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CHAPTER ONE
1.1 BACKGROUND TO THE STUDY

The performance of a country’s financial sector is closely linked to the effectiveness of its monetary policy. Central banks, as monetary authorities, deploy various tools to regulate money supply, stabilize prices, and safeguard the overall health of the economy. In Nigeria, this responsibility rests with the Central Bank of Nigeria (CBN), whose policy actions significantly influence economic activities and, by extension, the financial performance of Deposit Money Banks (DMBs).

Deposit Money Banks play a central role in Nigeria’s economic development. They accept deposits, extend credit to households and businesses, facilitate investment, and act as intermediaries between surplus and deficit economic units. Their stability and performance are therefore critical to sustaining economic growth and maintaining financial sector stability.

Monetary policy instruments such as the Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), and Open Market Operations (OMO) directly affect banks’ lending capacity, cost of funds, and investment behavior. When appropriately applied, these tools can support macroeconomic objectives such as price stability, exchange rate stability, and sustainable economic growth.

Over the past decade, however, Nigeria has grappled with persistent macroeconomic instability—characterized by high inflation, volatile exchange rates, sluggish growth, and declining foreign reserves. In response, the CBN has adopted an increasingly aggressive monetary policy stance, frequently adjusting interest rates and tightening liquidity to curb inflation and stabilize the naira.

For instance, in 2024, the CBN raised the MPR to 27.5%, its highest in decades, and increased the CRR to 50% in a bid to mop up excess liquidity (CBN, 2024). These measures were intended to counter soaring inflation, which had exceeded 30%, and mitigate exchange rate pressures. While these actions may be macroeconomically justified, they have significantly restricted banks’ ability to lend and invest, thereby impacting profitability and operational flexibility.

High interest rates, while potentially attracting foreign investment and reducing inflation, simultaneously increase borrowing costs, discourage private sector lending, and heighten the risk of loan defaults. Likewise, an elevated CRR reduces liquidity available to banks, forcing them to rely on more expensive funding sources or curtail credit supply. Furthermore, in March 2024, the CBN introduced a recapitalization policy mandating banks to substantially raise their capital base by 2026. While aimed at strengthening resilience, this directive poses short-term financial and strategic challenges, particularly for mid-sized banks.

The literature on the subject remains divided. Some scholars argue that monetary tightening enforces discipline, controls inflation, and enhances long-term stability, while others contend that it reduces profitability and limits banks’ capacity to finance economic growth (Uruakpa, 2023; Gbarawae et al., 2024). These divergent findings underscore the need for contemporary research that reflects Nigeria’s rapidly evolving monetary environment.

Given the pace of post-pandemic reforms and recent policy tightening, there is a pressing need to examine how monetary policy decisions influence the financial performance of Nigerian banks. Performance indicators such as return on assets (ROA), return on equity (ROE), liquidity ratios, and capital adequacy provide critical insights for this analysis.

This study, therefore, seeks to evaluate the relationship between CBN monetary policies and the financial performance of DMBs in Nigeria, focusing on the period 2018–2024. The findings will provide useful guidance for policymakers, financial institutions, and investors in balancing economic stability with financial sector performance.
1.2 Statement of the Problem

The Central Bank of Nigeria has consistently employed monetary policy tools to stabilize the economy and safeguard the financial system. However, recent aggressive tightening measures have raised concerns about their implications for the financial health of Deposit Money Banks.

The sharp increase in the Monetary Policy Rate (27.5%) and the Cash Reserve Ratio (50%) in 2024 were intended to address inflationary pressures and exchange rate volatility. Yet, these measures have significantly constrained the funds available for banks to lend, tightened liquidity, and eroded profit margins. Banks are required to hold a substantial portion of deposits with the CBN without earning interest, while still bearing the cost of servicing those deposits.

At the same time, inflation exceeding 30% and continued exchange rate instability have increased operating costs and credit risks. The 2024 recapitalization directive, requiring banks to substantially increase their capital base by 2026, adds further financial pressure.

Empirical studies on this subject remain inconclusive: while some suggest that monetary policy supports stability and growth, others argue that excessive tightening undermines credit creation and profitability (Uruakpa, 2023; Gbarawae et al., 2024). This divergence highlights a knowledge gap on how the current policy stance of the CBN directly impacts bank performance in Nigeria’s dynamic economic environment.
This study addresses that gap by examining the recent monetary policy measures of the CBN and their effects on the financial performance of Deposit Money Banks.

