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ABSTRACT
This study examines the effects of monetary policy instruments on the performance of deposit money banks in Nigeria, using First Bank of Nigeria Plc as a case study. The research explores how key monetary policy tools—money supply, exchange rate, inflation rate, and liquidity ratio—influence economic stability and bank performance. The study is anchored on both theoretical and empirical reviews, highlighting the mechanisms through which monetary policy impacts macroeconomic indicators and banking operations. It investigates the extent to which these policies contribute to price stability, economic growth, and financial system resilience in Nigeria. Utilizing data from 1994 to 2024 sourced from the Central Bank of Nigeria (CBN) bulletin, the study employs econometric models such as unit root tests, co-integration analysis, and error correction models to analyze the relationships between variables.
The findings reveal that while some monetary policy instruments like exchange rate significantly influence inflation and economic stability, others such as interest rate and cash reserve ratio do not exhibit statistically significant impacts within the studied period. The study also identifies challenges such as structural bottlenecks, inconsistent policy implementation, and external shocks that limit the effectiveness of monetary policy in Nigeria. Based on the results, the study concludes that monetary policy has not fully achieved its objectives of stabilizing the Nigerian economy and enhancing bank performance. Recommendations include re-evaluating current monetary frameworks, diversifying the economy beyond oil dependence, strengthening financial sector reforms, and improving policy coordination between fiscal and monetary authorities to enhance macroeconomic stability and banking sector resilience. This study contributes to the understanding of monetary policy dynamics in Nigeria and offers insights for policymakers, regulators, and stakeholders in the financial industry.
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CHAPTER ONE
INTRODUCTION
[bookmark: _GoBack]1.1.	Background to the Study 
Monetary policy is the macroeconomic policy laid down by the central bank. It involves management of money supply and interest rate and is the demand side economic policy used by the government of a country to achieve macroeconomic objectives like inflation, consumption, growth and liquidity (Ebiringa et al, 2014). Monetary policy is the policy of managing the economy to bring about sustainable economic growth and development. It is a deliberate action of the monetary authority to influence the quantity cost and availability of money credit in order to achieve desired macroeconomic objectives of internal and external balance. Monetary policy is the process by which monetary authorities (the Central Bank) of a country controls money supply which usually targets at interest rate for the purpose of enhancing economic growth and stability (Babatunde & Shuaibu, 2019).
The central bank of Nigeria since its inception has continued to play the role expected which is to ensure price stability, maintain external reserves to safeguard the international value of legal tender currency, promote sound financial system which are anchored on the use of monetary policy towards the achievement of full employment, good standards of living and rapid economic growth (Kilindo, 2014).
Policies in developing countries are designed to stabilize the economy, stimulate growth and reduce poverty. In Nigeria the achievement of these objectives are predicted on the stance of fiscal and monetary policies. Over the years the major goal of monetary policy have often been the two later objective thus inflation targeting and exchange rate policy which dominated the central bank of Nigeria’s monetary policy focus based on an assumption that these are essential tools of achieving macroeconomic stability (Aliyu& Englama,2020).Before 1986 the economic environment that guided monetary policy was characterized by the dominance of the oil sector, the expanding role of the public in the economy and over dependence on the external sector. The use of market based instrument was not feasible at that point because of the underdeveloped nature of the financial market and deliberate restraint on interest rate. After 1986 with the central bank of Nigeria amended act, (adeoye, et al 2014) reveal that the apex bank was granted more discretion and autonomy in the conduct of monetary policy and consequently the focus of monetary during this period shifted significantly from growth and developmental objectives to price stability.
The central bank through the deposit money banks implements policies that guarantee the orderly development of the economy through appropriate changes in the level of its various instruments of monetary policy which include the cash reserve ratio, liquidity ratio, open market operations and primary operation to influence the movement of reserve (Ajie,Nenbere,2018&Masna et al 2014) .The sectional allocation of bank credit in CBN guideline was to stimulate the production sector and thereby stem inflationary pressure. The fixing of interest rate at relatively low level was done mainly to promote investment and growth. Occasionally special deposits were imposed to reduce the amount of free reserve and credit creating capacity of the bank. Minimum cash ratio were usually lower than those voluntary maintained by the banks, they proved less effective as a restraint on their credit operations.
For most economies the objective of the monetary policy include price stability, maintenance of balance of payment equilibrium, promotion of employment and output growth, sustainable development (Folawewo&Osinubi2020). These objectives are necessary for the attainment of internal and external balance and the promotion of long run-economic growth (Imougbele 2014).
Macroeconomic stability depends not only on the macroeconomic management of an economy but also on the structure of key market and sectors. To enhance economic stability the needs to support macroeconomic policy with structural reforms that will strengthen and improves the functioning of the markets and the appropriate sectors. Typically it is of equal importance to a country’s economic achievement to have a of sound macroeconomic policies aimed at maintaining a conducive environment for long term investment in the economy monetary policy is directed primary at promoting long term economic growth; this is to be constantly re-evaluated to adapt to changing challenges and priorities over time.
The economy of Nigeria is faced with macroeconomic problems of high inflation rate and unemployment. But one of the objectives of monetary policy in Nigeria is price stability, despite the monetary regimes that have been adopted by the central bank of Nigeria over the years. We are still faced with the threat of inflation, unemployment, unsatisfactory expansion of domestic output these problems have continued to make our economy less striving. There is a nagging question of whether monetary policy is not an effective instrument of economic stability because the monetary policy instruments have been in operation in Nigeria since the establishment of the Central Bank of Nigeria as the apex Bank. Monetary policy has not has not solves the major macroeconomic problems of economy. The Nigeria economy is also characterized by policy summersaults. Monetary policies initiated by an administration are not sometimes continues or implemented by succeeding administrations, sometimes Monetary policy measures not implemented at the appropriate time.
1.2.	 Statement of the Problems
The lack of monetary policy to control price volatility has resulted in growth instability, given Nigeria's poor track record of growth and development. The following secular swings can be seen in the summary of the long-term pattern: 1965-68 Rapid Decline (Civil War Years), 1969-1971 Revival, 1972-1980 Boom, 1981-84 Crash, 1985-91 Renewed Growth, 1992-2018 Wobbling (CBN, 2018).
Despite the Central Bank of Nigeria's many monetary policy frameworks over the years, inflation remains a threat to Nigeria's economic growth. Nigeria has had a lot of volatility in its inflation rates. Since the early 1970s, the country has had three instances of high inflation of more than 30%. The high rate of inflation is linked to the expansion of the money supply, which has frequently outpaced genuine economic development.
Furthermore, the dualistic nature of Nigeria's financial and product markets imposes significant constraints on monetary policy development and implementation. Because the informal sector accounts for a larger proportion of GDP in Nigeria, the existence of a substantial informal loan market and exchange rate market has a number of implications for the transmission mechanism of monetary policy. Furthermore, the payment system serves as a vital link between the financial and real-economy sectors. The payment system in Nigeria is predominantly cash-based, and the use of cash for transactions increases the amount of money/currency in circulation, making monetary regulation harder.
Although, in the recent years, various electronic means of payment has been in vogue and gradually replacing cash transactions
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
i. What are the impacts of the money supply on deposit money banks performance in Nigeria?
ii. To what extent does exchange rate enhance price stability in Nigeria?
iii. What are the influences of inflation rate on economic stability? 
1.4. Objective of the Study
The Main Objective of Monetary Policy Tools, Money Supply and Performance of Deposit Money Banks in Nigeria, the specific objectives include:
i. To assess the impact of the money supply on deposit money banks performance in Nigeria.
ii. Examine the effect of exchange rate  on price stability in Nigeria
iii. Investigate the influence of inflation rate on economic stability 
1.4.   Research Hypothesis
The hypotheses to be tested in the course of this research work are:
H01: Money supply does not have significant influence on deposit money banks performance in Nigeria
H02: Exchange rate does not have significant influence on Price stability in Nigeria
H03: Inflation rate does not influence economic stability in Nigeria
1.5. Significance of the Study
This research will be critical in assisting the monetary authority in accomplishing macroeconomic goals such as price stability and long-term economic growth. It will also be crucial for financial institutions to meet the macroeconomic goals of the countries in which they operate. The goal of this study is to provide several approaches for regulatory authorities to affect interest rates and other monetary policy tools in order to achieve their goal.
It will provide an objective assessment of the effectiveness of Nigeria's monetary policy; finally, the findings will provide policymakers with recommendations on how to make the Nigerian economy more lively through monetary policy.
1.7	Scope and Limitations of the Study
Only important growth components, such as the gross domestic product and price level, will be examined in this study. This study will look at all aspects of monetary policy, but the main focus will be on examining the impact of the major ones empirically. The scope of this research on the impact of monetary policy on macroeconomic indicators in Nigeria will be limited to the years 1994 to 2024. Finally, the study will look into the monetary policy instruments that have been used in Nigeria since independence and evaluate their effectiveness.



