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Abstract 

Somei monetaryi policyi instrumentsi likei minimumi rediscountingi ratei (MRR);i liquidityi ratio,i 

exchangei ratei ini Nigeriai werei noti ini favori ofi thei increasei ini thei volumei ofi commerciali banksi 
loansi andi advancesi ini Nigeriai duei toi poori infrastructurali facilitiesi andi highi costi ofi operatingi 

ini suchi ai volatilei environment.i Wheni thesei failuresi occur,i investmenti whichi isi ani importanti 
factori ini economici growthi isi kepti low. Thisi study,i thereforei empiricallyi evaluatei thei Influencei 
ofi Monetaryi policyi ratei oni crediti extensioni ofi i Nigeriai depositi moneyi banks. This study adopted 

the ex post factor design The study used secondary data from Access bank, United Bank of Africa and 
Zenith Banks annual financialreports. Data were analyzed using pooled regression method. The results 

of this study clearly shows that Policy rate has no significant effect on bank credit.The first result showed 
that hat the coefficient of the Policy rate was found tobe positive and insignificant to bank credit that is 

p-value of policy rate is 0.4692> 0.05 showing that that Policy rate has no significant effect on bank credit 
whilethe coefficient of the policy rate was found to be positive and significant to NPLwith the p-value of 
the policy rate 0.8658 > 0.05 showing that Policy rate has significant effect on non-performing loans in 

deposits money banks in Nigeria. The study concludes that changes in the policy rate, inflation, GDP, 
and exchange rate do not significantly affect bank credit but does affect NPLs inNigeria. The Central 

Bank of Nigeria should continue to monitor the banking sectorand take steps to ensure that banks are 
lending responsibly. This may include setting limits on the amount of credit that banks can extend to 

certain sectors of the economy. 
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Introduction 

Ini Nigeria,i thei Centrali Banki ofi Nigeriai 

(CBN)i isi thei solei monetaryi authority.i Itsi 

corei mandatei isi toi promotei monetaryi andi 

pricei stabilityi andi evolvei ani efficienti andi 

reliablei financiali systemi throughi thei 

applicationi ofi appropriatei monetaryi policyi 

instrumentsi andi systemici surveillancei 

(Ibeabuchi,i 2007).i Thei 1958i Acti establishingi 

thei Centrali Banki ofi Nigeriai gavei iti thei 

followingi specifici functionsi (whichi havei 

enduredi ini thei 2007i CBNi Act):i Issuancei ofi 

legali tenderi currencyi notesi andi coinsi ini 

Nigeria;i maintenancei ofi Nigeriaʹsi externali 

reserves;i safeguardingi thei internationali valuei 

ofi thei currency;i promotioni andi 

maintenancei ofi monetaryi stabilityi andi ai 

soundi andi efficienti financiali systemi ini 

Nigeria;i andi Actingi asi bankeri andi financiali 

Ini thei realmi ofi monetaryi policy,i thei 

influencei ofi policyi ratesi oni crediti extensioni 

standsi asi ai criticali determinanti ofi economici 

activity.i Policyi rates,i seti byi centrali banksi 

acrossi thei globe,i servei asi ai leveri toi 

regulatei borrowingi costsi and,i consequently,i 

thei availabilityi ofi crediti withini ani 

economy.i Thei relationshipi betweeni policyi 

ratesi andi crediti extensioni isi ofi paramounti 

importancei ini understandingi howi monetaryi 

policyi decisionsi impacti lendingi activities,i 

therebyi affectingi overalli economici growthi 

andi stability.i Thisi studyi delvesi intoi thei 

intricatei dynamicsi ofi thei effecti ofi policyi 

ratesi oni crediti extensioni ini Nigeria,i ai 

countryi withi ai dynamici andi evolvingi 

financiali system,i knowingi howi thesei 

changesi ini policyi ratesi affecti crediti 

extensioni isi cruciali fori policymakers,i 

financiali institutions,i andi stakeholdersi alike.i 

Thei policyi ratei ini Nigeriai isi morei thani ai 

merei economici indicator;i iti servesi asi ai vitali 

controli mechanismi affectingi thei dynamicsi 

ofi crediti extension.i Crediti extensioni refersi 

toi thei processi byi whichi commerciali banksi 

andi otheri financiali institutionsi providei 

loansi andi crediti facilitiesi toi businessesi andi 

individuals. 