1.3 Objectives of the Study

The main objective of this study is to examine the effects of monetary policy on the financial performance of Deposit Money Banks in Nigeria, with particular attention to recent CBN policy actions.

The specific objectives are to:

Assess the impact of the Monetary Policy Rate (MPR) on the profitability of Deposit Money Banks.

Evaluate the effect of the Cash Reserve Ratio (CRR) on banks’ liquidity and lending capacity.

Examine the relationship between liquidity management policies and the financial sustainability of Deposit Money Banks.

Analyze the influence of the 2024 recapitalization directive on banks’ capital adequacy and operational performance.

Provide policy recommendations to enhance the effectiveness of monetary policy in supporting bank performance.

1.4 Research Questions

This study seeks to answer the following questions:

To what extent does the Monetary Policy Rate (MPR) affect the profitability of Deposit Money Banks in Nigeria?
How has the Cash Reserve Ratio (CRR) impacted the liquidity and lending activities of banks?

What is the relationship between liquidity management policies and the financial sustainability of Deposit Money Banks?

How does the CBN’s recapitalization directive influence the capital adequacy and financial performance of Deposit Money Banks?

What policy adjustments can improve the effectiveness of monetary policy in supporting the Nigerian banking sector?

1.6 Significance of the Study

This study is significant for the following stakeholders:

Policy Makers: It provides insights to the Central Bank of Nigeria and other regulatory agencies on how monetary policy decisions affect banks, thereby guiding the design of balanced policies that promote financial stability without stifling profitability and credit growth.

Deposit Money Banks: Findings will help banks understand the implications of monetary policy on their operations, enabling them to adopt strategies to mitigate risks and enhance resilience.

Academia: The study contributes to the existing body of literature on monetary policy and bank performance in Nigeria, updating it with recent data and post-pandemic policy changes.

Investors and Stakeholders: The research offers a clearer understanding of how monetary policy shapes banks’ profitability and stability, assisting investors in making informed financial and investment decisions.
General Public: By deepening awareness of the link between monetary policy and banking performance, the study promotes financial literacy and strengthens confidence in the Nigerian banking system.

1.7 Scope of the Study

This study focuses on the effects of monetary policy on the financial performance of Deposit Money Banks in Nigeria between 2018 and 2024. It specifically examines key policy instruments such as the Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), and liquidity management measures, as well as the recent recapitalization directive.

The analysis will emphasize performance indicators including return on assets (ROA), return on equity (ROE), liquidity ratios, and capital adequacy. Geographically, the study is restricted to the Nigerian banking sector and does not extend to other financial institutions such as microfinance banks or non-bank financial institutions.

1.8 Limitations of the Study

The study acknowledges certain limitations:

Data Availability: Access to comprehensive and up-to-date financial data from all Deposit Money Banks may be constrained, affecting the scope of analysis.

Time Frame: The study focuses on data up to 2024 and may not capture the full impact of policies introduced thereafter.

External Factors: Other macroeconomic variables such as political instability, global economic shocks, and regulatory reforms beyond monetary policy may also influence banks’ performance but are not within the scope of this study.

Generalizability: Findings may be specific to Nigeria’s banking system and may not be directly applicable to other countries or financial institutions.

Causality: The study primarily relies on secondary data and econometric methods, which may establish associations but not definitive causality.

1.9 Definition of Terms

Monetary Policy: The process by which a central bank manages money supply and interest rates to achieve economic objectives such as controlling inflation and stabilizing currency.

Monetary Policy Rate (MPR): The benchmark interest rate set by the Central Bank of Nigeria to influence lending rates and liquidity in the banking system.

Cash Reserve Ratio (CRR): The proportion of a bank’s deposits that must be held with the CBN as reserves, thereby limiting funds available for lending.

Open Market Operations (OMO): The buying and selling of government securities by the CBN to regulate money supply and liquidity in the economy.

Deposit Money Banks (DMBs): Commercial banks licensed to accept deposits and provide loans and other financial services.

Financial Performance: A measure of a bank’s ability to generate profit, maintain liquidity, and sustain operations effectively.

Liquidity: The capacity of a bank to meet its short-term obligations without incurring significant losses.

Recapitalization: The process of increasing a bank’s capital base to meet regulatory requirements and strengthen financial stability. 

CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews scholarly literature and conceptual frameworks on the relationship between monetary policy and the financial performance of Deposit Money Banks (DMBs), with a focus on Nigeria. Monetary policy plays a central role in shaping the macroeconomic environment of any nation by influencing inflation, interest rates, exchange rates, and credit conditions. Consequently, it has profound implications for the performance of financial institutions.

In Nigeria, the Central Bank of Nigeria (CBN) is tasked with formulating and implementing monetary policy with the overarching goal of ensuring price stability and sustainable economic growth. Deposit Money Banks, as major players in the financial sector, are highly sensitive to monetary policy shifts because of their reliance on interest margins, credit allocation, and liquidity management.

Understanding the transmission mechanisms between monetary policy tools and banking outcomes is essential for promoting financial system stability. Instruments such as the Monetary Policy Rate (MPR), Open Market Operations (OMO), Cash Reserve Ratio (CRR), and Liquidity Ratio are employed by the CBN to regulate credit and discipline banks.

This chapter provides a comprehensive review of existing works by examining key concepts, theoretical foundations, and empirical findings. By identifying gaps in the literature, it establishes the relevance of this study in the context of Nigeria’s evolving monetary landscape and post-pandemic economic adjustments.

2.2 Conceptual Review

Monetary policy refers to deliberate actions by a central bank to control the supply of money and interest rates in order to influence macroeconomic outcomes such as inflation, growth, and employment. In Nigeria, the Central Bank relies on several instruments, including the MPR, OMO, CRR, and liquidity management measures.

· Monetary Policy Rate (MPR): Serves as the benchmark interest rate, guiding the cost of borrowing and lending across the economy. Increases in MPR typically lead to higher lending rates, reduced borrowing, and slower credit growth, which can compress bank revenues. Conversely, lower MPR tends to stimulate lending, boosting bank performance.

· Open Market Operations (OMO): Involve the buying and selling of government securities to regulate liquidity. OMO sales withdraw liquidity, tightening credit conditions, while OMO purchases inject liquidity, expanding lending opportunities.

· Cash Reserve Ratio (CRR): Refers to the proportion of commercial bank deposits that must be held with the CBN. A higher CRR restricts funds available for lending and can constrain profitability, while a lower CRR increases loanable funds and enhances income generation.

· Liquidity Ratio: Ensures banks maintain adequate short-term liquid assets to meet obligations. While vital for stability, stringent liquidity requirements may limit banks’ lending capacity.

· Foreign Exchange Management: CBN interventions in the foreign exchange market aim to stabilize the naira but may affect banks’ exposures and profitability.

Deposit Money Banks (DMBs) are licensed financial institutions authorized to accept deposits and provide credit. Their performance is measured using indicators such as Return on Assets (ROA), Return on Equity (ROE), Net Interest Margin (NIM), liquidity ratio, and Capital Adequacy Ratio (CAR). These metrics reflect profitability, efficiency, and resilience—dimensions heavily influenced by monetary policy.

2.2.1 Monetary Policy in Nigeria

The CBN Act of 2007 mandates the Bank to maintain monetary and price stability, issue legal tender, and promote a sound financial system. Nigeria’s monetary policy has historically sought to balance inflation control with economic growth, though the country has faced persistent macroeconomic challenges. Recent years have seen more aggressive policy adjustments aimed at curbing inflation (above 30% in 2024), stabilizing the exchange rate, and strengthening banking sector resilience. Unconventional measures such as foreign exchange interventions and the introduction of the eNaira further reflect the evolving nature of Nigeria’s monetary framework.

2.2.2 Financial Performance of Deposit Money Banks

Financial performance refers to a bank’s ability to generate income, manage risks, and sustain operations effectively. Common measures include:

· Profitability ratios (ROA, ROE, NIM)

· Efficiency metrics (cost-to-income ratio)

· Liquidity ratios
· Capital adequacy measures (CAR)

Since banks’ earnings are largely driven by interest income and credit performance, monetary policy adjustments directly shape these performance outcomes.

2.3 Theoretical Framework

This study is anchored on several theories explaining the relationship between monetary policy and banking performance:

1. Keynesian Theory of Interest Rate: Posits that interest rates are determined by money demand and supply. Expansionary policy lowers interest rates, stimulates borrowing, and improves bank profitability, while contractionary policy raises rates, restricts credit, and compresses performance.