Limitation of The Study
The scope of the study is limited to the relevance of the effect of government financial policies on the economic development financial policies on the economic development as tools in achieving the improvement of banking services (a case study of First Bank plc).
1.9.	Operational Definition of 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 it 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.	Conceptual Review
2.1.1.	Meaning of Monetary Policy
Monetary policy by definition refers to the important action taken by the Central Bank to control the value, supply and cost of money in the economy with a view to achieving government’s macroeconomic objectives. In order to maintain price stability and an improved balance of payment position, monetary management depends on the use of monetary instruments such as credit ceilings, selective credit controls, administered interest and exchange rates, as well as the prescription of cash reserve requirements and special deposits (Ajisafe & Folorunso, 2018). According to Nnanna (2004), macroeconomics policies in developing countries are designed to stabilize the economy, stimulate growth and reduce poverty. Over the years, these major economic goals have been the focus of the CBN. The use of market-based instrument was not visible at that point because of the infant nature of the financial market and the intentional restraint of interest rate by the Central Bank. The economic environment that piloted monetary policy before 1986 was characterized by the dominance of oil sector and the expanding functions of public sector in the economy is over-dependence on the external sector.
The most important and useful instrument of monetary policy was issuance of credit ration in guidelines, which primarily set the rate of change for the components and aggregate of commercial banks loan and advance to the private sector and the sectorial allocation of bank credit according to CBN’s guidelines. This was to facilitate the productive sector and thereby curtailing inflation pressures towards economic growth. The fixing of interest rates at relatively low level was done primarily to encourage investment and growth. Occasionally, special deposits were introduced to reduce the amount of free reserves and crediting capacity of commercial banks. These objectives are necessary for the achievement of internal and external balance and the promotion of long-run economic growth (CBN, 2020). Concept of Performance
2.1.3.	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;
i. Maintenance of relative stability in domestic prices.
ii. Attainment of a high rate of or full employment.
iii. Achievement of a high, rapid and sustainable economic growth.
iv. Maintenance of balance of payment equilibrium.
v. Exchange rate stability.
2.1.4 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 or reserve requirement and special deposits (Nwosa, 2020). 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.
2.1.4.1	Open Market Operation (OMO)
The major instrument to indirect monetary controlling Nigeria is the OMO This was introduced at the end ofJune1993and 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.
2.1.4.2	Reserve Requirement (Reserve Ratio)
There server requirement otherwise known as the reservation can be manipulatedbymonetaryauthoritiestoreducetheabilityofcommercialbankto 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 2020 and then to 12.5% in 2001. Reserve requirement is one of the most powerful instruments of monetary control, if it 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 there by 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 5% to 12% of their total demand deposit and time deposit on which they are paid interest rate below 2.5 percent.
2.1.4.3	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 interstate charged by commercial banks thus resulting in attractive borrowing or low cost of borrowing and hence expansion in liquidity and instrument and vice versa.


