AN EVALUATION OF MONETARY POLICY AND ITS IMPACT ON BANKING ACHIEVEMENT IN NIGERIA

Abstract

The research study is directed towards a monetary policy and its impact on banking achievement in Nigeria. The research investigates the effectiveness of monetary policy on the bank's profitability by using first bank of Nigeria: as a case study.  The structure of commercial bank's general policies and principles. The research composition was based on secondary data. The data collected from various sources was statistically analyzed with the' multiple regression analysis. The study found out that there is positive relationship among various economic variables including gross domestic product, interest rate, exchange rate and money supply.

The study recommends that government should pursue sound and more coordinated monetary policy. The growth rate of money supply should be kept at a level consistent with real gross domestic product (GDP) growth rate so that it will not affect the position of exchange rate adversely. The study also recommends that the government and the central bank of Nigeria should be cautious of their intervention in the Foreign Exchange Market to ensure non-violent fluctuation of the exchange rate as too much interference breeds uncertainty which' may hamper the realization of the achievement of monetary of monetary targets.
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CHAPTER ONE

1.0    INTRODUCTION

1.1 Background to the study

ACHIEVEMENT in the banking industry is influenced by a variety of external variables. Within the scope of this study, profitability will serve as the ACHIEVEMENT indicator for financial institutions. The regulatory framework within which banks operate is the primary element that has a direct influence on profitability. This structure may be broken down into two major categories, which are the monetary policies and the banking policies. Because of the critical responsibilities that banking institutions play in the process of intermediation, these policies are often anchored via banking institutions in every economy (Anyawu, 2022). By using this method, banks play extremely essential roles in the process of evaluating the value of money as well as the production of high-powered money. This is the primary job of banks, which entails the collection of cash from units that have excess income and the distribution of this surplus to units that have surplus expenditure. The Central Bank, in the interest of the general public, does, however, exercise control over such licenses to generate a great many. For instance, by utilizing various instruments of monetary policy, financial institutions are mandated to keep reserves in the form of cash stashed away in their vaults or as a deposit at the Central Bank. The amount of these reserves must be equivalent to a predetermined percentage of the banks' various categories of deposits.

Monetary policy is concerned with the discretionary management of the money supply that is exercised by monetary authorities in order to accomplish economic objectives that have been expressed or desired. Governments make an effort to exert control over the money supply because they are under the impression that the pace of expansion of the money supply has a substantial bearing on the rate of inflation. As a result, monetary policy refers to the activities taken by the government that are intended to have an effect on the manner in which the financial sector behaves (Adam, 2022). The following policies are wanted: "in an effort... to shift the trends of the same monetary variables in certain directions in order to induce the desired behavioral change in the monetary sector." It is the responsibility of the Central Bank to implement an appropriate monetary policy that is in line with the primary economic goals of attaining real growth in Gross Domestic Product; a low inflation rate; and a stable balance of payment situation. This is the case regardless of whether a direct or indirect technique is being used to limit the availability of credit and the amount of money in circulation. The primary purpose of monetary policy is to guarantee, over the course of time, that the increase in money and credit will be sufficient to meet the long-term requirements of a developing economy while maintaining price stability ( Nyong, 2021).

It is necessary for banks to adjust their portfolios of assets and liabilities in order to meet the profitability objective within the constraints of solvency and liquidity in order to maximize profits for the bank's shareholders. This is necessary in order for banks to be able to meet their regulatory requirements. This purpose of maximizing profits is significantly impacted by the position taken by the Central Bank with regard to monetary and banking policy. Other variables, such as the management effectiveness of the bank, the cost of labor, the size of the bank, and the amount of capital invested in banking, do impact the profitability of the bank. The degree to which a bank is successful in gathering deposits and putting those deposits to profitable use is one of the most important factors that goes into establishing the amount of profitability that a certain bank enjoys (Uchendu, 2022).

In spite of this, the influence that the variables of monetary policy have on the profitability of banks and the efficacy of monetary policy will be investigated as part of this research. The level of a bank's profitability is often recognized as one of the most crucial measures of its ACHIEVEMENT: It is defined as the capacity of banks to produce a surplus of income over expenditures or excess returns earned in the course of carrying out their commercial operations while simultaneously meeting their liquidity and solvency requirements.

1.2    Statement Of The Problem

Each year the monetary authorities formulate policy guidelines geared towards the enhancement and the effectiveness of policy variables designed to ensure' optimal ACHIEVEMENT of Ute banking sector. But' in the implementation of such policy variables, banks encounter certain problems. The problems that banks encounter include inability to comply with the various monetary policy guidelines. For instance, a change in the required reserve ratio alters the magnitude of money multiplier, credit expansion, money supply, and hence banks profitability. Similarly" the use of interest rate policy, credit ceilings and discount rate policy among other policy instruments are meant' to alter the level of profitability of banks.

Another problem is in the event of stringent policies faced by banks that are used in regulating their levels of profitability. For instance, the use of stabilization securities has met with bitter complaints from bankers.

There are diverse groups in the society that have investment interest in the Nigeria banking system and bank profitability. Therefore banks must be reasonably profitable. Reasonable returns also re­assure the' depositors that the business is efficiently managed. It, has been agued that' unprofitable banks are likely to be liquidated and distressed: in Nigeria' the rising cases' of bank distress have become a.' major source of concern. for Policy makers. Between 1994 and 2004, a total of 33 banks were closed (Adam 2004) and about five (5) banks was summoned in 2009. Monetary authorities attempt at achieving broad economic objectives through monetary control. To achieve these, Central Bank of Nigeria employs various instruments such as Open Market Operation (OMO), Cash Research Rate, Liquidity Ratio, and credit ceilings selective credit policies among others. It should be noted that direct monetary control techniques were in vogue, in the 1.960's, 1970;s and until June 1986.

This resulted into inefficiency and misallocation of resources in the financial system and at present the government has adopted the indirect tools and the use of direct techniques has reduced and other problems confronting the monetary policy there is the need to examine and analyse some fundamental issues and prospects for monetary control in the nearest future in the Nigerian economic.

The main thrust of the study shall be to evaluate the effectiveness of the CBN's monetary policy over the years. This will go a long way in assessing the extent to which the monetary policies have impacted on the economic growth process in Nigeria.

1.3    aim and objectives of the study.

The aim of the study is to examine monetary policy and its impact on banking achievement

 in Nigeria. The objective is broken down into the following:

1.
Examine the impact of monetary policy on the cost and availability of credit in Nigeria.   

2.
Examine the effects of money supply on commercial banks loans and advances 

3.
Examine the impact of liquidity ratio on commercial banks loans and advances in Nigeria. 

4.
Examine the impact of cash reserve ratio on commercial banks loans and advances).   

1.4     Significance Of The Study

Nowadays, most African scholars and policy makers increasingly subscribe to a conventional view of central banking. That view prioritizes the objective of monetary policy much more strongly than did either theoretical orthodoxy or the African central banks themselves in the 1960s and 70s. lt argues that central banks that fail to specialize in monetary stability  making low inflation a clearly overriding priority as against output stabilization, fiscal support to government, or a competitive real exchange rate - end up with excessive inflation and with no offsetting gains in economic ACHIEVEMENT. Independent central banks statutorily charged either primarily or exclusively with the goal of price stability, have become the norm in theory and proposal if not yet often in practice. There is little room here for an active development role; rather, long-run growth is promoted through the maintenance of low inflation, which increases investment and growth by reducing macroeconomic uncertainty.

The modem 'view also recognizes: that, in order to, achieve-price stability on a sustainable basis, however, the monetary authority may require some flexibility with respect to the evolving economic and political environment. Rigid or automatic policy rules may destabilize prices, for example, in the face of shifts in key behaviour relationships like the' actions. If the pursuit of price stability is' so single-minded as to induce recession, the political consensus within which the monetary authorities operate may be fractured.