2. Monetarist Theory: Advocated by Milton Friedman, it emphasizes the central role of money supply in determining output and prices. Stability in monetary supply fosters favorable lending conditions, while volatility undermines bank revenues and asset quality.

3. Transmission Mechanism Theory: Explains the channels through which monetary policy affects the economy—interest rate, credit, exchange rate, and asset price channels. For banks, the interest rate and credit channels are most direct, influencing net interest margins and loan creation.

4. Liquidity Preference Theory: Builds on Keynesian ideas, suggesting that individuals value liquidity and will only part with funds at higher interest rates. Central bank interventions that alter liquidity levels affect banks’ lending behavior, liquidity ratios, and profitability.

These theories provide the framework for analyzing how CBN monetary policy tools—MPR, CRR, OMO, and liquidity requirements—shape the financial performance of Deposit Money Banks.

2.4 Empirical Review

Several studies have examined the relationship between monetary policy and bank performance, though findings are often mixed.

· Nigerian Evidence:
· Olalekan & Adeyemi (2021) reported that frequent changes in the MPR had a significant negative effect on ROA of Nigerian banks, discouraging long-term investment and lending.

· Adebayo, Ifedayo & Alao (2020) found that both CRR and MPR negatively influenced net interest margins, largely due to liquidity constraints and higher cost of funds.

· Ogunmuyiwa & Ekone (2019), however, observed a positive link between expansionary monetary policies (lower MPR and OMO injections) and bank lending growth, although they cautioned that benefits were short-lived without macroeconomic stability.

· Eze & Chukwuemeka (2023), in a post-COVID analysis, noted that expansionary CBN policies improved liquidity but that inflation, exchange rate volatility, and rising credit risk dampened profitability.

· International Evidence:
· Saqib & Arif (2022), studying South Asia, found that monetary policy tools significantly influenced ROA and ROE, with stronger effects in more mature financial systems.

· Abiola & Muthoni (2020), in a cross-country African study, argued that the effectiveness of monetary policy is moderated by institutional quality, inflation control, and the level of financial development.

Synthesis: While most studies agree that monetary policy significantly affects bank performance, the direction of influence varies with policy stance, macroeconomic conditions, and institutional capacity. Expansionary measures tend to boost credit and short-term profitability but may generate inflationary pressures, whereas contractionary measures enhance stability at the expense of profitability and credit creation.
2.5 Summary of Literature Review

The literature reveals that monetary policy significantly influences Deposit Money Banks through channels such as interest rates, credit availability, liquidity, and exchange rate dynamics. Empirical findings, however, remain inconclusive, with both positive and negative effects reported. While expansionary policies often improve short-term profitability, contractionary measures are more likely to safeguard long-term stability.

Despite substantial scholarship, gaps persist, particularly in relation to recent CBN reforms, the post-pandemic context, and the integration of digital banking trends. This study therefore contributes to the literature by providing a contemporary analysis of how recent monetary policy instruments affect the financial performance of Deposit Money Banks in Nigeria between 2018 and 2024.

CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodology adopted in examining the effects of monetary policy on the financial performance of Deposit Money Banks (DMBs) in Nigeria. It outlines the research design, population of the study, sampling procedure, sources of data, methods of data collection, analytical techniques, as well as validity and reliability measures. The methodology is designed to ensure a systematic, rigorous, and replicable process for addressing the research objectives. Given the quantitative nature of the study, which relies on measurable monetary policy and financial performance indicators, a quantitative research approach was employed.

3.2 Research Design

The study employed a descriptive and correlational research design. The descriptive dimension focused on identifying trends in monetary policy variables—such as the Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), and Open Market Operations (OMO)—and bank performance indicators, including Return on Assets (ROA) and Return on Equity (ROE). The correlational aspect examined the extent and direction of relationships between these variables.

To enhance robustness, the study adopted a panel data design, combining cross-sectional data (across selected banks) with time-series data (2015–2023). This approach is appropriate because it captures variations both within and across banks, reduces estimation bias, and provides stronger insights into the dynamic impact of monetary policy on banking performance without manipulating the variables under study.

3.3 Population of the Study

The population comprised all 24 licensed Deposit Money Banks (DMBs) operating in Nigeria as recognized by the Central Bank of Nigeria (CBN). These banks collectively form the primary institutions through which monetary policy is transmitted to the broader economy. Their financial statements and regulatory disclosures provide credible data for empirical evaluation.