2.1.4.4	Selective Credit Controls
Selectivecreditcontrolsorguidelinesinvolveadministrativeorderwhereby 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.
2.1.4.5	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 to 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.
2.1.5	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 monetary 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.
2.1.5.1	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, 2018 provided the following analogy such that M↑ →ir↓ →I↑→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-à-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, 2018) revealed that most bank consider interest rate 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, 2020, Hannan, 2020; and Corvoisier and Gropp, 2002; Bodunrin, 2016), 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:
2.1.5.2	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 (Ayomitunde, et al., 2018) 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 central bank of Nigeria and elsewhere could reduce the supply of loans for small and medium sized bank-dependant business, which are compelled to search for new lenders so as to establish new credit relationships in order to better their investment scope (Ishola, 2018). 
Nigeria 2018 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 it 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(Afolabi, 2020). 
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 sub region 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: 
i. An immediate decline in volume of securities and deposits and a delayed decline in the volume of bank loans following a monetary tightening. 
ii. 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 (2020) 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.
2.1.5.3	Exchange Rate Channel of Monetary Policy Transmission Mechanism
Changes in exchange rate have implication on the spending behavior of individuals and firms which in turn affect the aggregate demand of goods and services. Under a flexible exchange rate regime, expansionary monetary policy depreciates domestic currencies and increases the prices of imported goods. 
A relatively weak transmission mechanism that could affect real output and prices can come about as a result of the strength of the exchange rate channel i.e. the responsiveness of the exchange rate to monetary shocks, the degree of openness of the economy and the exchange rate arrangement of the country. In an empirical analysis by (Krugman and Obstfeld, 2000), they stated that the exchange rate between the currencies of domestic and foreign countries is equal to the ratio of their respective price levels. It posits that a fall in the domestic currency’s purchasing power will be associated with proportional currency depreciation in the foreign exchange market under purchasing power parity (PPP). 
Note that foreign exchange market is a market where buyers and sellers of domestic and foreign currencies are brought together. To Krugman, the equilibrium exchange rate is arrived at when the rate of return on domestic currency deposit equals that of the foreign currency deposit plus expected rate of depreciation of the domestic currency. 
In the case of Nigeria (Nwafor,2020), employed a co-integration and error correction methodology to test the validity of the monetary model of exchange rate determination in explaining the relationship between the Nigeria Naira and the U.S Dollar. The result was that for the transmission mechanism of monetary policy through the exchange rate channel in Nigeria has a long run relationship between the exchange rate and the other macroeconomic variable. Thus, a monetary policy-induced change in money supply influences the exchange rate which in turn affects the current account, prices and output. 