 

Nigeria'si economy,i withi itsi heavyi reliancei 

oni oili revenues,i isi particularlyi susceptiblei toi 

globali economici fluctuations.i Thei policyi 

ratei hasi beeni ai cruciali tooli fori thei CBNi ini 

navigatingi thesei challenges.i Fori instance,i 

variationsi ini oili pricesi havei historicallyi ledi 

toi economici volatilityi ini Nigeria,i 

necessitatingi varyingi responsesi fromi thei 

CBN,i includingi adjustmentsi toi thei policyi 

ratei (Emei &i Ibietan,i 2016).i Thei policyi 

rate'si influencei oni crediti extensioni hasi beeni 

ai keyi areai ofi focus.i Loweri policyi ratesi arei 

generallyi expectedi toi encouragei banksi toi 

lendi morei byi reducingi thei costi ofi 

borrowing.i However,i thisi relationshipi isi 

ofteni influencedi byi otheri factorsi suchi asi 

thei banks'i riski assessmenti strategies,i 

liquidityi constraints,i andi thei overalli 

macroeconomici environmenti (Ofori-Sasu,i 

2019).i Ini additioni toi macroeconomici 

challenges,i thei Nigeriani bankingi sectori hasi 

facedi itsi owni seti ofi issues.i Thei prevalencei 

ofi non-performingi loans,i regulatoryi changes,i 

andi varyingi levelsi ofi financiali inclusioni 

havei contributedi toi ai complexi bankingi 

landscape.i Thesei factors,i combinedi withi 

policyi ratei adjustments,i havei significantlyi 

influencedi crediti extensioni practicesi withini 

thei sectori (Adetiloye,i 2023).i Thei 

effectivenessi ofi policyi ratei adjustmentsi ini 

stimulatingi crediti extensioni remainsi 

debated.i Whilei theoretically,i ai loweri policyi 
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ratei shouldi boosti crediti extensioni byi 

makingi borrowingi cheaper,i ini practice,i thei 

impacti cani bei mutedi byi factorsi suchi asi 

banks'i riski perceptionsi andi overalli economici 

conditions. 

Statement of the Problem 

Therei isi ai needi toi discoveri thei truei effecti 

ofi monetaryi policyi measuresi oni thei 

Nigeriani bankingi system.i Thei extenti ofi 

regulatoryi interventioni mayi alsoi determinei 

whetheri financiali marketsi cani developi toi 

theiri fulli potentiali ori not.i Thei morei 

sophisticatedi thei monetaryi policy,i thei 

greateri itsi vulnerabilityi toi failurei ofi banksi 

toi deliveri againsti itsi promises.i (Ogunyemi,i 

2014)i reportedi thati somei monetaryi policyi 

instrumentsi likei minimumi rediscountingi ratei 

(MRR);i liquidityi ratio,i exchangei ratei ini 

Nigeriai werei noti ini favori ofi thei increasei ini 

thei volumei ofi commerciali banksi loansi andi 

advancesi ini Nigeriai duei toi poori 

infrastructurali facilitiesi andi highi costi ofi 

operatingi ini suchi ai volatilei environment.i 

Wheni thesei failuresi occur,i investmenti 

whichi isi ani importanti factori ini economici 

growthi isi kepti low.i Consequenti uponi this,i 

trusti andi confidencei ini thei financiali systemi 

mayi goi downi andi sourcingi ofi fundsi fromi 

banksi mayi facei ai downwardi trendi duei toi 

increasei ini costi ofi loan.i Despitei severali 

empiricali evidencesi thati foundi thei efficacyi 

ofi monetaryi policyi liesi oni thei effectivenessi 

ofi thei reali sector;i howi thosei monetaryi 

policiesi hadi influencedi thei performancei ofi 

Depositi Moneyi Banksi ini Nigeriai remainsi 

unresolvedi andi demandsi investigationi 

(Ayodele,i 2014).i i thei performancei ofi 

depositi moneyi banksi ini Nigeria. 