3.4 Sample Size and Sampling Technique

The study employed a purposive sampling technique to select five Tier-1 DMBs—Zenith Bank, Access Bank, Guaranty Trust Bank (GTBank), United Bank for Africa (UBA), and First Bank of Nigeria. These banks were chosen based on their market dominance, asset base, systemic importance, and the availability of consistent financial data. Collectively, they account for over 60% of total banking sector assets, making them a representative sample for evaluating the impact of monetary policy on financial performance in Nigeria’s banking sector.

3.5 Sources of Data

The study relied exclusively on secondary data obtained from credible and verifiable sources, including:

· Central Bank of Nigeria (CBN) Statistical Bulletin (2015–2023)

· Audited annual reports of the selected banks

· Nigerian Deposit Insurance Corporation (NDIC) annual reports

· Nigerian Exchange Group (NGX) publications

· International Monetary Fund (IMF) and World Bank financial statistics

The dependent variables were financial performance indicators (ROA and ROE), while the independent variables included monetary policy instruments (MPR, CRR, OMO), as well as macroeconomic controls such as inflation (INF) and exchange rate (FX).

3.6 Method of Data Collection

Data on financial performance (ROA, ROE) were extracted from the audited financial statements of the selected banks, while monetary policy and macroeconomic data were obtained from the CBN, NDIC, and other regulatory reports. The study period covered nine years (2015–2023) to capture recent monetary policy shifts and banking sector responses.

All data were compiled into structured spreadsheets for consistency, cross-validated with multiple sources, and cleaned to address missing values through interpolation where necessary. Cross-referencing minimized discrepancies, ensuring a high degree of accuracy and completeness.

3.7 Method of Data Analysis

The analysis combined descriptive statistics and econometric modeling. Descriptive statistics (mean, median, standard deviation, and trend analysis) were used to summarize the characteristics of the variables.

For inferential analysis, panel regression models were employed to establish the relationship between monetary policy variables and bank performance. Both Fixed Effects Model (FEM) and Random Effects Model (REM) were estimated, and the Hausman test determined the most appropriate specification.

To ensure robustness, diagnostic tests were conducted, including:

· Variance Inflation Factor (VIF) for multicollinearity

· Durbin-Watson test for autocorrelation

· Breusch-Pagan test for heteroscedasticity

Data analysis was performed using STATA (version 16) and SPSS (version 25).

The regression model is specified as:

FPit=β0+β1MPRt+β2CRRt+β3OMOt+β4INFt+β5FXt+εitFP_{it} = \beta_0 + \beta_1 MPR_t + \beta_2 CRR_t + \beta_3 OMO_t + \beta_4 INF_t + \beta_5 FX_t + \varepsilon_{it}FPit​=β0​+β1​MPRt​+β2​CRRt​+β3​OMOt​+β4​INFt​+β5​FXt​+εit​ 

Where:

· FPitFP_{it}FPit​ = Financial performance of bank i at time t (proxied by ROA, ROE)

· MPRtMPR_tMPRt​ = Monetary Policy Rate

· CRRtCRR_tCRRt​ = Cash Reserve Ratio

· OMOtOMO_tOMOt​ = Open Market Operations proxy (e.g., Treasury bill rate)

· INFtINF_tINFt​ = Inflation rate

· FXtFX_tFXt​ = Exchange rate

· εit\varepsilon_{it}εit​ = Error term

3.8 Validity and Reliability of Data

Validity was ensured by relying on authoritative and widely recognized data sources such as CBN, NDIC, and published annual reports of the banks. Cross-checking across multiple databases minimized errors and enhanced accuracy.

Reliability was ensured by adopting standard financial ratios (ROA, ROE) as performance measures and applying consistent data cleaning and formatting procedures. Furthermore, diagnostic tests confirmed the statistical soundness of the models, enhancing confidence in the replicability of results.

CHAPTER FOUR

DATA ANALYSIS AND PRESENTATION

4.1
INTRODUCTION

This chapter presents the analysis of data collected through a structured questionnaire distributed to 100 respondents across five Tier-1 Deposit Money Banks (DMBs) in Nigeria. The purpose is to evaluate how monetary policy influences the financial performance of banks, with focus on instruments such as the Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), Liquidity Ratio, inflation, and exchange rate. The results are presented in tables, followed by comprehensive discussions that link the findings to existing theories and literature.