2.1.6. Monetary Policy Target and Implication to the Nigerian Economy
According to Anyanwu (1993), monetary policy target is a desired value of a variable chosen by the monetary policy authority and which is observed with little or no time lay. The question of monetary policy target is the result of the realization that the ultimate objectives of monetary policy are not directly and immediately affected by monetary policy actions. This monetary policy target is a proxy (target) variable to move in a given direction or to be taken on a given value, the ultimate goal variable will respond appropriately. He also noted, there are certain characteristics the monetary policy target must possess to function properly. These are:
i. It must be readily observed and measurable with little or no time lay.
ii. The monetary authorities should be capable of affecting the target variable directly and in right magnitude.
iii. The monetary authorities should also be able to neutralize the effects of any change in the target variable that is related to the policy.
iv. It must be related to the ultimate goal variable unambiguously.
The choice of a monetary policy target variables requires some theoretical hypothesis as to the interrelationship between the target variable and the ultimate goal variable. Through the candidate for target variable include those of the indicator variable interest rate, free reserve, the money supply and total reserves.
The most likely ones are the monetary aggregate such as money supply and interstate. Therefore, the implication is that the monetary authorities should be capableofaffectingitdirectlyandinrightmagnitudeandbeabletoneutralize the effect of any change in the target variable that is not related to policy. Otherwise it will exposits integrity the impediment in heretic this control.


2.1.7	Factors that have militated against the Effectiveness of Monetary Policies in Nigeria
The effectiveness of monetary policy in Nigeria have been constrained or militated by various internal and external factors. These factors include:
2.1.7.1	Instability of the financial sector
This is as a result of political instability in the macro-economy, which has attributed to bank distress and lack of managerial efficiency, resulting to financialinstitutionalfailures.Subsequently,violentingovernment,dictatorship andthelowlevelofparticipatorydemocracysustaintheineffectiveofthe financialsystemespeciallywithregardtoitsabilitytoperformitsinternational roles.
2.1.7.2	Poor state of Economic Infrastructure
Thisresultfrompastneglectespeciallyinruralareaswherethereareabsence offinancial resourcesfor thesuccess of thefinancial market.
2.1.7.3	Non-Harmonization of Monetary and Fiscal Policies
Monetaryexpansionisusedtoovercomearecession,oradepressionora deflationarygap.Itisusedtoattainfavorablebalanceofpayments,pressureon theexchangerate,etc,bothmeasuresareusedtodecreasethecostand availabilityof credit in themoneymarket, and improvesthe economy.
2.1.7.4	Increase in Government Expenditure
Adeficitinthebalanceofpaymentsimpliesanexcessofexpenditureover income.Between1990and1993,theleveloffederaldeficitsincreased tremendouslyandresulted in a high level of growth in monetary aggregates. Thisputexcessivepressureonmoneysupply.Themonetaryauthoritieswere constrainedincontrollinggenerallydomesticpricelevelthroughtheuseof monetarypolicyinstrument.
2.2.	Theoretical Review
There areseveral monetarypolicytheories, onlyafew will be discussed.
2.2.1	The Classical Theory on Monetary Policy
Moneyaccordingtotheclassicistsisaveil.Itisneutralinitseffectson theeconomy.Itsimplyaffectsthepricelevel.Anincreaseinthemoneysupply leadstoanincreaseinpricelevelbuttherealincome,therateofinterestandthe levelof real economic activityremainunaffected.
Therelationshipbetweenmoneyandthepricelevelisexplainedinterms ofthequantitytheoryofmoney.Theclassicalquantitytheoryofmoneystates thatthepricelevelisafunctionofthesupplyofmoney.Algebraically,MV=PT, where M,V, PandT are the supplyofmoney, velocityofmoney, price leveland thevolumeof transactions (or real output)respectively. The equation tells us that the total money supply MV equals thetotalvalueofoutputPTintheeconomy (Jhingan,2020).
Inthistheory,theclassicalbelievesinlong-runeconomy,wherefull employmentisattained.Theyrecognizedtheexistenceofunemploymentinthe eventofdownwardrigidityofmoneywages.Suchasituationcouldbecorrected byanexpansionarymonetarypolicy.Supposethemonetaryauthorityincrease themoneysupply,giventhevelocityofmoneyandthelevelofrealoutput,with theincomeinthemoneysupply,liquidityriseswiththepeoplewhoincreasethe demandforgoodsandservices,thisinturn raisethepricelevel.Theriseinprice levelreducestherealwagewhichprovidesincentivesforemployerstoexpand employmentandoutputtowards the full employmentlevel.
2.2.2	The Keynesian Theory on Monetary Policy
IntheKeynesiananalysis,monetarypolicyplaysacrucialroleinaffecting economicactivity.Itcontendsthatachangeinthesupplyofmoneycan permanentlychangesuchvariablesastherateofinterest,theaggregatedemand and the level of employment, output and income.
Keynesbelievedintheexistenceofunemploymentequilibrium.Thisimplies thatanincomeinmoney supply canbringaboutpermanentincreasesin thelevel ofoutput.This riseinsupplyofmoney,itsfirsteffectisontherateofinterest whichtendstofall.Giventhemarginalefficiencyofcapital,afallintherateof interestwillincreaseinvestment.Theincreasedinvestmentwillraiseeffective demandthroughthemultipliereffecttherebyincreasingincome,outputand employment.
Whatcause the rateof interest to change in the Keynesian monetarypolicy? Therateofinterestisdeterminedbythedemandforandsupplyofmoney.If eitherthedemandformoneyorthesupplyofmoneychangestheequilibrium rateofinterestwouldchange.Thesupplyofmoneyisdeterminedbythe monetaryauthoritywhichisnormallyfixedintheshort-run.Inotherwords,the money supplycurveisperfectly inelastic.Thedemandformoney is the desire to holdcashfortransaction,precautionaryandspeculativepurposes.The speculativedemandfor moneydepends uponthe rate ofinterest or bondprices.
ThusKeynesbelievedonthebasisofhisexperiencethatmonetarypolicy operatedundercertainlimitationsuponwhichiteffectivenessdependonfirst,if theincreaseinsupplyofmoneyreducestherateofinterestprovidedthedemand formoneydoesnotbecomeinfinite(i.e.Perfectlyelastic),andsecond,the reductionintherateofinterestincreasesinvestmentdemandprovideditisnot inelastic to the rate of interest becomes in effective.

