerian banks as evidenced from available data and that movement from one interest regime to another could have some effects on the profitability of banks in the system. 

Ogunlewe (2001) in a study of the monetary policy influence of bank’s profitability, using data from Nigerian banks found the determinants of bank profitability to include reserve ratio, permissible credit growth, stabilization securities and exchange rate. The study also found determinants of banks’ profitability to include total deposits, Treasury bill rates and lending rates. Uchendu (1995) investigated the effect of monetary policies on the performance of Nigerian Deposit money banks. He found that the dominant factors influencing bank profitability are interest rates, exchange rate, bank reserves, banking structure and unit labour costs, particularly when return on capital is used as measure of profitability. He concluded that stable and realistic monetary and banking policies are important for the profitability of Deposit money banking business in Nigeria. Elsewhere, Kanwal and Nadeem (2013) investigate the impact of macroeconomic variables on profitability of public limited Deposit money banks in Pakistan for years 2001- 2011. Pooled Ordinary Least Square (POLS) method is used to examine the effect of 3 major external factors; inflation rate, real gross domestic product (GDP) and real interest rate on profitability indicators; return on assets (ROA), return on equity (ROE) and equity multiplier (EM) ratios in 3 separate models. The empirical findings indicate a strong positive relationship of real interest rate with ROA, ROE and EM. Secondly, real GDP is found to have an insignificant positive effect on ROA, but an insignificant negative impact on ROE and EM. Inflation rate on the other hand, has a negative link with all 3 profitability measures. Overall, the selected macroeconomic factors are found to have a negligible impact on earnings of Deposit money banks. 

Riaz and Mehar (2013) investigate the impact of bank specific variables: Asset size , Credit Risk, Total deposits to total assets ratio, and macroeconomic indicator : interest rate( Discount rate) on the profitability measures, ROE and ROA of Deposit money banks in Pakistan during the period of 2006-2010.. There are two measures of profitability Return on equity (ROE) & Return on assets (ROA). All 32 Deposit money banks were selected and by using regression the results show that there is a significant impact of bank specific variables( asset size, total deposits to total assets, credit risk ) and macroeconomic indicator (interest rate) on ROE and credit risk and interest rate have also a significant impact on ROA.AmerAzlan et. al. (2012) in their paper “Determinants of Deposit money Banks’ Return on Asset: Panel Evidence from Malaysia” investigated the possible macroeconomic factors that influence the profitability of domestic and foreign Deposit money banks in Malaysia. They use an unbalanced panel dataset of 16 Deposit money banks and panel data regression technique over the period of 2004-2011. The result indicates that all the external factors namely inflation, interest rate and GDP have a positive impact on all Deposit money bank’s return on assets. They also found that interest rate appears to influence foreign bank’s profit positively but shows no impact on domestic bank’s performance. 

Sufian (2011) examined the impact of bank specific and macroeconomic variables on the performance of Korean banking sector during the pre- and post-Asian financial crisis. A total of 251 bank year observations consisting of 11 Deposit money banks over the period 1993- 2003 were employed and tested using panel fixed and random effect regression technique. In regards to macroeconomic perspectives, the result shows that inflation has positive association with banks’ return on assets. Alper and Anbar (2011) investigated bank specific and macroeconomic determinants of Deposit money bank profitability in Turkey over the period of 2002-2010. The study uses both return on asset (ROA) and return on equity (ROE) as proxy for bank profitability. By employing balanced set of panel data and fixed effect model, the result shows that only real interest rate is positively related with profitability in regards to macroeconomic variables. In other words, an increase in real interest rate would lead to an increase in Deposit money banks’ profitability in Turkey. Ramadan et. al. (2011) examined the determinants of bank performance of 10 Jordanian banks over the 2001-2010 periods. They discovered that both inflation and economic growth were found to be negatively insignificant on both return on asset (ROA) and return on equity (ROE) of the banks. However, Khwarish (2011) which focusing more on determinants of Deposit money bank performance in Jordan for 2000-2010 periods found that both inflation rate and annual growth rate for gross domestic product have negative and significant effects on both ROA and ROE of the Deposit money banks. An empirical study by Damena (2011), on the profitability determinants of Ethiopian Deposit money banks uses 10 years balance sheet data of 7 leading banks confirms positive affect of GDP, inflation and interest rate. 