Finally, the smooth functioning of the monetary system may itself be a necessary concomitant of price stability. If the liquidity of monetary assets is compromised by bank insolvency, or if the volatility of interest rates strongly discourages the 'emergence or survival of efficient financial market, then indirectly the objective of price stability has been impaired. It is evident from the aforementioned that it is crucial to evaluate the ACHIEVEMENT of the monetary policy in order to adopt appropriate measures that would ensure the achievement of both primary and secondary goals of monetary policy in Nigeria.

1.4     Research Methodology

The ordinary least square (OLS) technique shall be employed in obtaining the numerical estimates of the coefficients in different equations. The. multiple linear regression analysis will be used With Gross Domestic Product (GOP) as the. dependent, variable while money supply, exchange rate and interest' rate as the explanatory variables. The method would be .applied with the use of statistical package for social sciences"(SPSS). '

1.4.1 Collection of Data

Secondary data shall be used in this research. This includes the use of relevant, text; journals, annual reports, publication from Federal Bureau of Statistics and Central Bank of Nigeria Statistical Bulletin etc.

1.4.2 Method of Data Analysis

The study shall make use of econometric tools and basically regression analysis in analysing the research problem.

MODEL SPECIFICATION

GDP = f(Exch, Mst, Int)

GDP = βO + β1Exch + β2Mst + β3Int + µt)

Where;

GDP           =       Gross Domestic Product

EXCH         =       Exchange Rate

Mst              =        Money Supply

INT             =       Interest Rate

µt                =       Error term

1.5     Research Hypothesis

The hypothesis to be tested given the above objectives is;

1.
H0:  There is no significant relationship between Monetary Policy Rate (MPR) and availability of loans and advances in Nigeria 

2.
H0:  There is no significant relationship between money supply and loans and advances in Nigeria 

3.
H0:  liquidity ratio has no significant impact on credit availability (loans and advances)  

4.
H0:  Cash reserve ratio has no significant impact on credit availability (loans and advances)  

1.6    Scope/Limitation Of The Study

This study will focus on the relationship between monetary, policy and banking ACHIEVEMENT (probability). It is designed to cover 1986 to 2009. The years are selected in order to capture the period of the deregulation while the study of effectiveness of monetary policy will cover both before and after SAP's period. 'the major constraints on the study is the non-comprehension of official data. Largely because of inadequate data, time, funds and resources limiting' the research work to twenty three years.

1.7     Plan Of The Study

This study will be designed or arranged into five chapters, with each chapter focusing on different aspect of reasoning.

Chapter One: It covers the introduction of the study under review, problem of the· study; objectives of the study, hypothesis, research methodology, significance, scope, limitation and plan of the study.

Chapter Two: It provides the literature review and theoretical framework.

Chapter Three: The research methodology.

Chapter Four: Data analysis and interpretation of results.

Chapter Five: It entails the summary of findings of the work, conclusion and recommendation drawn from the study.
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CHAPTER TWO

LITERATURE REVIEW

2.0 Preamble 

The responsibility for monetary policy formulation rests with the Central Bank of Nigeria (CBN). Monetary policy objective is couched in terms of maintaining price stability and promoting non-inflationary growth. Monetary policy is known to be a vital instrument that a country can deploy for the maintenance of domestic price and exchange rate stability as a critical condition for the achievement of a sustainable economic growth and external viability. This chapter is therefore dedicated to reviewing relevant literatures on monetary policy, its tools and objectives as well as its implementation for economic development in 

Nigeria.  

2.1 
Theoretical Framework 

Classical Theory 

The widely accepted approach to monetary economics was known as the quantity theory of money, used as part of a broader approach to micro and macro issues referred to as classical economics from the works of Irving fisher who lay the foundation of the quantity theory of money through his equation of exchange. In his proposition money has no effect on economic aggregates but price (Diamond, 2003). The classical school evolved through concerted efforts and contribution of economists like Jean Baptist Say, Adam  Smith, David Ricardo, Pigu and others who shared the same beliefs . The classical model attempts to explain the determination, savings and investment with respect to money. The classical model on Say‟s law markets which states that “supply creates its own demand.” In other words, in the process of producing output, businesses also create enough income to ensure that all the output will be sold. Because the classical economists accepted Say‟s Law, they believed that there was nothing to prevent the economy from expanding to full employment. As long as job seekers were willing to work for a wage that was no more than their productivity (their contribution to the output of the firm), profit-seeking businesses would desire to hire anyone who wanted a job. There would always be adequate demand for the output of these additional workers, because “supply creates its own demand.” Thus classical economists believe that the economy automatically tends towards full employment level by laying emphasis on price level and on how best to eliminate inflation (Amacher and  UIbrich, 1986). The classical economists decided upon the quantity theory of money as the determinant of the general price level.  This states that the quantity of money is the major determinant of the price level or value of money. Most were of the opinion that the quantity of money determines the aggregate demand which in term determine the price level.  The quantity theory of money was not only a theory about the influence of money on the economy and how a Central Bank should manage the economy‟s money supply, but it represented a specific view of the private market economy and the role of government. The market system was inherently stable, and, as long as competitive conditions could be maintained, the market system would automatically achieve an efficient allocation of resources, full employment and economic growth. The private market provided the best framework for achieving socially desired outcomes. The role of government in the private sector was limited to providing a system of laws and security to protect private property, as well as providing a stable financial and monetary framework 

(Onouorah et al, 2011). Theory shows how money affects the economy. This can thus be the reason why Central banks adopt monetary policy to control the flow of money in the economy through banks that are regarded as the industry that mobilizes the largest volume of money in any economy (Solomon, 2013). The economic depression of the 1930s drastically changed attitudes about the role of money and monetary policy as a tool of economic stabilization. Monetary policy was then viewed as an ineffective method of fighting depressions, and the belief in a self-regulating market that reached socially desirable results was destroyed (Onyemaechi, 2005). 

Keynesian Theory 

In 1936, John Maynard Keynes published his “General Theory of Employment, Interest and Money” and initiated the Keynesian Revolution. However, the role of money in an economy got further elucidation from (Keynes, 1930 P. 90) and other Cambridge economists who proposed that money has indirect effect on other economic variables by influencing the interest rate which affects investment and cash holding of economic agents. The position of Keynes is that unemployment arises from inadequate aggregate demand which can be increased by increase in money supply which generates increase spending, increase employment and economic growth. However, he recommends a proper blend of monetary and fiscal policies as at some occasions, monetary policy could fail to achieve its objective (Onyemaechi, 2005).The Keynesian economics argued that the market system by itself was not likely to maintain economic growth and full employment over long periods of time. Aggregate demand and total spending was the primary determinant of income and employment, and there was no guarantee that private spending would be sufficient enough to generate full employment and economic growth. Government had the responsibility to undertake actions to stabilize the economy and maintain full employment and economic growth, using fiscal monetary policies. 

The original Keynesian view that emerged from the Great Depression was challenged on two fronts. First, the early view that money and monetary policy were relatively unimportant was judged incorrect. Second, the basic premise of the Keynesian model was the inherent instability of the market system and the right and responsibility of the government to conduct an active stabilization policy. Some economists questioned this premise and argued that efforts to stabilize the economy through active monetary and fiscal policies were not likely to generate long-run improvement in the real ACHIEVEMENT of the economy, but were more likely to generate instability. From the  Keynesian in the mechanism, monetary policy works  by influencing interest rate which influences investment decisions of financial institutions such as banks and the public and consequently, output and income via the multiplies process (Amacher and Ulbrich, 1989; Solomon, 

2013). 