2.3.	Empirical Review
Several studies have examined the relationship between monetary policy tools, such as interest rate adjustments and reserve requirements, and the profitability of deposit money banks in Nigeria. A study by Ogunleye and Ogunnubi (2021) analyzed the effect of Central Bank of Nigeria (CBN) monetary policy instruments on the financial performance of First Bank of Nigeria Plc. Using panel data from 2005 to 2020, they found that increases in the Monetary Policy Rate (MPR) negatively impacted bank profitability due to higher borrowing costs for customers, which reduced loan demand. The study further revealed that open market operations (OMO) had a significant negative correlation with net interest margins, underscoring the sensitivity of banks to liquidity adjustments (Ogunleye & Ogunnubi, 2021). This aligns with the findings of Adeniyi et al. (2018), who argued that tighter monetary policies constrain credit expansion, thereby reducing banks' income-generating activities.
The Cash Reserve Ratio (CRR) is one of the primary tools used by the CBN to control liquidity in the banking system. A study conducted by Adekunle and Oyewole (2020) explored how variations in the CRR affected the liquidity management and operational efficiency of First Bank of Nigeria Plc. Their findings indicated that frequent upward adjustments in the CRR significantly reduced banks' available funds for lending, leading to diminished asset growth and operational inefficiencies. The authors emphasized that while the CRR serves as an effective tool for macroeconomic stability, its stringent application can hinder the operational flexibility of banks (Adekunle & Oyewole, 2020). Similarly, Okoroafor and Eze (2019) noted that high CRR levels often force banks to rely more on non-interest income sources, which may not be sustainable in the long term.
Interest rate policies are pivotal in shaping the lending behavior of deposit money banks.
According to a study by Ibe and Nwankwo (2022), fluctuations in the MPR directly influence loan portfolio growth within Nigerian banks, including First Bank of Nigeria Plc. The researchers employed time-series analysis over a 15-year period and discovered that increases in the MPR led to a contraction in loan disbursement, as borrowing became less affordable for businesses and individuals. This contraction was particularly evident during periods of inflation targeting, where the CBN prioritized price stability over credit expansion (Ibe&Nwankwo, 2022). These findings corroborate earlier research by Udeh and Okafor (2020), who highlighted the trade-off between inflation control and economic growth in the context of monetary policy implementation.
Open Market Operations (OMO) are another critical instrument used by the CBN to manage liquidity in the economy. A recent study by Ojo and Agboola (2023) investigated the impact of OMO on the stability and resilience of First Bank of Nigeria Plc. The study utilized a Vector Error Correction Model (VECM) and concluded that aggressive sales of government securities through OMO tend to drain liquidity from the banking system, creating short-term instability for banks. However, the authors also noted that OMO could enhance long-term stability by curbing excessive risk-taking and speculative activities among banks (Ojo&Agboola, 2023). This dual effect underscores the complexity of monetary policy transmission mechanisms in developing economies like Nigeria.
Exchange rate policies, though primarily aimed at stabilizing the naira, also have indirect effects on the performance of deposit money banks. A study by Lawal and Adebiyi (2021) assessed how exchange rate volatility influenced foreign exchange earnings and overall profitability of First Bank of Nigeria Plc. The results showed that devaluation of the naira, often necessitated by monetary policy decisions, negatively impacted banks' foreign exchange trading income and increased their exposure to currency risks. Furthermore, the study highlighted that prolonged exchange rate instability could erode investor confidence, thereby affecting banks' ability to attract foreign capital (Lawal&Adebiyi, 2021). These insights resonate with the work of Chukwu and Eke (2019), who stressed the importance of coordinated fiscal and monetary policies to mitigate adverse effects on the banking sector.
Inflation targeting has become a cornerstone of monetary policy in Nigeria, with implications for bank risk-taking behavior. A study by Onyeiwu and Okafor (2022) examined how inflation-targeting frameworks influenced the risk appetite of First Bank of Nigeria Plc. The findings revealed that stringent inflation controls often compelled banks to adopt conservative lending practices, focusing on low-risk but low-return assets. While this approach improved banks' asset quality and reduced non-performing loans, it simultaneously constrained revenue generation and profitability (Onyeiwu&Okafor, 2022). These observations align with the conclusions drawn by Adebayo and Ogunleye (2020), who argued that inflation-targeting regimes require careful calibration to balance financial stability and economic growth.