Deger and Anbarb (2011) examine the bank-specific and macroeconomic determinants of bank’s profitability in Turkey over the time period from 2002 to 2010. The bank profitability is measured by return on assets (ROA) and return on equity (ROE). Using a balanced panel data set, the results show that real interest rate affects the performance of banks positively. Bennaceur and Goaied, (2008) study The Determinants of Deposit money Bank Interest Margin and Profitability: Evidence from Tunisia and find that interest rate liberalization has contrasting effect on net interest margins. In fact, partial liberalization has a negative impact on the interest margin whereas complete liberalization strengthens the ability of Tunisian banks to generate profit margins. Staikouras and Wood (2004) reviewed the performance of European Banking industry for years 1994-1998. Using ordinary least square method and fixed effects model they concluded that interest rate has a significant positive impact on ROA. Demirgur – Kunt and Huizinaga (1999) posits that high interest rate is associated with higher interest margins and profitability especially in developing countries. To conclude the literature review, Molyneux and Thorton (1992) investigated a multi-country setting by examining the determinants of bank profitability for a panel of 18 European countries for the 1986-1989 time periods. They found a significant positive association between the return on equity and the level of interest rates in each country.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION

This section provides details on how this study was carried out. It covers a number of sections including research design, target population and collection of data, model specification, and method of estimation and description of variables. 

3.2
RESEARCH DESIGN

The research adopted the cross-sectional survey to determine the relationship between Indirect Taxes and Economic Growth.

3.3
POPULATION OF THE STUDY

The population of this study is the Nigerian Economy, specifically the CBN Statistical Bulletin Database, National Bureau of Statistics and the NDIC annual reports.

3.4
METHOD DATA COLLECTION

Data for this study were collected from secondary source. The data were extracted from the Central Bank of Nigeria Statistical Bulletin and the NDIC annual reports from 2010 - 2024. In addition to this, scholarly articles from academic journals and relevant textbooks were also consulted. 

3.5
SAMPLE  SIZE AND SAMPLING TECHNIQUE

The sample size is 14years data from(2010-2024) selectedfrom theCBNstatistical bulletin2023/2024, National Bureau of Statistics; Annual Abstract of Statistics and the NDIC annual reports. Purposive    sampling    technique    or    judgmental sampling technique wasused.
3.6 METHOD OF DATA ANALYSIS

Data analysistechnique involves the mathematical and  statistical  tools  used  in  testing  the  stated hypotheses  in  chapter  one.  This  work  used  the Ordinary   Least   Square   (OLS)   Multiple   Linear Regressiontodeterminetherelationshipbetweenthe independent variablesand the dependent variable. Thechoiceof OLSis mainlybecauseit minimizesthe error sum of squares and also it has a number of advantagessuchasunbiased,consistency,minimum varianceandefficiency.
MODEL SPECIFICATION

To meet the objective of the study and to find out the impact of interest rate liberalization on the profitability of money deposit banks in Nigeria, the model used by Opoku et al. (2013) and Goyal (2013) with some modification to include relevant variables was applied. The modification was made to include net interest margin (NIM) as a dependent variable, explanatory variables such as deposit to asset as a measure of interest rate, credit risk as a measure of loan loss and spread as a control variable.

The general model: Yit=β0+βiXit+μit






(1) Where,
Yit= represents the dependent variable 

β0=is the intercept

βi=represents the coefficients of independent variables

 Xit=represents the explanatory variables

μit=are the error terms
i=is the number of banks and t=is the number of the time periods
NIMit=β0+β1SPRit+β2CRit+β3SIZEit+β4EQAit+β5DPAit+μit
(2) Where,
NIM it = Net Interest Margin for bank in kwara state 

SPR it =Spread for bank in kwara state

CR it =Credit Risk for bank in kwara state

 SIZE it=Asset Size for bank in kwara state

EQAit=Equity to Asset ratio for bank in kwara state 

DPAit =Deposit to Asset ratio for bank in kwara state

This study does not cover all variables impacting the profitability of Deposit money banks but used explanatory variables such as spread, credit risk, asset size, equity to asset and deposit to asset, while the dependent variable was net interest margin. The variables descriptions are as follow.
CHAPTER FOUR

4.0
DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1
DESCRIPTIVESTATISTICS
Table 1provides asummaryof the descriptiveanalysis of dependent andindependent variables for seven money deposit banks operating in Nigeriafor the period of 8 yearsfrom 2016to 2024 with a total of 31 observations. Descriptive analysis includes mean, minimum, maximum and standard deviation.