Monetarism/Neo-classical theory 

 However, the monetarist theory propounded by Milton Friedman emphasizes the role of government in controlling the amount of money in circulation. The role of monetary policy which is of course influencing the volume, cost and direction of money supply was effectively conversed by (Friedman, 1968: 1-17), whose position is that inflation is always and everywhere a monetary phenomenon while recognising in the short run that increase in money supply can reduce unemployment but can also create inflation and so the monetary authorities should increase money supply with caution (Onyemaechi, 2005). The monetarist essentially the quantity theorist adopted Fisher‟s equation of exchange to illustrate their theory, as a theory of demand for money and not a theory of output price and money income by making a functional relationship between the quantities of real balances demanded a limited number of variables (Essia, 1997). Monetarists like Friedman (1956, 1963) emphasized money supply as the key factor affecting the wellbeing of the economy. Thus, in order to promote steady growth rate, the money supply should grow at a fixed rate, instead of being regulated and altered by the monetary authority (ies). Keynes on the other hand, maintained that monetary policy alone is ineffective in stimulating economic activity because it works through indirect interest rate mechanism. Friedman equally argued that since money supply is substitutive not just for bonds but also for many goods and services, changes in money supply will therefore have both direct and indirect effects on spending and investment respectively. The monetarist introduces an additional factor in the determination of interest rate, which is price expectation; an increase in supply of money has a liquidity effect on income effect and price effect. Also in the monetarist thinking, is that they felt it more important of money in explaining macro-economic behaviour monetarist important of money and therefore monetary policy was given attention in the neoclassical school (Onouorah et al, 2011).

2.2 Conceptual Framework 

Monetary policy also refers to the combination of measures designed to regulate the value, supply and cost of money in an economy, to match with the level of economic activities. It can also be described as the act of controlling the direction and movement of monetary policy and credit facilities in pursuance of stable price and economic growth in an economy (CBN, 1992). 

The Central Bank of Nigeria (2006) defines monetary policy as that which deal with the terms as condition under which money and credit are provided to the economy by the monetary authority. The term monetary policy include all action of the government central bank and public authority that influences the quantity of money and bank credit thus it include policy relating of choice of the nation monetary standard determination of monetary unit in terms of metal or foreign currencies determination of the types and amount of the government owned monetary issue establishment of the central bank system and determination of its power and rule for its operation and policies earning for the establishment and regulating of financial institution. 

Monetary policy refers to the combination of measures designed to regulate the value, supply and cost of money in an economy. It can be described as the art of controlling the direction and movement of credit facilities in pursuance of stable price and economy growth in an economy 

(CBN, 2010). 

According to (Ezenduyi 1994) defines monetary policy as the policy which involve the adjustment of money stock (through different means) interest rate exchange rate as well as expectation to influence the level of economic activities and inflation in desired direction, targeting as the mapping up of excess liquidity armed at ensuring a non-inflationary macro-economic environment. 

Monetary policy can be defined as the instruments at the disposal of the monetary authorities to influence the availability and cost of credit/money with the ultimate objective of achieving price stability (Ibeabuchi, 2007). Monetary policy may be described as measures which deal with the discretionary control of money supply by the monetary authorities with a view to achieving stated economic objectives. 

Onouorah et al, (2011) defines monetary policy as a rule and regulation imposed by the monetary authority into controlling the money supply inflation and achieves economic growth. 

Onyeiwu (2012) defined monetary policy as a technique of economic management to bring about Sustainable economic growth and development has been the pursuit of nations and formal articulation of how money affects economic aggregate. 

According to Danmola and Olateju (2013) monetary policy referred to various policy instruments to be implemented by monetary authority i.e central bank, the policy that target supply and availability of money with the aim at reducing unemployment and controlling inflation.  

The objective of monetary policy varies from time to time depending on the economic future of a particular country generally such goals includes: 


i. 
 To promote a stable macro-economic environment for 

achieving of non-inflationary output growth rate of 5%.  ii. To achieve single digit inflation iii. Sustain stability in naira exchange rate and maintenance of relative stability on domestic price  iv. Maintenance of healthy balance of payment  

v. 
Attainment of a high rate or full employment level  vi. 
Achievement of a high rapid and sustained economic growth. 

The instrument tools of monetary policy have been classified broadly in two categories.  

1.
Quantitative instrument: Traditional and non-traditional quantitative instrument (Richard, 1979). 

2.
Qualitative instrument 

2.3 Monetary Policy Transmission Mechanism 

There are different transmission channels through which monetary policy affects economic activities and these channels of transmissions have been broadly examined under the monetarist and Keynesian schools of thought (Onyeiwu, 2012). 

The monetarist postulates that change in the money supply leads directly to a change in the real magnitude of money. Describing this transmission mechanism, (Friedman and Schwartz, 1963) say an expansive open market operations by the Central Bank, increases stock of money, which also leads to an increase in Commercial Bank eserves and ability to create credit and hence increase money supply through the multiplier effect. In order to reduce the quantity of money in their portfolios, the bank and non-bank organisations purchase securities with characteristics of the type sold by the Central Bank, thus stimulating activities in the real sector. This view is supported by (Tobin, 1978) who examines transmission effect in terms of assets portfolio choice in that monetary policy triggers asset switching between equity, bonds, commercial paper and bank deposits. He says that tight monetary policy affects liquidity and banks ability to lend which therefore restricts loan to prime borrowers and business firms to the exclusion of mortgages and consumption spending thereby contracting effective demand and investment. 

Conversely, the Keynesians posit that change in money stock facilitates activities in the financial market affecting interest rate, investment, output and employment. (Modigliani, 1963) supports this view but introduced the concept of capital rationing and said willingness of banks to lend affects monetary policy transmission. 

 In their analysis of use of bank and non bank funds in response to tight monetary policy (Oliner and Rudebush, 1995) observe that there is no significant change in the use of either but rather larger firms crowd out small firms in such times and in like manner (Gertler and Gilchrist, 1991) supports the view that small businesses experience decline in loan facilities during tight monetary policy and they are affected more adversely by changes in bank related aggregates like broad money supply.. Further investigation by (Borio, 1995) who investigated the structure of credit to non government borrowers in fourteen industrialised countries observe that it has been influenced by factors such as terms of loan as interest rates, collateral requirement and willingness to lend. 

2.4 Monetary Policy Tools/ Instruments 

The instruments of monetary policy can be categorized into two namely: (Ibeabuchi, 2007) 

1.
Direct or quantitative instruments  

2.
Indirect of qualitative instruments  

2.4.1 Direct Instruments or Qualitative Instruments of Monetary Policy Tools 

 Though there is an avalanche of instruments available for money and credit control, the instrument mix to be employed at any time depends on the goals to be achieved and the effectiveness of such instrument to a large extent hinges on the economic fortunes of the country. 

 The fact that our own country – Nigeria is a developing one compounded by lack of effective and efficient financial market not only limits the number of such instruments, and severely limits their effectiveness in achieving any meaningful control but comes dysfunctional in certain cases.  For the purpose of maintaining monetary stability in the economy, the central bank has the power to issue stabilization securities at such rates of interest and condition of maturity, amortization, negotiability and redeemability and that they deem appropriate. It also has the power to sell or purchase such security from any licensed bank. 

1. Reserve Requirement 

The Central Bank may require Deposit Money Banks to hold a fraction (or a combination) of their deposit liabilities (reserves) as vault cash and or deposits with it. Fractional reserve limits the amount of loans banks can make to the domestic economy and thus limit the supply of money. The assumption is that Deposit Money Banks generally maintain a stable relationship between their reserve holdings and the amount of credit they extend to the public (Ibeabuchi, 2007). 