The effectiveness of monetary policy depends largely on its transmission mechanisms, which vary across different banking systems. In a study by Eze and Okoye (2021), the transmission channels of monetary policy were analyzed in relation to the efficiency of First Bank of Nigeria Plc. The researchers identified interest rates, credit availability, and asset prices as key channels through which monetary policy impacts bank performance. They observed that delays in the transmission process, often caused by structural bottlenecks in the Nigerian economy, weakened the intended effects of monetary policy interventions. Consequently, banks faced challenges in aligning their operations with changing policy environments, leading to suboptimal performance outcomes (Eze&Okoye, 2021). This perspective is consistent with the arguments presented by Uche and Nwachukwu (2020), who advocated for reforms to strengthen monetary policy transmission in Nigeria.
The advent of digital banking has introduced new dynamics into the interaction between monetary policy and bank performance. A recent study by Nwankwo and Eze (2023) explored how technological advancements, particularly digitalization, moderate the impact of monetary policy tools on First Bank of Nigeria Plc. The study found that banks leveraging digital platforms were better positioned to adapt to changes in monetary policy, such as interest rate hikes or liquidity tightening measures. For instance, digital channels enabled banks to reduce operational costs and diversify revenue streams, thereby mitigating the adverse effects of restrictive policies. The authors recommended that policymakers consider the role of technology when designing monetary policy frameworks to ensure inclusivity and sustainability (Nwankwo&Eze, 2023). 



2.4	Gaps in literature 
- Mixed findings: Studies have reported mixed results on the impact of monetary policy on deposit money bank performance, indicating a need for further research to clarify the relationship.
- Limited understanding of specific tools: There is a knowledge gap on the effects of various monetary policy tools, such as monetary policy rates, liquidity rates, lending rates, and cash reserve ratios, on bank performance.
- Firm-specific factors: Few studies have considered firm-specific factors, like firm size, as control variables when examining the impact of monetary policy on bank performance.
- Nigerian context: Despite the importance of the Nigerian economy, there is a need for more studies on the impact of monetary policy on deposit money banks in Nigeria.
- Business model impact: Research is limited on how different business models of banks influence the impact of monetary policy on their performance.


CHAPTER THREE
METHODOLOGY
3.1.	Preamble  
The chapter entails the methods used by the researcher to further his information in writing the project which comprises of research design, sources of data, population of the study, sample size and sampling technique, research instrument, method of data analysis and model specification.
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.	Sources of Data 
 Two main sources of data are used they are: 
i. Primary sources of data 
ii. Secondary sources of data 
Primary Sources of Data Collection 
	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.
Secondary Sources of Data Collection 
The secondary sources are the textbooks, qualitative analysis and quantitative presentation of data. Some information reveals that secondary data collection lacks reliability dependability and authentically but for the purpose of these research information that gives adequate judgment to the investigation were extracted and in spite the demand, it saves times and energy because little effort is required. 