Variable definition and measurement
	Variable
	Definition
	Measurement

	ROA
	Return on Assets
	Net income before tax divided by Total
Assets

	ROE
	Return on Equity
	Net income after tax divided by Total
Equity

	IntSp
	Interest spread
	interest
received/all
interest
bearing
assets)-(paid/interest earning liabilities

	NIM
	Net interest Margin
	Banks 'interest income–banks interest
expenses)divided by total assets

	SIZE
	Bank size
	Natural logarithm of Total Assets

	CAP
	Capital adequacy ratio
	Equity divided by total assets

	CREDIT
	Credit Risk
	Loan loss provision divided by Total
Assets

	GROWTH
	Customer deposit growth
	(Depositatyear1–previousyear)/
Previous year deposit

	OWN
	Foreign ownership
	Dummy;1ifthebankisforeignowned,
and0 otherwise


Table1:DescriptiveStatistics(XAFinmillions)
	
	NIM
	SPR
	CR
	SIZE
	EQA
	DPA

	Mean
	4.423226
	0.220194
	1.685374
	5.251061
	7.239355
	83.86408

	Maximum
	8.200000
	1.684493
	5.457129
	5.985857
	54.00000
	95.04968

	Minimum
	0.680000
	0.015222
	-3.485420
	4.449731
	-6.590000
	42.76218

	Std.Dev.
	1.738335
	0.407163
	1.880425
	0.399007
	9.182682
	9.279737

	Observations
	31
	31
	31
	31
	31
	31


Source:Bankscopeandowncomputation
The mean of Net Interest Margin (NIM) is 4.423226 and standard deviation 1.738335. This means money deposit banks in Nigeria during the period of study, earned on average 4.423226 of net interest margin from their investment in interest earning assets. This also means that on average for each one XAF (Central African Financial-Coop Franc/CFA Franc) investment in the interest earning asset of money deposit banks there was 4.423226 cent return in the form of net interest income. The highest NIM for a bank in a particular year is 8.200000 and in the other side, the minimum ratio for a bank in a year is 68%. Regarding the standard deviation, it means that the value of net interest margin can deviate from its mean to both sides by 1.738335.

From the above table, the mean ofdeposit to asset ratio of the sample banks in thestudy period is 83.86408. It reveals that total deposit represents on average nearly 83.86408 of assets of money deposit banks in Nigeria. The highest deposit to asset ratio for a bank in aparticular year is 95.04968 and in the same way, the minimum ratio for a bank in a year is 42.76218. The value of deposit to asset ratio can deviate from its mean to both sides by 9.279737.
A summary of test statistic shows that the mean of spread is 22% with the standard deviation of 41%. Moreover, the spread is ranged in between 0.015222 to 1.684493.

The mean of the bank‟s size which was represented by the natural logarithm of total assets is XAF 5.251061 and a standard deviation of XAF 0.399007. Total assets for the sample banks in the study period were ranged from XAF 4.449731 to 5.985857. And this highest asset sizewasobservedinthebalancesheetofBGFIBankintheyear2014,andthepossiblereason for this is also the aggressive branch expansion throughout the country and its investment in different assets such loan advances and other investments/bonds etc.In theother hand, the minimum asset size is observed in the balance sheet of United Bank for Africa (UBA) in the year 2023. 
The possible reason could be the year 2023 was its infant stage in the banking business operation in Nigeria.

The descriptive statistic shows that the average value of the credit risk is 1.685374. The maximum value of credit risk for the study period is 5.457129 and the minimum value is - 3.485420. The value of credit risk can deviate from its mean to both sides by 1.880425.

The mean of equity to asset ratio of the sample banks in the study period is 7.239355. It reveals that equity represents on average 7.239355 of assets of money deposit banks in Nigeria. The highest equity to asset ratio for a bankin a particular year is 54.00000 and in the sameway, the minimum ratio for a bank in a year is -6.590000. The value of equity to asset ratio can deviate from its mean to both sides by 9.182682.