2. Special Deposits 

 The central bank has the power to issue directories from time to time requiring all banks to maintain with it as „special deposit an amount equal to the percentages of the institution‟s deposits liabilities or the absolute increase in its deposit liabilities over an amount outstanding at a certain date (Ibeabuchi, 2007). 

3. Moral Suasion 

 Moral suasion simply means the employment by the monetary authority of friendly persuasive statement, public pronouncement outright appeal the monetary authority sometimes uses the less tangible technique to influence the lending policies of commercial banks. In this way they explain how excess expansion or contraction of credit by banks might unpalatable. 

 Consequences to the banking system and the economy as a whole, the central bank of Nigeria holds periodic meetings with the bankers committees and on other occasion meets formally or informally with the leaders in the banking community. With the leaders in the banking community – such contracts are geared towards the development of confidence between the central bank and other banks. It affords the central bank opportunity to discuss the improvement in standards and conducts in the banking industry. On their own part, commercial bank could use such occasions to seek clarification or discuss special problems encountered in the course of implementation of certain bank directives. Moral suasion as a variable of money and credit control is one of the widely used instruments in Nigeria. Before 1960, there was no central bank control of commercial bank‟s loans and advances in Nigeria. 

In October 1964, the bank embarked on selective credit control based on moral suasion. Furthermore, through moral suasion, the central bank persuaded commercial banks to open branches in the rural areas and the results have so far been very encouraging in the areas of agriculture and small-scale industries (Ibeabuchi, 2007). 

4. Selective Credit Control 

 This instrument is used to distinguish among the sectors of the economy into preferred and less preferred sectors. This is usually designed to influence the direction of credits in the economy so as to ensure that credits go to those sectors designed “preferred”. It is very useful where a country operates development plans like Nigeria. When plans are drawn up these credit controls will be integrated in the budget.  In the course of the government‟s programme to revitalize 

agricultural production which is the most favoured sector, credits to the favoured sector is at lower interest rate while the least favoured sectors pay the highest rate of interest (Ibeabuchi, 2007). 

 Selective credit control is probably the most important instrument that has been used by the central bank. The policy of direct control of credit is applicable not only to commercial banks but also to merchant banks. In order to control the credit operations of the banking system, the monetary authority imposed credit ceilings on the overall expansion of credit, taking into account acceptable levels/expansion in other relevant economic variables such as GDP, domestic prices, reserves and money supply. In addition, the monetary authorities prescribes sectoral allocation in such a way that available bank loans and advances are allocated to the borrowing sectors and sub-sectors in accordance with the desired objectives of policy. Similarly, the banks may be require to provide a specified proportion of the available credit to indigenous borrowers of which 20% out of a total scale enterprises wholly owned by Nigerians. 

 Also 50% of total deposits mobilized through the bank‟s rural branches should be lent to customers in those rural areas. It should be noted that the categorization of the economy into sectors for bank lending were reduced from 4 to 2 namely;” high priority sectors”, comprising agriculture and manufacturing and others (Ibeabuchi, 2007). 

5. Direct Credit Control 

The Central Bank can direct Deposit Money Banks on the maximum percentage or amount of loans (credit ceilings) to different economic sectors or activities, interest rate caps, liquid asset ratio and issue credit guarantee to preferred loans. In this way the available savings is allocated and investment directed in particular directions 

(Ibeabuchi, 2007).  

6. Prudential Guidelines 

The Central Bank may in writing require the Deposit Money Banks to exercise particular care in their operations in order that specified outcomes are realized. Key elements of prudential guidelines remove some discretion from bank management and replace it with rules in decision making (Ibeabuchi, 2007).

2.4.2 Indirect Instruments or Quantitative Instruments of Monetary Policy Tools 

  Fiduciary or paper money is issued by the Central Bank on the basis of computation of estimated demand for cash. Monetary policy guides the Central Bank‟s supply of money in order to achieve the objectives of price stability (or low inflation rate), full employment, and growth in aggregate income. This is necessary because money is a medium of exchange and changes in its demand relative to supply, necessitate spending adjustments. To conduct monetary policy, some monetary variables which the Central Bank controls are adjusted-a monetary aggregate, an interest rate or the exchange rate-in order to affect the goals which it does not control. The instruments of monetary policy used by the Central Bank depend on the level of development of the economy, especially its financial sector. The commonly used instruments are discussed below (CBN, 2011):  

1. Open Market Operations 

 The Central Bank buys or sells ((on behalf of the Fiscal Authorities (the Treasury)) securities to the banking and non-banking public (that is in the open market). One such security is Treasury Bills. When the Central 

Bank sells securities, it reduces the supply of reserves and when it buys (back) securities-by redeeming them-it increases the supply of reserves to the Deposit Money Banks, thus affecting the supply of money. 

2. Lending by the Central Bank 

The Central Bank sometimes provide credit to Deposit Money Banks, thus affecting the level of reserves and hence the monetary base. 

3. Interest Rate 

The Central Bank lends to financially sound Deposit Money Banks at a most favourable rate of interest, called the Minimum Rediscount Rate (MRR). The MRR sets the floor for the interest rate regime in the money market (the nominal anchor rate) and thereby affects the supply of credit, the supply of savings (which affects the supply of reserves and monetary aggregate) and the supply of investment (which affects full employment and GDP).  

4. Exchange Rate 

The balance of payments can be in deficit or in surplus and each of these affect the monetary base, and hence the money supply in one direction or the other. By selling or buying foreign exchange, the Central Bank ensures that the exchange rate is at levels that do not affect domestic money supply in undesired direction, through the balance of payments and the real exchange rate. The real exchange rate when misaligned affects the current account balance because of its impact on external competitiveness. Moral suasion and prudential guidelines are direct supervision or qualitative instruments. The others are quantitative instruments because they have numerical benchmarks. 

5. Rediscount Rate 

 The rediscount rate is the rate at which the central bank stands really to provide loan accommodation to commercial banks. As a lender of last resort, such lending by the central bank is usually at panel rates. By making appropriate changes in the rate, the central bank controls the volume of total credits indirectly. This has the purpose of influencing the lending capacity of the commercial banks. During the periods of inflation, the central bank may raise the rediscount rate making obtaining of funds from the central bank more expensive. In this way, credit is made tighter. Similarly, in depression, when it is necessary to encourage commercial banks to create more credits, the central bank will lower the rediscount rate. 

 
The rediscount rate otherwise known as “bank rate” is the basis on which interests rate are structured. It determines the cost of lending rate of commercial banks. It is also an indicator of current development in the economy. 

 
The bank rate acts as a barometer of the economic situation in the country. 

6. Variable Liquid Asset Rate 

 This involves diversification of commercial banks‟ liquid asset holding. The central redefines the composition of bank‟s liquid assets portfolios at different times to reduce or increase their credit creating capacity. It is the central bank that defines for the purpose of determining liquidity ratio. The measure of liquidity is by relating liquid assets total deposits. This is a preferable measure of liquidity because it relates liquid assets directly to deposits. Although, liquidity ratio is not a force influencing lending in bank management decision, however, when the ratio rises to a relatively high level, banks become less inclined to lend and to invest. 

 Variable liquid assets approach was first used between 1959 and 1964 when Nigerianization of the credit base was being pursued. The only assets involved then were banks foreign assets. 

7. Cash Reserve Requirements 

 The reserve requirement can be manipulated by the central bank to reduce the ability of commercial banks to make loans to the public by simply increasing the ratio or enhancing their lending position by decrease in the ratio. 

 Reserve requirement is loan of the most powerful instruments of monetary control. A change in the required reserve ratio changes the ratio by which the banking system can expand deposit through the multiplier effect. If the required reserve ratio increases, the multiplier decreases and thereby reduces the liquidity position of the banking system. Reserve requirement which is simply the ratio of cash to total deposit was first used between 1972 and 1976 by commercial banks. 