3.4 Population of the Study 
It target population for this study comprised of (40) forty numbers of staff of FIRST BANK Plc, Ilorin, Kwara state. It include senior and junior staff and customer of the bank 
3.5 Method of Data Analysis 
The excitement in a research is large in analysis finding patterns and extracting measuring from a crazy quite of data taxes, the still and imagination even of brilliant research the dependence of analytical tool on data in the main reason are considered during the design stage. 
In presenting and analyzing the data collected for the purpose of the research, reliance were place on statistical tools to reconstruct the past objectively and accurately. Descriptive to describe systematically a situation of area of interest factually and accurately in form of table of percentages.
3.8 Model Specification 
Model specification
The model to be adopted will specifically be based on the following functional relationship:
INFR = f(MS, CRR, EXR, LQR)
This equation reads that inflation is a function of interest rate, cash reserve ratio, exchange rate, liquidity ratio. However to hold firm the influence of the random variable, the equation is explicitly transformed into the following
INFL = BO + B1MS +B2LQR +B3INT + B4EXC+……..Ut
Where
MS = Money Supply
INFL = Inflation Rate CRR = Cash Reserve Ratio LQR = Liquidity Ratio
EXR = Exchange Rate [Naira/US Dollar rate] U = error term or stochastic variable
The parameter estimates are B1, B2, B3 and B4 while B0 is the parameter constant and U is the error term.


CHAPTER FOUR
DATA ANALYSIS AND PRESENTATIONS
4.1.	Preamble 
This section will present and analyze data collected using the techniques and methodology already discussed.
Table 4.1: inflation rate, exchange rate,
Interest rate, liquidity ratio, cash reserve ratio (1994 -2024)

	YEAR
	INFR
	EXCR
	INTR
	LQR
	MS

	1994
	40.9
	7.39
	16.5
	40.3
	2.1

	1995
	7.5
	8.03
	26.8
	44.3
	2.9

	1996
	13
	9.9
	25.5
	38.6
	2.9

	1997
	44.5
	17.29
	20.01
	29.1
	2.9

	1998
	57.2
	22.05
	29.8
	42.2
	4.4

	1999
	57.2
	21.88
	18.32
	48.5
	6

	2000
	72.8
	21.88
	21
	33.1
	5.7

	2001
	29.3
	21.88
	20.18
	43.1
	5.8

	2002
	8.5
	21.88
	19.74
	40.2
	7.5

	2003
	10
	21.88
	13.54
	46.8
	7.8

	2004
	6.6
	92.34
	18.29
	61
	8.3

	2005
	6.9
	100.8
	21.32
	64.1
	11.7

	2006
	18.9
	111.7
	17.98
	52.9
	9.8

	2007
	12.9
	126.25
	18.29
	52.5
	10.8

	2008
	14
	134.03
	21.32
	50.9
	10.8

	2009
	15
	132.37
	17.98
	50.5
	10.6

	2010
	17.9
	130.6
	18.29
	50.2
	10

	2011
	8.2
	128.27
	21.32
	55.7
	8.6

	2012
	5.5
	125.88
	20.48
	48.8
	9.7

	2013
	11.6
	118.86
	9.75
	30
	4.2

	2014
	12
	145.86
	9.75
	40.9
	3.3

	2015
	13.7
	148.46
	6
	30.6
	3

	2016
	10.8
	150.48
	12
	23.3
	4

	2017
	12.2
	155.02
	12
	30
	8

	2018
	8.4
	165
	12
	30
	12

	2019
	8
	168
	13
	30
	12

	2020
	9
	199.26
	11
	30
	20

	2021
	15.4
	304.5
	14
	30
	20

	2022
	18.6
	305.5
	14
	30.5
	22.5

	2023
	11.4
	306.5
	14
	30
	22.5

	2024
	12
	359
	13.5
	29
	24


Source: Culled from CBN bulletin, 2025
4.2: Result of The Analysis
Unit root test is a test for stationarity of the variables using the augmented Dickey-Fuller (ADF) test with the null hypothesis (H0): there is no unit root in the variables. The ADF results comprising of the t- statistics and 5% critical value are represented in the table below

Table 1a. Unit Root (ADF Test) at levels.

	Variables
	ADF Test
	5% critical value
	Order of integration
	Remarks

	
	
	
	
	

	LOGGDP
	-2.144702
	-3.544284
	1 (0)
	Not stationary

	LOGMS
	-3.141542
	-3.568379
	1 (0)
	Not stationary

	INFR
	-2.768142
	-3.595026
	1 (0)
	Not Stationary

	RER
	-1.842397
	-3.515523
	1 (0)
	Not stationary

	RIR
	-6.156017
	-3.552973
	1 (0)
	Stationary



Table 1a indicates that all the variables except RIR are not stationaryat level.
Tables 1b: Testing for Unit root at 1st difference form
	Variables
	ADF Test
	5%critical
	Order
	of  Remarks

	
	
	Value
	integration
	

	
	
	
	
	