NormalityTest(errorsarenormallydistributed,ut~N(0, σ2))
Brooks (2008) stated that if the distribution of residuals follows a normal distribution, its histogram should be bell-shaped and the Bera-Jarque statistic would not be significant. That is, the P-value given at bottom of the normalitytest screen should begreater than 0.05to not reject the null hypothesis normality at the 5% significant level.

CorrelationAnalysis
The correlation matrix between independent variables was the method used in this study to test the existence of multicollinearity problem. Since all correlation results are below or equal 0.8, itis indicated that multicollinearity is not a potential problem for this study.
Table2:CorrelationMatrix(XAFin millions)
	
	NIM
	SPR
	CR
	SIZE
	EQA
	DPA

	NIM
	1.000000
	
	
	
	
	

	SPR
	0.558943
	1.000000
	
	
	
	

	CR
	-0.220593
	0.074205
	1.000000
	
	
	

	SIZE
	0.016865
	0.183008
	-0.448756
	1.000000
	
	

	EQA
	0.315534
	0.014491
	0.026455
	0.055655
	1.000000
	

	DPA
	-0.257735
	0.170963
	0.077779
	0.109055
	-0.814505
	1.000000


Source:Bankscopeandowncomputation
The table 2 above shows that spread, asset size and equity to asset have a positive correlation with the net interest margin, while credit risk and deposit to asset are negatively correlated with the dependent variable.

RegressionAnalysis
As stated in Brooks (2008), in financial research, there are two major classes of panel estimator approaches that can be employed.

Table3Regressionanalysis(XAFinmillions)
	DependentVariable:NIM

	Method:PanelEGLS(Periodweights)

	Date: 03/21/25Time:22:05

	Sample:2016- 2024

	Periodsincluded:8

	Cross-sectionsincluded:7

	Totalpanel(unbalanced)observations:31

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	SPR
	3.111056
	0.622615
	4.996756
	0.0000*

	CR
	-0.405564
	0.101000
	-4.015479
	0.0005*

	SIZE
	-2.412912
	0.570829
	-4.227030
	0.0003*

	EQA
	0.095114
	0.026493
	3.590152
	0.0014*

	DPA
	0.017071
	0.026641
	0.640769
	0.5275**

	C
	14.73612
	3.700768
	3.981909
	0.0005*

	R-squared
	0.731483
	
	
	

	Adjusted R-squared
	0.677780
	
	
	

	S.E. ofregression
	1.293041
	Sumsquaredresid
	41.79885

	F-statistic
	13.62080
	Durbin-Watsonstat
	0.870193

	Prob(F-statistic)
	0.000002
	
	


*Significantat1%and**Insignificant
Source:Bankscopeandowncomputation
We have selected the model for the bank‟s profitability on the basis of the high value of R- Squared. Table 3 mentioned above represents the result of regression analysis. The value of R- Squared is 0.73 in the model which shows that 73% variation of the dependent variable is described by the independent variables of the money deposit banks of Nigeria and 27% variation is not explained bythe independent variables. Inaddition, the Prob (F-statistic) 0.000002 indicates that the explanatory variables jointly have a significant impact on the profitability of banks in Nigeria. The value ofF=13.62 is significant supporting the model relevant to the study. Thevalue of Durbin-Watson is 0.870193 which indicates that there is no autocorrelation between residuals. The other results reveal that equity to asset was statistically significant (p- value = 0.0014) at 1% level and had a positive relation with profitability. This positive correlation implies that banks with high capitalization show high profitability. SairaJavaid et al (2011) and UsmanDawood (2014) have found the same result. 
Deposit to asset was statistically insignificant and had a positive relation with profitability, which means that banks in Nigeriadon‟t take risks to transform the deposits in investing into riskier and profitable projects. The possible reason could also be that the cost or interest expenses associated to debt financing through the deposit mobilization is expensive in the context of Nigerialese banking sector. The result is consistent with empirical findings of Bogan (2009) and UsmanDawood (2014), but the contradictory result was found by AragawHailu (2015). Besides, the spread was strongly statistically significant (p- value = 0.0000) at 1% level and had a positive relationship with profitability. This implies that every 1% change (increase or decrease) in bank‟s spread keeping the other thing constant hasa resultant change ofXAF 3.111056 on the profitability in the same direction. This result also shows that an increase of interest rate has a positive impact on the profitability of Nigerialese banking industry. The reason could be that due to the fact that during the period under study,the interest rates used to pay for depositors were lower than the interest rates applied to the loans and advances. The result was consistent with previous empirical findings of Irungu (2013) andAragawHailu(2015).Theassetsizeasmeasuredbythenaturallogarithmoftotalassethad a negative and statistically significant relationship with profitability. This reveals that every 1% change increase or decrease in the bank's size keeping the other thing constant had a resultant change of XAF 2.412912 on the profitability in the opposite direction. Which indicates that the bigger the bank, less the economies of scale and hence less the profitability as well.
The possible reason is that larger banks have economies of scale and lower variance of earnings and the cost used to pay the employees in different branches which resulted in low profitability in the case of banks in Nigeria. A similarly significant relationship with profitabilitywas found by Goyal (2013) and AragawHailu (2015), but the inconsistent result has beenshown by UsmanDawood (2014). Similarly, credit risk also had a negative and statistically significant relationship with profitability. The credit risk excess leads to banks fragility and set up their bankruptcies. The banks usually finance the risky projects and distribute bad credits; therefore theyrequirethehighlending interest rates.The banks‟projectsare withhigh yieldand also with a weak level of probability success on the other hand. It is for that the credits risk and profitability of banks are negatively correlated just in the short run.