8. Stabilization Securities 

 Restrictive and diversify the productive base of the economy in order to reduce the independence on the oil sector and on imports (CBN, 2011). 

i.
To achieve fiscal balance and ensure balance of payments viability. 

ii.
To be the basis for a sustainable and non-inflationary growth. 

iii.
To enhance efficiency of public sector operation, as well as lessen the dominance of unproductive investments in the public sector, and iv. Intensify the growth potential of the private sector.  

In 1989, restrictive monetary and fiscal policies were further pursued the specific objectives these were; 

i. Moderating inflation ii. Stimulating the private sector productive capacity and output iii. Generating employment iv. Reduction of pressures on the external sector with a view to achieving a viable balance of payments position, stabilizing the naira exchange rage and building up adequate external reserves. 

 
The policy objectives remained necessarily the same including the 

1993 monetary policy objectives that have its aim as: 

i) Moderation of the rate of inflation ii) Reduction of pressures on the external sector so as to achieve    sustainable balance of payment position, and iii) Stabilizing the naira exchange rate. 

2.5 Objectives of Monetary Policy 

Monetary and fiscal policies, as adopted in Nigeria, have four broad objectives, they are: (Ibeabuchi, 2007): 

a)
To maintain a high level of employment (full employment) 

b)
To maintain stable price level 

c)
To maintain the highest sustainable rate of economic growth 

d)
To maintain the highest equilibrium in the balance of payments. 

2.6 Monetary Policy and Economic Growth 

Monetary Policy is a key component of any pro-growth economic system and much so in developing economies such as the Nigerian Economy (Taylor, 2004). In general terms, monetary policy refers to a combination of measures designed to regulate the value, supply and cost of money in an economy in consonance with the expected level of economic activity (Nnanna, 2001). For most economies, Nigerian economy inclusive, the objectives of monetary policy includes price stability, maintenance of Balance of Payments equilibrium, promotion of employment and output growth.  

Gbosi (2002), posits that monetary policy aims at controlling money supply so as to counteract all undesirable trends in the economy, these undesirable trends may include; unemployment, inflation, sluggish economic growth or disequilibrium in the Balance of Payments. Monetary policy may either be expansionary or restrictive. An expansionary monetary policy is designed to stimulate the growth of aggregate demand through increase in the rate of money supply thereby making credit more available and interest rates lower. An expansionary monetary policy is more appropriate when aggregate demand is low in relation to the capacity of the economy to produce goods and services.  

On the contrary, if the quantity of money is reduced or restricted, money income will rise slowly so that consumers spend less and funds for investment are difficult to acquire thereby decreasing aggregate investment (restrictive monetary policy) (Imoisi, Olatunji, and Ekpenyong, 2013). 

Nnanna (2001) observed that the pursuit of price stability invariably implies the indirect pursuit of objectives such as Balance of Payments (BOP) equilibrium. Anyanwu (1993) posits that an excess supply of money in the economy will result to excess demand for goods and services and in turn causes rise in prices and also, affect the Balance of Payments position. With the achievement of price stability, the uncertainties of general price level will not materially affect consumption and investment decisions. Rather, economic agents will take long-term decision without much reservation about price changes in the macro-economy. The condition in the financial markets and institutions would create a high degree of confidence, such that the financial infrastructure of the economy is able to meet the requirements of market participants (Nkoro, 2003). In other words, an unstable and crisis-ridden financial system will render the transmission mechanism of monetary policy less effective, making the achievement and maintenance of strong macroeconomic fundamentals difficult. 

2.7 Monetary Policy Implementation and Banking ACHIEVEMENT in 

Nigeria 

In Nigeria, the Central Bank of Nigeria (CBN) is the sole monetary authority. Its core mandate is to promote monetary and price stability and evolve an efficient and reliable financial system through the application of appropriate monetary policy instruments and systemic surveillance (Ibeabuchi, 2007). The 1958 Act establishing the Central Bank of Nigeria gave it the following specific functions (which have endured in the 2007 CBN Act): 

1.
issuance of legal tender currency notes and coins in Nigeria; 

2.
maintenance of Nigeria's external reserves; 

3.
safeguarding the international value of the currency; 

4.
promotion and maintenance of monetary stability and a sound and efficient financial system in Nigeria; and 

5.
Acting as banker and financial adviser to the Federal Government. 

Embedded in these objectives are two separate but highly related roles: A developmental role and financial surveillance (stability) role. The roles demand, among others, that the CBN focuses on both price stability and growth. In order to ensure the realization of the goals of price stability and economic growth, the CBN deploys its monetary policy instruments in such a way as to ensure optimality in inflation and growth outcomes. 

It follows, therefore, that the efficient conduct of monetary policy is a major responsibility of the Central Bank of Nigeria. This is also true of most central banks. Monetary policy complements other economic policies to achieve government's overall macroeconomic objectives of internal balance and external viability. Monetary policy is usually confronted with the problem of managing excess liquidity, rapid expansion in credit as well as excess foreign exchange and capital inflows, particularly in resource endowed economies. In some other economies, mostly industrialized economies, monetary policy may be applied to tackle the problem of liquidity shortage and its uneven distribution as well as inflationary pressures arising from overheating of the economy. 

Ajayi and Atanda (2012) assert that the Central Bank of Nigeria (CBN) over the years, have instituted various monetary policies to regulate and develop the financial system in order to achieve major macroeconomic objectives which often conflict and result to distortion in the economy. 

Although, some monetary policy like Cash Reserve and Capital Requirements have been used to buffer the liquidity creation process of commercial banks through deposit base and credit facilities to the public. 

According to Hamadu and Adeleke (2009) during the colonial era, the conduct of monetary policy in Nigeria was largely dictated by the prevailing economic condition of the colonial master in Britain where the instrument of monetary policy at that time was the exchange rate, which was fixed at par between the Nigerian Pound and the British Pound. This was very convenient, as fixing the exchange rate provided a more effective mechanism for the maintenance of balance of payments viability and for control over inflation in the Nigerian economy. Nigeria, like many other low-income open economies of the world, has adopted the two main exchange rate regimes for the purpose of gaining internal and external balance. The augments and conditions for and against each of the regime is clear given that they are all aimed at maintaining stability in exchange rates. Direct administrative control exchange rate policy was used to manage Nigeria‟s foreign exchange from independence in 1960. The country changed to a market regulated regime in 1986 for obvious reasons (CBN, 2009a).  

Given the centrality of foreign exchange in international economic transactions especially in developing country like Nigeria, the management of scarce foreign exchange has over the years been a significant component of national economic management. Basically, there are two phases to economic management in Nigeria (CBN, 2009a). This fixed parity lasted until 1967 when the British pound was devalued. Rather than devaluing the Nigerian pound, the monetary authorities decided to peg the currency to the US dollar (Nnanna 2002, Hamadu and Adeleke, 2009). 

During the first phase (1960-1971), Nigeria operated a controlled exchange rate regime where exchange rate of the naira was pegged to the dollar at ₦0.7143 until August 1971. The break- up of the BrettonWoods system in 1973 led to the devaluation of the US dollar; Nigeria abandoned the dollar peg. With these developments, the severe drawbacks in pegging the Nigerian currency (naira) to a single currency became obvious (for example, the naira had to undergo a de facto devaluation in sympathy with the dollar when the economic fundamentals dictated the contrary in 1973 and 1975 respectively). It was against this backdrop that the necessity to independently manage the exchange rate of the naira was firmly established. Hence, in 1978 Nigeria pegged her currency to a basket of 12 currencies of her major trading partners (Nnanna 2002, Hamadu and Adeleke 2009). Under this phase Naira exchange rate to dollar was pegged at ₦0.6579 from September 1971 to April 1974. In that same year Naira was pegged at 

₦0.6162 from April to December of 1974. By end-December 1977, the Naira was already pegged at ₦0.6513 to a dollar. In 1979, the Naira value appreciated to a dollar at an average yearly value of ₦0.5957. However, by end-December 1985, the Naira had depreciated against the dollar to 

₦0.8938 (CBN, 2011).  