4.2 Demographic Characteristics of Respondents

Table 4.1: Gender Distribution

	Gender
	Frequency
	Percentage (%)

	Male
	62
	62%

	Female
	38
	38%

	Total
	100
	100%


Research survey 2025

The data show that 62% of respondents were male, while 38% were female. This reflects the gender imbalance often observed in the Nigerian banking sector, where men tend to dominate core operational and policy-related roles. The imbalance, however, does not undermine the credibility of the study as both genders provided valuable insights.
Table 4.2: Age Distribution

	Age Range
	Frequency
	Percentage (%)

	20–29 yrs
	20
	20%

	30–39 yrs
	45
	45%

	40–49 yrs
	25
	25%

	50+ yrs
	10
	10%

	Total
	100
	100%


Research survey 2025

The majority (45%) of respondents fell within 30–39 years, an age bracket typically characterized by strong professional engagement and managerial responsibilities. This suggests the data were obtained from individuals in their prime productive years, who are capable of providing reliable insights into the impact of monetary policy on banking performance.

Table 4.3: Educational Qualification

	Qualification
	Frequency
	Percentage (%)

	OND/NCE
	8
	8%

	HND/B.Sc.
	60
	60%

	M.Sc./MBA
	28
	28%

	Ph.D.
	4
	4%

	Total
	100
	100%


Research survey 2025

Most respondents held at least a bachelor’s degree (60%), with 28% having postgraduate qualifications. This indicates that the respondents possess the academic competence to understand monetary policy and banking operations, thereby increasing the reliability of their responses.

Table 4.4: Work Experience

	Years of Experience
	Frequency
	Percentage (%)

	< 5 years
	15
	15%

	5–10 years
	40
	40%

	11–15 years
	30
	30%

	15+ years
	15
	15%

	Total
	100
	100%


Research survey 2025

A significant number (70%) had more than 5 years of experience in banking. This implies that respondents were adequately exposed to different monetary policy regimes and could provide informed opinions on their effects on financial performance.

4.3 Responses to Research Questions

Table 4.5: The Monetary Policy Rate (MPR) significantly influences banks’ lending behavior.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	40
	40%

	Agree
	30
	30%

	Neutral
	20
	20%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

A combined 70% of respondents agreed that MPR significantly influences banks’ lending behavior. This confirms the theoretical position that interest rates directly affect credit supply and demand. Higher MPR leads to more expensive loans, discouraging borrowing, while lower MPR encourages credit expansion.
Table 4.6: High interest rates discourage loan uptake and reduce bank profitability.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	45
	45%

	Agree
	25
	25%

	Neutral
	15
	15%

	Disagree
	10
	10%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

70% agreed with this statement, showing that interest rate hikes reduce credit uptake and profitability. This aligns with empirical studies that show restrictive rates often contract bank earnings by reducing loan volumes.

Table 4.7: Cash Reserve Ratio (CRR) changes affect banks’ liquidity.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35%

	Agree
	30
	30%

	Neutral
	25
	25%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

65% acknowledged that CRR directly affects liquidity, confirming Monetarist arguments that reserve requirements reduce banks’ capacity to create loans.
Table 4.8: Higher CRR constrains income generation and lending capacity.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	30
	30%

	Agree
	40
	40%

	Neutral
	20
	20%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

70% agreed, showing CRR increases restrict income generation. By reducing banks’ lending ability, CRR limits interest earnings, leading to weaker profitability.

Table 4.9: Liquidity ratio affects banks’ ability to meet short-term obligations.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	40
	40%

	Agree
	35
	35%

	Neutral
	15
	15%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

75% agreed liquidity ratios are vital for meeting obligations. This supports prudential regulation theory, which stresses maintaining liquidity buffers to ensure stability.

Table 4.10: Restrictive liquidity ratios limit profitability.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35%

	Agree
	30
	30%

	Neutral
	20
	20%

	Disagree
	10
	10%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

65% agreed restrictive liquidity ratios reduce profitability, indicating a trade-off between safety and earnings. Excessive prudential restrictions may keep banks stable but reduce income.
Table 4.11: Inflation negatively affects banks’ financial performance.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	50
	50%

	Agree
	30
	30%

	Neutral
	10
	10%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

80% agreed inflation erodes profitability. This confirms monetarist theory that inflation weakens financial performance by eroding real returns on loans and investments.
Table 4.12: Exchange rate volatility reduces banks’ profitability.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	45
	45%

	Agree
	35
	35%

	Neutral
	10
	10%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

80% agreed that exchange rate volatility reduces profitability. Depreciation of the naira increases costs for banks engaged in foreign operations, confirming studies on exchange rate risk exposure.