4.2
HYPOTHESESTESTING
H1: There is no significant relationship between Spread and profitability of money deposit banks in Nigeria. - Rejected

H2:ThereisnosignificantrelationshipbetweenCreditRiskandprofitabilityofmoney deposit banks in Nigeria - Rejected

H3: There is no significant relationship between Asset size and profitabilityof money deposit banks in Nigeria - Rejected

H4:There is no significant relationship between Equity to Asset and profitability of money deposit banks in Nigeria - Rejected

H5: There is no significant relationship between Deposit to Asset and profitability of money deposit banks in Nigeria - Accepted

CHAPTER FIVE

5.0
SUMMARY,CONCLUSIONANDRECOMMENDATIONS
5.1
 SUMMARY OF FINDINGS

Thisstudyanalyzedtheeffectof interestrateliberalizationonmoney depositbanks‟profitabilityin Nigeria for the period 2016 to 2024. 
The results of the estimation model showed that Deposit to Asset ratio had a statistically insignificant positive relationship with profitability. 
This indicates that banks in Nigeria don’t take risks to transform the deposits in investing into riskier and profitable projects. In the other hand, the cost or interest expense associated to debt financing through deposit mobilization is expensive in the context of Nigerian banking sector.
5.2 CONCLUSION

In this study,thespreadfactorshowedastrongpositiveandstatisticallysignificantrelationshipwithprofitability. This implies that the higher the interest rate, the greater the profitability of banks. Therefore interest rate and net interest margin move together and in the same direction. Besides, the results of the study indicated that asset size had a negative and statistically significantrelationship with profitability. EquitytoAsset hada statisticallysignificantand positive relationship with the profitability of money deposit banks. This result confirms the pecking order theory which posits that banks prefer to use internal finances before raising their debts and equity.
This research has fulfilled its purpose of using econometric methods, net interest margin as the dependent variable and some indicators of the interest rate as independent variables to examine the impact of interest rate liberalization on banks‟ profitability in Nigeria. According to theresultsofthisresearch,banks‟managersshouldtakeinconsiderationtomanagetheircredit risk by reducing its negative impact on the profitability, and increase loan advances keeping the profitability of their loan portfolio in line with objectives and therefore generate more interest income from loan advances.
5.3
RECOMMENDATIONS

i. Money deposit banks are recommended to develop new strategies that will increase interest income and hence spread without affecting the competitive based in the banking industry. 
ii. They should make a great management and strategies to promote the interest rate for increasing the deposits and the access of credits to private sector.

iii. Policies aimed at reducing interest rate spread in Nigeria should focus on making credit facilities available at a cheaper rate to compel money deposit banks to reduce interest rate.
iv. Government should adopt monetary policies that will help Nigerian deposit money banks to improve on their profitability and there is need to review and strengthen bank lending rate policies through effective and efficient regulation and supervisory framework.

 v. The results of this study also suggest that banks can improve their profitability through charging moderate lending rates as against maximum rates as their circumstances may allow.
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