In the early 1980s, the oil market weakened, substantial external and fiscal imbalances emerged. These were financed by public sector borrowing, depleting international reserves and large accumulation on payment arrears on external trade credits and as such created problems in our Balance of payments. In 1984, austerity measures were introduced to redress the nagging deficits in the country‟s balance of payments, these included; slashing of budgetary expenditures, administrative control for import licenses, increase and upward review of tariffs. In 1986, the Structural Adjustment Programme (SAP) was introduced, which amongst other things, combined exchange rates and trade policy reforms to promote economic efficiency and long term growth in the stabilization polices designed to restore balance of payments equilibrium and price stability (Imoisi, 2012). 

According to Ibeabuchi (2007) the conduct of monetary policy in Nigeria has undergone several phases. Three of the phases are easily identified - the era of application of direct controls; the era of application of market instruments (or indirect controls), and the era of intense reform of strategy and institutions. The major objectives of policy has, however, remained unchanged, that is, price stability and sustainable growth of the economy. Until 1993 when open market operations (OMO) was introduced, the CBN relied almost exclusively on varying combinations of direct instruments of monetary control from time to time. These instruments included: credit ceilings, sectoral credit allocation, interest rate controls, imposition of special deposits, moral suasion, withdrawal of government deposits, stabilisation securities and exchange controls, etc. As the financial markets deepened over time as a consequence of the economy wide macroeconomic reforms that commenced mid-1980s, the CBN started the process of shifting from the use of direct instruments to market-based instruments.

2.8 Problems of Monetary Policy Implementation in Nigeria 

In spite of the successes of monetary policy in recent times, it is recognized that challenges still exist. These include (Ibeabuchi, 2007): 

1.
Liquidity Surfeit: This has been one of the major challenges of monetary policy in Nigeria, especially given the cash-based nature of the economy. More so, the expansionary profile of fiscal policy has continued to constrain the impact of monetary policy. 

2.
Sustenance of Current Monetary Policy Initiatives: Recent monetary policy initiatives like transparency requirements on DMBs, stoppage of payment of interest on DMBs overnight deposits, etc may require firmness on the part of the Bank in view of the anticipated pressures from the DMBs for an early review. 

3.
Narrowing the Spread between Savings and Lending Rates: Narrowing the spread between savings and lending rates remains a challenge for monetary policy. There has been some 

improvements following recent reforms, but there is still room for improvement, and this should be a key concern of policy in the years ahead. 

4.
Financing Real Sector Investments: Given the dual mandate of the CBN, monetary policy must be tailored to promote real sector lending. With the large capital base now at banks' disposal, it is envisaged that the required capacity would be available to finance long-term investments in the real sector in such areas as power plant; telecommunication; oil and gas; railway, etc. Monetary policy must, however, be such that enables this to happen. The recent move by the MPC to stop paying interest on banks overnight deposits is in part aimed at this, i.e. deepening the credit market. 

5.
Fiscal Dominance. Another serious challenge to the conduct of monetary policy is the continued fiscal dominance occasioned by expansionary fiscal operations of the three tiers of government. 

Effective coordination between monetary and fiscal policies which is now in place deserves to be sustained and strengthened. 

6.
Banking System Surveillance. With the completion of the first phase of the banking sector consolidation exercise and the emergence of bigger and stronger banks, the next challenge is greater monitoring and supervision, in order to stem future occurrence of banking distress in the country. This explains the monetary authorities' shift to risk-based and rule-focused supervisory approach. 

2.9 Empirical Review 

Okoye and Udeh (2009) examine the effect of monetary policy on corporate profitability in the banking sector with a reflection on the Nigerian economy. The study employed regression analysis to carry out the investigations. The data for the study were secondary data. The study developed four models which are expected to serve the purpose of forecasting the future profit of the banks examined. The result of the findings indicated that monetary policy has constrained corporate profitability of banks in Nigeria. Owing to this, it was recommended, among others, that the monetary authorities should adopt strict adherence to deregulation. Government should adopt legal reserve ratio that is not too stringent, to avoid illiquidity and distress in the banks. 

Amassoma, Wosa and Olaiya (2011) appraised monetary policy development in Nigeria and also examined the effect of monetary policy on macroeconomic variables in Nigeria for the period 1986 to 2009. Using the simplified Ordinary Least Squared technique conducted with the unit root and co-integration tests, they found that   monetary policy have witnessed the implementation of various policy initiatives and has therefore experienced sustained improvement over the years. They also showed that monetary policy had a significant effect on exchange rate and money supply while monetary policy was observed to have an insignificant influence on price instability. The implication of their finding is that monetary policy has had a significant influence in maintaining price stability within the Nigeria economy and concluded that for monetary policy to achieve its other macroeconomic objective such as economy growth; there was the need to reduce the excessive expenditure of the government and align fiscal policy along with monetary policy measure. 

Ajayi and Atanda, (2012) examined the effect of monetary policy instruments on banks ACHIEVEMENT with the view to determine the existence of long-run relation between 19780 and 2008. Using the Englegranger two step cointegration approach their empirical estimates indicated that bank rate, inflation rate and exchange rate are total credit enhancing, while liquidity ratio and cash reserves ratio exert negative effect on banks total credit. Although, it is only cash reserve ratio and exchange rate found to be significant at 5% critical value. However, the cointregration test indicated that the null hypothesis of no cointegration was accepted. They concluded that monetary policy instruments are not effective to stimulate credit in the long-run, while banks total credit is more responsive to cash reserve ratio and thus proffered that the monetary authority should moderate the minimum policy rate as a tool for regulating commercial banks operations and facilitating investment in the economy. 

 Akanbi and Ajagbe (2012) investigate analysis of monetary policy on commercial banks in Nigeria. The study employed three commercial banks in the Nigeria financial system, that is, the first generation banks. The employed data run through 1992 to 1999 and this was collected through various issues of central bank of Nigeria statistical bulletin and analysed with the use of regression model. The results showed net profit, liquidity ratio, cash ratio and interest rate on savings which confirms to the prior expectation. This could be further explained with the regression estimate whereby an increase in interest rate will leads to a decrease in the lending rate while liquidity ratio and cash ratio were statistically significant to the profit of the selected banks. 

Imoisi, Olatunji, and Ekpenyong (2013) examined the efficacy of monetary policy in achieving Balance of Payments stability in Nigeria.  The research was conducted using an Ordinary Least Squares (OLS) technique of multiple regression models using statistical time series data from 1980-2010. The estimated result shows a positive relationship between the dependent variable (Balance of Payments) and the Independent variables (Money Supply, Exchange Rate and Interest Rate). Specifically, Money Supply and Interest Rate had significant relationship with Balance of Payments, whereas Exchange Rate was not statistically significant. It recommended that the government should promote the exportation of Nigerian products especially the Non oil products, as this will bring in more foreign exchange into the country, boost productive activities and improve the balance of payments position of the country.  