	LOGGDP
	-5.300491
	-3.548490
	1 (1)
	Stationary

	LOGMS
	-3.564959
	-3.515523
	1 (1)
	Stationary

	INFR
	-3.826533
	-3.603202
	1 (1)
	Stationary

	RER
	-3.839432
	-3.557759
	1 (1)
	Stationary

	RIR
	-6.156017
	-3.552973
	1 (0)
	Stationary



Table 1b above shows that RIR is stationary at levels while LOGGDP, LOGMS, INFR and RER are stationary at first difference.
4.2 Co-integration Test Result
Table 2: Unrestricted Co-integration rank test results (trace)
Table 3a: Unrestricted Co-integration Rank Test (Trace)
	Hypothesized
	
	Trace
	0.05
	

	No. of CE(s)
	Eigenvalue
	Statistic
	Critical Value Prob.

	
	
	
	
	

	None 
	0.665393
	93.07518
	69.81889
	0.0002

	At most 1 
	0.638382
	55.85202
	47.85613
	0.0074

	At most 2
	0.326362
	21.26839
	29.79707
	0.3411

	At most 3
	0.184200
	7.836240
	15.49471
	0.4831

	At most 4
	0.026533
	0.914323
	3.841466
	0.3390



Trace test indicates 2 cointegratingeqn(s) at the 0.05 level denotes rejection of the hypothesis at the 0.05 level MacKinnon-Haug-Michelis (2021) p-values
Table 2b: Unrestricted Cointegration rank test results (maximum eigenvalue)
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
	Hypothesized
	
	
	
	Max-Eigen
	0.05
	
	
	

	No. of CE(s)
	Eigenvalue
	Statistic
	Critical Value Prob.

	None 
	0.665393
	37.22316
	33.87687
	
	0.0192

	At most 1 
	0.638382
	34.58363
	27.58434
	
	0.0054

	At most 2
	0.326362
	13.43215
	21.13162
	
	0.4133

	At most 3
	0.184200
	6.921917
	14.26460
	
	0.4984

	At most 4
	0.026533
	0.914323
	3.841466
	
	0.3390



Max-eigenvalue test indicates 2 cointegratingeqn(s) at the 0.05 level denotes rejection of the hypothesis at the 0.05 level MacKinnon-Haug-Michelis (2021) p-values

Table 2a shows that the Trace statistic (93.07518) is greater than the critical value at 5% (69.81889) or probability values less than 0.05 and also indicating 2 co-integrations at 5% level of significance, thus, our variables are co- integrated indicating a possible long run relationship. We proceed to estimate the error correction model.
Table 2b equally shows that the Max-Eigen statistic (37.22316) is greater than the critical value (33.87687) at 5% level of significance and also indicating 2 co-integrating vectors. This shows that our variables are co-integrated. We proceeded to estimate the error correction model.
4.3 Error Correction Model (ECM)
Table 3.ErrorCorrection Analysis Result
	Variables
	Coefficient
	Stderror
	t- statistics
	Prob

	
	
	
	
	

	D(LOGMS)
	0.459879
	0.269480
	4.706669
	0.0098

	D(INFR)
	-0.00183
	0.001877
	-7.97824
	0.0007

	D(RER)
	0.000355
	0.000389
	0.912681
	0.3698

	D(RIR)
	-0.00413
	0.001310
	-3.41651
	0.0021

	C
	0.113673
	0.064909
	3.751250
	0.0017

	ECM(-1)
	-0.226559
	0.115077
	-2.96876
	0.0097



Given the result of the co-integration test which reveals the existence of co-integration among variables, error correction is considered appropriate for the analysis. The error correction analysis shows that there is a positive relationship between broad money supply, real exchange rate, and economic growth in Nigeria, while negative relationships exist between inflation, real interest rate and economic growth. The coefficient of the ECM (-1) in Table 3 indicates that 22.6% of the disequilibrium in the model will be corrected annually. In other words, 22.6% of disequilibrium in the short run will be corrected in the long run. The speed of adjustment indicates that the model will converge completely to its equilibrium system in 4.2 years.


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 central bank of Nigerian. The various attempts by the CBN 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. 
i. The government directive has tied a significant impact on the quality of banking sector. 
ii. That the positive and systematic dialogue and understanding between the central bank of Nigeria and the banks has not been strictly adhered to.
iii. That the ceiling on the amount of interest bank pays or charges are actually protecting the customers.
iv. 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 (1990-2020) 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 includes 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 prove 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 CBN 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.
i. Nigeria should develop and strengthen every sector that contributes to economic growth of Nigeria.
ii. The monetary authority should not only aim at reducing inflation, but also ensure that the real economy is stabilized.
iii. Nigeria should diversify their resource base and not solely depending on oil as its major export earner.
iv. 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.

v. 
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