 

Ini recenti timesi thei Nigeriani financiali 

landscapei hasi beeni markedi byi issuesi suchi 

asi highi levelsi ofi non-performingi loansi andi 

stringenti regulatoryi constraints,i whichi 

furtheri obscurei thei relationshipi betweeni 

policyi ratei adjustmentsi andi crediti extensioni 

practices.i Thei prevalencei ofi thesei challengesi 

suggestsi thati banksi mayi noti respondi toi 

policyi ratei changesi asi expected,i limitingi thei 

effectivenessi ofi suchi adjustmentsi ini 

achievingi desiredi economici outcomesi 

(Udomi &i Abraham,i 2016).i Previousi studiesi 

byi Emei &i Ibietan,i 2016)i andi Borioi (2011)i 

havei exploredi thei dynamicsi ofi policyi ratei 

adjustmentsi andi theiri implicationsi fori thei 

bankingi sectori andi broaderi economy.i 

However,i therei remainsi ai significanti gapi ini 

understandingi thei waysi throughi whichi thesei 

policyi adjustmentsi translatei intoi tangiblei 

changesi ini crediti extension,i especiallyi 

consideringi thei uniquei challengesi ofi thei 

Nigeriani bankingi sector.i Furthermore,i thei 

impacti ofi externali economici shocksi andi thei 

rolei ofi macroeconomici stabilityi ini 

mediatingi thei relationshipi betweeni policyi 

ratei adjustmentsi andi banki lendingi 

behavioursi havei noti beeni comprehensivelyi 

examinedi Thisi studyi aimsi toi bridgei thisi 

gapi byi providingi ai detailedi examinationi ofi 

thei factorsi influencingi thei efficacyi ofi policyi 

ratei adjustmentsi asi ai mechanismi fori 

stimulatingi crediti extensioni amongi Nigeriani 

banks.i Iti seeksi toi understandi thei extenti toi 

whichi thei theoreticali expectationsi aligni 

withi practicali outcomesi ini thei contexti ofi 

Nigeria'si economici andi regulatoryi 

environment,i therebyi offeringi insightsi intoi 

thei optimizationi ofi monetaryi policyi toolsi 

fori economici development.i Thisi study,i 

thereforei empiricallyi evaluatei thei Influencei 
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ofi Monetaryi policyi ratei oni crediti extensioni 

ofi i Nigeriai depositi moneyi banks. 

 

Researchi questions 

1) Whati isi thei influencei ofi changesi ini 

policyi ratei oni crediti extensioni ini Nigeriani 

Depositi Moneyi Banks? 

2) Whati isi thei influencei ofi policyi ratei 

oni non-performingi loansi ini Nigeriani 

Depositi Moneyi Banks? 

 

Statement of hypothesis: 

H01:i Policyi ratei hasi noi significanti influencei 

oni Banki crediti ini Nigeriani Depositi Moneyi 

i Banks. 

H02:i Policyi ratei hasi noi significanti influencei 

oni non-performingi loansi ini Nigeriani 

Depositi Moneyi i Banks. 

 

Literature Review 

Conceptuali framework 

 

Thei concepti ofi Monetaryi Policyi Ratei 

(MPR)i ini Nigeria 

Ini Nigeria,i thei i Centrali Banki ofi Nigeriai 

(CBN)i hasi employedi thei Monetaryi Policyi 

Ratei (MPR)i toi regulatei crediti extensioni 

practicesi depositi moneyi banks.i However,i 

duei toi structurali economici issuesi andi 

externali economici shocks,i thei effectivenessi 

ofi suchi monetaryi policyi toolsi hasi ofteni 

beeni inconsistent.i Thisi inconsistencyi isi 

partlyi duei toi thei phenomenoni ofi crediti 

rationing,i wherei lenders,i waryi ofi risingi non-

performingi loansi (NPLs),i becomei morei 

conservativei ini extendingi crediti despitei 

favorablei policyi ratei conditions.i Okoriei andi 

Nwisienyii (2020)i arguei thati ini situationsi ofi 

economici uncertainty,i lenders,i waryi ofi 

risingi non-performingi loansi (NPLs),i becomei 

morei conservativei ini extendingi crediti 

despitei favorablei policyi ratei conditions.i 

Thisi behaviori underminesi thei theoreticali 

expectationsi ofi policyi ratei adjustmentsi oni 

crediti extensioni andi necessitatesi ai morei 

nuancedi approachi toi understandingi thei 

crediti market. 

Additionally,i thei regulatoryi environmenti 

playsi ai cruciali rolei ini shapingi crediti 

extensioni practices.i Banksi operatei underi ai 

frameworki thati requiresi themi toi maintaini 

certaini liquidityi andi capitali adequacyi ratios,i 

whichi cani influencei theiri lendingi capacity.i 

Fori instance,i highi minimumi capitali 

requirementsi cani forcei banksi toi limiti theiri 

exposurei toi riskyi loans,i therebyi reducingi 

crediti extensioni toi sectorsi perceivedi asi highi 

risk,i suchi asi agriculturei ori SMEsi (Uchei &i 

Emeka,i 2018). 