Okoro (2013) examined the impact of monetary policy on Nigerian economic growth from 1970 - 2010. Using a time series data the study employed Augmented Dickey-Fuller (ADF) test, Philips-Perron Unit Test, Co-integration test and error correction model (ECM) techniques in the analysis of the data collected. The study result shows that there exists a long-run equilibrium relationship between monetary policy instruments and economic growth in Nigeria. From our result interest rate and inflation rate were negatively correlated with gross domestic product (GDP), while Exchange rate, money supply and Credit to the Economy were positively related to GDP, based on the long-run test. Theoretically we can infer that monetary policy instruments have contributed significantly to the positive economic growth of Nigeria. Therefore, we suggest that there is need for a suitable monetary supply policy through inflation targeting. In addition, the Central Bank of Nigeria should employ direct regulation of interest rates since the existence of high interest rate acts as an obstacle to the growth of both private and public investment in Nigeria.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 
Introduction  

This chapter deals with the logical steps taken in carrying out the research, which enables the research to answer some questions raised in the problem statement. In this chapter subtopics like research design, sources of data, techniques (both analytical and quantitative) used for data analysis are considered.

3.2  
Model Specification 

 The regression analysis will be used to analyze the data collected for the study. 

3.2.1  Regression  

This model of analysis measures the relationship between two variables in a linear model. The variable for which a relationship is being sought is classified either as the dependent variable (Y) or the independent variable (x). The first step is that of specification which involves the (identification of variable i.e. the independent variable (regressor) and the dependent variable (regressed) and the theoretical explanations about the sign and size of parameters. The multiple linear regression analysis model which would be used is given as follows; 

Y = B0 + B1x1 + B2x2 + B3x3 + B4x4 + µ 

Where 

  
Y = Bank loans and advances (LADV) 

 
B0 = the true intercept B0 estimated 

 
B1 = Estimate of the true slope  

 
X1 = Monetary Policy Rate (MPR) 

 
B2 = Estimate of the true slope 

 
X2 = Money Supply (MSP) 

 
B3 = Estimate of the true slope 

 
X3 = Liquidity Ratio (LQR) 

 
B4 = Estimate of the true slope 

 
X4 = Cash Reserve Ratio (CRR) 

µ   = Estimate of the error term 

3.3  The Correlation of Coefficient  

The correlation coefficient denoted by r is defined as the measure of the degree of or the extent of linear relationship between two or more variable in one study. 

The correlation coefficient takes value ranging from -1 to +1. Point closer to -1 means absence of correlation between the variables while point leading towards +1 shows the presence of correlation between the variables. 

3.3.1  Coefficient of Determination  

This evaluates the goodness of fit with respect to the sample observation x and y. 

This is measured to determine the proportion of the variation in which is explained by variation in x1

CHAPTER FOUR

DATA ANALYSIS AND INTERRPRETATION OF RESULTS

4.0 Introduction  

This chapter presents the data analysis of the study. Ordinary Least Square (OLS) multiple regression analytical method and technique is employed in obtaining the numerical estimates of the coefficients and the relationship between monetary policy rate, money supply, liquidity ratio, cash reserve ratio and banks loans and advances in Nigeria. The OLS method is chosen because it possesses some optimal properties; its computational procedure is fairly simple and it is also an essential component of most other estimation techniques. 

In demonstrating the application of Ordinary Least Square method, the multiple linear regression analysis is used with banks loan and advances as the dependent variable while monetary policy rate, money supply, liquidity ratio, and cash reserve ratio are the explanatory variables. The method would be applied with the use of E-views (Econometrics views). 

4.1 Descriptive Analysis 

Descriptive analysis of the data collected are presented in the table 4.1 below, comprises of monetary policy rate, liquidity ratio, money supply and bank loans and advances. The table presents the minimum and maximum, with mean range of the variables from 1986 to 2013. It could be observed from the table that the minimum and maximum percentage of monetary policy rate from 1986 to 2013 is 6.13% and 26.00% respectively, while the mean (average) of MPR over the last 28 years is approximately 13.7%. Also, the minimum and maximum percentage of liquidity ratio over the same years is 25.50% and 64.10% respectively, while the mean average is approximately 44.55%. However, the mean average of cash reserve ratio over the last 28 years is approximately 6.32%, while the minimum and maximum percentage is 1.10% and 12.00% respectively from 1986 to 2013.

Table 4.1: Descriptive Statistics of Data from 1986 to 2013 
	 
	N 
	Range 
	Minimum 
	Maximum 
	Mean 
	Std. Deviation 

	MPR (%) 
	28 
	19.87 
	6.13 
	26.00 
	13.7118 
	4.02347 

	LQR (%) 
	28 
	38.60 
	25.50 
	64.10 
	44.5464 
	9.39892 

	MSP (%) 
	27 
	828.50 
	-91.64 
	736.85 
	4.2674 
	147.26252 

	LADV (%) 
	27 
	49.56 
	-54.28 
	-4.72 
	-21.7385 
	11.47101 

	CRR (%) 
	28 
	10.90 
	1.10 
 
	12.00 
	6.3214 
	3.63882 
 

	 
	 
	 
	
	 
	 
	


Source: CBN Statistical Bulletin 2013 
Computation by the Author 

Graph 4.1: Trend Analysis of Monetary Policy Rate (MPR), Liquidity 
Ratio (LQR), and Cash Reserve Ratio (CRR) from 1986 to 2013 
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4.2 Econometric Results 

The statistical properties of the time series variables used in the estimation were determined. The essence is to determine whether these variables are stationary or not. This is because macroeconomic data often appear to possess stochastic trend that can be removed by differencing the variables. This study employed the Augmented Dickey Fuller (ADF) to test the order of integration of the variables. The unit root tests results are presented in table 4.2. It is obvious that MPR, LQR and CRR are stationary at first differencing, while MSP and LADV are both stationary after their second differencing.

Table 4.2: Unit Root Test 
	Variable 
	Levels 
	1st Difference 
	2nd 

Difference 
	P-

Value 
	Level of Integration 

	MPR 
	-0.609012 
	-6.730943 
	- 
	0.0000 
	I(1) 

	LQR 
	-0.302045 
	-5.947893 
	- 
	0.0000 
	I(1) 

	MSP 
	3.374448 
	-1.674028 
	-6.454851 
	0.0000 
	I(2) 

	LADV 
	5.042330 
	6.324565 
	-4.107975 
	0.0090 
	I(2) 

	CRR 
	0.112391 
	-4.925305 
	- 
	0.0000 
	I(1) 


Critical Values: 1% -2.614029, 5% -1.947816, 10% -1.612492 
Y 
= 
α 
+ 
β1X1 
+ 
β2X2 
+ 
β3X3 
+ 
β4X4 
+ 
µ
 
................................................. (1) 
Where; 

 
Y= Banks Loans and Advances (LADV) 

 
X1= Monetary Policy Rate   (MPR) 

 
X2= Money Supply (MSP) 

 
X3= Liquidity Ratio   (LQR) 
 

 X4= Cash Reserve Ratio   (CRR) And α, β1 to β3 are parameters 

µ = error terms 

β1, β2, and β3 are coefficients to be estimated. 

LADV 
= 
α 
+ 
β1MPR 
+ 
β2MSP 
+ 
β3LQR 
+ 
β4CRR 
+ 
µ
 
................................................. (2) 
Finally, the banks and advances (LADV) equation (2) was estimated at their stationary level by looking at the impact of monetary policy rate (MPR), money supply (MSP), liquidity ratio (LQR), cash reserve ratio (CRR), on banks‟ loan and advances. The regression result is presented in the table 4.3.

Table 4.3: Regression Results 

Dependent Variable: LADV 
 
 
Method: Least Squares 
 
 
Date: 02/16/15   Time: 22:34 
 
 
Sample: 1986 2013 
 
 
	
Variable 
 
	Coefficient 
 
	Std. Error 
 
	t-Statistic 
 
	Prob. 
  

	 C  
	-1172299 
. 
	1130328. 
 