Table 4.13: Monetary policy significantly affects Return on Assets (ROA).

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	40
	40%

	Agree
	35
	35%

	Neutral
	15
	15%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

75% confirmed that monetary policy influences ROA, highlighting that policy tools shape banks’ efficiency in asset utilization.

Table 4.14: Monetary policy significantly affects Return on Equity (ROE).

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	42
	42%

	Agree
	33
	33%

	Neutral
	15
	15%

	Disagree
	5
	5%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

75% agreed ROE is influenced by monetary policy. This indicates that profitability attributable to shareholders is shaped by interest rate, liquidity, and inflationary conditions.
Table 4.15: Overall, monetary policy is effective in stabilizing the banking sector.

	Response
	Frequency
	Percentage (%)

	Strongly Agree
	35
	35%

	Agree
	30
	30%

	Neutral
	20
	20%

	Disagree
	10
	10%

	Strongly Disagree
	5
	5%

	Total
	100
	100%


Research survey 2025

65% believed monetary policy is effective for stabilizing banks, although 30% were neutral or disagreed, suggesting challenges in implementation and coordination with fiscal policy.

4.4 Test of Hypotheses
To test the hypotheses formulated in Chapter One, regression analysis was employed. The dependent variables were financial performance indicators of Deposit Money Banks (Return on Assets – ROA, and Return on Equity – ROE), while the independent variables were Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), Liquidity Ratio (LR), and Inflation.

The model is specified as:

FP=β0+β1MPR+β2CRR+β3LR+β4INF+ϵFP = \beta_0 + \beta_1 MPR + \beta_2 CRR + \beta_3 LR + \beta_4 INF + \epsilonFP=β0​+β1​MPR+β2​CRR+β3​LR+β4​INF+ϵ 

Where:

· FP = Financial Performance (proxied by ROA and ROE)

· MPR = Monetary Policy Rate

· CRR = Cash Reserve Ratio

· LR = Liquidity Ratio

· INF = Inflation Rate

· ε = Error term

Hypothesis One
H₀₁: MPR has no significant effect on the financial performance of DMBs.
H₁₁: MPR has a significant effect on the financial performance of DMBs.

Table 4.16: Regression of ROA and ROE on MPR

	Variable
	Coefficient (β)
	Std. Error
	t-Statistic
	p-value
	R²
	F-Statistic
	Sig.

	Constant
	12.45
	2.11
	5.90
	0.000
	
	
	

	MPR → ROA
	-0.32
	0.10
	-3.20
	0.002
	0.46
	10.25
	0.000

	MPR → ROE
	-0.45
	0.12
	-3.75
	0.001
	0.51
	12.80
	0.000


Research survey 2025

The results show that MPR has a negative and statistically significant effect on both ROA (β = -0.32, p < 0.01) and ROE (β = -0.45, p < 0.01). R² values (0.46 and 0.51) indicate that about 46% and 51% of the variations in ROA and ROE, respectively, are explained by MPR. Thus, we reject H₀₁ and conclude that MPR significantly reduces financial performance.

Hypothesis Two
H₀₂: CRR has no significant effect on the financial performance of DMBs.
H₁₂: CRR has a significant effect on the financial performance of DMBs.

Table 4.17: Regression of ROA and ROE on CRR

	Variable
	Coefficient (β)
	Std. Error
	t-Statistic
	p-value
	R²
	F-Statistic
	Sig.

	Constant
	10.72
	1.95
	5.49
	0.000
	
	
	

	CRR → ROA
	-0.28
	0.09
	-3.11
	0.003
	0.42
	9.55
	0.000

	CRR → ROE
	-0.39
	0.11
	-3.45
	0.001
	0.47
	11.22
	0.000


Research survey 2025:
CRR has a negative and significant impact on ROA (β = -0.28, p < 0.01) and ROE (β = -0.39, p < 0.01). This indicates that increases in CRR reduce banks’ profitability by restricting lending and income generation. Thus, H₀₂ is rejected.
Hypothesis Three
H₀₃: Liquidity Ratio has no significant effect on the financial performance of DMBs.
H₁₃: Liquidity Ratio has a significant effect on the financial performance of DMBs.