	-1.037131 
 
	0.3105 

	MPR 
	61627.77 
	53455.05 
	1.152890 
	0.2608

	MSP 
	1.017355 
	0.048790 
	20.85176 
	0.0000

	LQR 
	-4112.229 
	20362.20 
	-0.201954 
	0.8417

	CRR 
	-3181.503 
	57790.61 
	-0.055052 
	0.9566

	R-squared  
	0.974342 
    Mean dependent var 
 
 
2922303. 
 

	Adjusted R-squared 
	0.969879    S.D. dependent var 
4712352. 

	S.E. of regression 
	817842.5    Akaike info criterion 
30.22716 

	Sum squared resid 
	1.54E+13    Schwarz criterion 
30.46505 

	Log likelihood 
	-418.1802    Hannan-Quinn criter. 30.29989 

	F-statistic 
	218.3490    Durbin-Watson stat 
1.824822 

	Prob(F-statistic) 
	0.000000 
 
 
 


Included observations: 28 
 
 

 SHAPE  \* MERGEFORMAT 


 
 
 
 
 

The estimated model therefore becomes: 

LADV = -1172299 + 61627.77MPR + 1.017355MSP - 4112.229LQR - 
3181.503CRR 
4.3: Interpretation of Result and Findings 

The results show that the adjusted R-squared value of 0.969879 implies that the explanatory variables jointly account for approximately 97% percentage changes in LADV. This means that the four independent variables {monetary policy rate (MPR), money supply (MSP), liquidity ratio (LQR), cash reserve ratio (CRR)} explained about 97% of the systematic variations in banks‟ loan and advances (LADV) during the period under study. The Durbin Watson test of serial correlation indicates absence of serial correlation as indicated by Durbin-Watson stat of 1.824822. The Fstatistic of 218.3490 is significant at the 5% level confidence. Thus, the statement of a significant linear relationship of the overall regression is validated. Therefore, we accept that monetary policy influences bank credit in Nigeria. 

In examining the relationship between each of the independent variables and bank loan and advances (bank credit in Nigeria), it could be observed that banks total loans and advances is negatively related to LQR and CRR but positively related to MPR and MSP. This implies that when LQR and CRR decrease, banks loans and advances increase. And when MSP and MPR increases, banks loans and advances increases. For instance, a percentage decrease in liquidity ratio (LQR) and cash reserve ratio (CRR), bank credit (LADV) will increase by 4112.229 and 3181.503 (#‟million) respectively. 

However, the estimation results show that the variables- monetary policy rate (MPR), liquidity ratio (LQR), cash reserve ratio (CRR) are not statistically significant (p- value > 0.10 level of significance) in explaining changes in banks loan and advances, while money supply (MSP) is statistically significant (p-value < 0.01 level of significance) in explaining changes in banks loan and advances.

CHAPTER FIVE

Summary, Conclusion, Recommendations 

5.1 Summary of Findings 

The study examined the impact of CBN monetary policy and its impact on banking achievement in Nigeria from 1986-2013. The study reviewed major monetary policy objectives, instruments used to carry out the objectives and their achievements especially in terms of credit delivery to the economy.  

The study therefore analysed the impact of some of the monetary policy instruments frequently used by the CBN. Descriptive statistics was used in presentation of data collected from CBN statistical bulletin; while linear multiple regression analytical tools through the e-view software were used in analyzing the data.   Findings revealed that liquidity ratio has positive relationship with loans and advances however, the influence of liquidity ratio on cost and availability of credit is insignificant as indicated by its standard error test while the t-cal at -0.202 implies that Liquidity ratio has no significant impact on credit availability (loans and advances.  

Money supply was found to be a positive and significant relationship with bank credit with the standard error test showing that the two variables are statistically significant. The t-cal at 20.852 led to the acceptance that there is significant relationship between money supply and loans and advances in Nigeria.  

The study also revealed that indicates that monetary policy rate has positive and insignificant influences on banks loans and advances. From the standard error test, the variables were found to be statistically insignificant. The t-cal was 1.153 which is insignificant at 5% confidence level of t-tab. Thus the null hypothesis was accepted that there is no significant relationship between monetary policy rate (MPR) and banks loans and advances in Nigeria. 

Cash reserve ratio was found to have negative and insignificant relationship with bank credit in Nigeria. The standard error test shows that the variables are statistically insignificant and the t-cal at -0.055 which is insignificant at 5% confidence level of t-tab, implies that Cash reserve ratio has no significant impact on credit availability (loans and advances). 

The findings of this study supports the study of Ajayi and Atanda 

(2012) who revealed in their study that liquidity ratio and cash reserves ratio exert negative effect on banks total credit. Also Akanbi and Ajagbe (2012) found that an increase in interest rate will leads to a decrease in the lending rate while liquidity ratio and cash ratio were statistically significant to the profit of the selected banks. 

5.2 Conclusion  

Banks in Nigeria are the principal depositories of the public's financial savings, the nerve centre of the payment system, the vessel endowed with the ability of money creation and allocation of financial resources and conduit through which monetary and credit policies are implemented. Thus, as a result of the importance of credit in an economy, its availability and cost to the economy is influenced through monetary policy.  It was observed that monetary policy instruments are used at various intervals in order to ensure that it does not hamper economic growth since excess credit leads to excess money in circulation and as such induces high inflation rate.    

From the findings of this study, we conclude that monetary policy instruments influences bank credit perfomance when combined but less effective as single instrument of regulating credit to the Nigerian economy. While loans and advances is non-responsive to liquidity ratio, cash reserve ratio, and monetary policy rate, it is however responsive to money supply. The study showed that interest rate charged by the Central Bank whether low or high do not seriously deter commercial banks from lending.   

5.3 Recommendations 

 Based on the major findings and conclusion drawn from this study, the following recommendations are made:  

1.
Findings emanating from the empirical analysis of this study proffered that monetary authority, the Central Bank of Nigeria (CBN) should moderate the minimum policy rate and cash reserve ratio as tools for regulating credits; the money supply and liquidity ratio should be kept at an optimal level considering their correlating effect on commercial bank credit 

2.
Since money supply influences credit availability in Nigeria, there is the need for inflation targeting as this will help in monitoring the effect of high base money supply on the growth of the economy. 

3.
The problem of high liquidity in the banking industry has been considered to hamper the effective use of monetary policy instruments in regulating banking credits; thus, CBN must adopt more proactive measures at reducing liquidity in the banking sector. This involves raising cash reserve ratio and reintroduction of cash reserve requirements.   

4.
While raising its cash reserve ratio and requirements, CBN needs to ensure that credits to the productive sector are delivered at lower cost, by so doing, economic output will increase, it becomes easy to check inflation and makes monetary instruments more effective.    

5.
The regulatory bodies should sustain the current economic reforms and maintain sound fiscal and monetary policies so that as inflation tends to single digit on a sustained basis, interest rates will inevitably come down.
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APPENDIX

PLEASE TICK [√] YOUR MOST PREFERRED CHOICE AND AVOID TICKING TWICE ON A QUESTION

SECTION A

PERSONAL INFORMATION

Gender

Male [  ]


Female [  ]

Age 

25-30 [  ]

30-35[  ]

40

40 and above[  ]

Marital Status

Single [   ]

Married [  ]

Widowed [  ]

Qualification

WAEC/OND

HND| BSC

SECTION B

Does monetary policy have an impact on the cost and availability of credit in Nigeria?

	Options
	Please tick

	Yes 
	

	No
	

	Uncertain 
	


Does  money supply have an impact on commercial banks loans and advances ?

	Options
	Please tick

	Yes 
	

	No
	

	Uncertain 
	


Does liquidity ratio have an effect on commercial banks loans and advances in Nigeria?

	Options
	Please tick

	Yes 
	

	No
	

	Uncertain 
	


Does cash reserve ratio have an effect  on commercial banks loans and advances?

	Options
	Please tick

	Yes 
	

	No
	

	Uncertain 
	