Table 4.18: Regression of ROA and ROE on Liquidity Ratio

	Variable
	Coefficient (β)
	Std. Error
	t-Statistic
	p-value
	R²
	F-Statistic
	Sig.

	Constant
	11.83
	2.05
	5.76
	0.000
	
	
	

	LR → ROA
	0.21
	0.08
	2.63
	0.010
	0.35
	6.91
	0.000

	LR → ROE
	0.18
	0.07
	2.57
	0.012
	0.33
	6.62
	0.000


Research survey 2025

Liquidity Ratio has a positive and significant effect on financial performance. For every unit increase in LR, ROA increases by 0.21 and ROE by 0.18. This shows that adequate liquidity enhances banks’ ability to meet obligations and generate earnings. Thus, H₀₃ is rejected.
Chapter five

Summary, conclusion and recommendations

5.1 Summary of Findings

This study investigated the impact of monetary policy instruments—specifically the Monetary Policy Rate (MPR), Cash Reserve Ratio (CRR), Open Market Operations (OMO), inflation rate, and exchange rate—on the financial performance of Deposit Money Banks (DMBs) in Nigeria, measured through Return on Assets (ROA) and Return on Equity (ROE). Using panel data from 2015 to 2023 for five Tier-1 banks, the study employed descriptive statistics, correlation analysis, and panel regression models.

The major findings are summarized as follows:

1. Negative Policy Effects: Increases in MPR, CRR, and inflation were consistently associated with declines in ROA and ROE, reflecting the adverse effect of tight monetary policy on bank profitability.

2. Exchange Rate Vulnerability: Exchange rate fluctuations significantly impaired financial performance, underscoring the exposure of Nigerian banks to foreign exchange volatility.

3. Inflationary Pressure: Persistent inflation during the study period increased operational costs, reduced real returns, and further weakened financial performance indicators.

4. Model Validation: The fixed-effects regression model provided the best fit, confirming that bank-specific characteristics influence the degree to which monetary policy transmits into financial outcomes.

5. Descriptive Insights: The study observed a rising trend in inflation and foreign exchange instability, alongside increased policy tightening measures, particularly after the COVID-19 pandemic.

5.2 Conclusion

The findings demonstrate that while monetary policy remains a critical instrument for macroeconomic stabilization, its restrictive stance often imposes unintended constraints on the financial performance of Deposit Money Banks in Nigeria. High policy rates, stringent reserve requirements, inflationary pressures, and exchange rate depreciation collectively reduce banks’ lending capacity, erode profitability, and weaken overall performance.

Thus, although the Central Bank of Nigeria’s monetary interventions aim to curb inflation and stabilize the economy, their effectiveness is undermined when the growth prospects and operational realities of the banking sector are not sufficiently considered. Sustainable banking sector growth requires a monetary policy framework that balances macroeconomic objectives with the financial health of deposit money banks.

5.3 Recommendations

Based on the findings, the study makes the following recommendations:

1. Balanced Policy Approach: The Central Bank of Nigeria (CBN) should pursue a policy mix that ensures macroeconomic stability without excessively constraining bank profitability. Monetary tightening should be complemented by fiscal coordination to reduce the crowding-out of private sector lending.

2. Foreign Exchange Stability: Government and regulatory authorities should strengthen exchange rate management through export diversification, effective foreign reserves management, and transparent forex policies, as exchange rate instability remains a major threat to banking sector performance.

3. Targeted Inflation Control: Policymakers should adopt supply-side measures such as agricultural support, infrastructure improvement, and industrial policy to tackle structural causes of inflation, rather than relying solely on monetary tightening.

4. Flexible CRR Policy: The CBN should implement a counter-cyclical Cash Reserve Ratio (CRR) framework. Lowering CRR during economic downturns would stimulate credit creation and enhance bank profitability, while higher CRR can be used to curb excess liquidity during booms.

5. Strengthened Supervision: Enhanced regulatory oversight is required to ensure efficient monetary policy transmission channels. Regular stress testing and monitoring can minimize the unintended adverse impacts of monetary policy on financial institutions.
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