Thei concepti ofi crediti extensioni isi furtheri 

enrichedi byi thei recenti developmentsi ini 

financiali technologyi (fintech),i whichi havei 

revolutionizedi traditionali lendingi models.i 

Fintechi firmsi leveragei bigi datai analytics,i 

alternativei crediti scoringi models,i andi 

automatedi processesi toi assessi borrowers'i 

creditworthiness,i therebyi expandingi accessi 

toi crediti fori individualsi andi businessesi thati 

traditionali banksi mighti overlooki (Beck,i 

2019).i Whilei fintechi presentsi newi 

opportunitiesi fori crediti extension,i iti alsoi 

introducesi regulatoryi challenges,i asi existingi 

frameworksi arei ofteni ill-equippedi toi 

managei thei risksi associatedi withi digitali 

lending. 

Despitei thesei challenges,i crediti extensioni 

remainsi ai cornerstonei ofi economici 

development.i Byi providingi thei necessaryi 

fundingi fori investmenti andi consumption,i iti 

stimulatesi aggregatei demand,i fostersi 
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economici diversification,i andi enhancesi 

financiali inclusion.i Ini Nigeria,i enhancingi 

crediti extensioni practicesi isi particularlyi 

criticali giveni thei country'si largei informali 

economy,i which,i ifi betteri integratedi intoi 

thei formali crediti market,i couldi unlocki 

significanti economici potentiali (Adebayoi &i 

Ogunnubi,i 2021). 

 

Thei intricaciesi ofi thei policyi rate’si effecti arei 

particularlyi evidenti ini thei bankingi 

sector.Thei policyi rate,i ai fundamentali 

instrumenti ini thei arsenali ofi ai centrali bank,i 

servesi asi ai cornerstonei fori monetaryi policyi 

andi economici stability.i Ini thei contexti ofi 

Nigeria,i thei Monetaryi Policyi Ratei (MPR)i 

seti byi thei Centrali Banki ofi Nigeriai (CBN)i 

isi noti justi ai numberi buti ai keyi driveri ofi 

thei economici pulse,i influencingi inflation,i 

affectingi exchangei rates,i andi steeringi thei 

coursei ofi economici growthi (Adebayoi &i 

Ogunnubi,i 2021).i Thei essencei ofi thei policyi 

ratei liesi ini itsi rolei asi ai signalingi tool.i Iti 

communicatesi thei centrali bank'si stancei oni 

monetaryi policyi toi financiali marketsi andi 

thei broaderi economy.i Wheni thei CBNi 

adjustsi thei MPR,i iti sendsi ai messagei abouti 

itsi objectives,i bei iti controllingi inflation,i 

stabilizingi thei currency,i ori stimulatingi 

economici growth.i Accordingi toi Chukwui 

(2018),i MPRi isi thei benchmarki thati 

influencesi thei costi ofi borrowingi moneyi ini 

thei economy,i thusi directlyi affectingi interesti 

ratesi chargedi byi commerciali banksi oni loansi 

andi advances.i Thei policyi rate'si effectivenessi 

ini achievingi itsi intendedi outcomes,i 

however,i extendsi beyondi itsi rolei asi ai merei 

economici lever.i Iti embodiesi thei centrali 

bank'si responsei toi ai myriadi ofi economici 

indicatorsi andi conditions.i Wheni inflationaryi 

pressuresi mount,i ani increasei ini thei policyi 

ratei cani bei employedi asi ai tooli toi temperi 

inflationi byi makingi borrowingi morei 

expensive,i therebyi coolingi offi consumeri 

spendingi andi businessi investments.i 

Conversely,i ini timesi ofi economici downturni 

ori recession,i ai reductioni ini thei policyi ratei 

isi ofteni usedi toi loweri borrowingi costs,i 

aimingi toi stimulatei spendingi andi 

investment,i andi consequently,i economici 

growthi (Olayemii &i Adekunle,i 2020). 

 

Asi banksi adjusti theiri lendingi ratesi ini 

responsei toi changesi ini thei MPR,i thei ripplei 

effectsi arei felti acrossi thei economy.i Loweri 

policyi ratesi typicallyi makei loansi cheaper,i 

encouragingi businessesi andi individualsi toi 

borrowi more,i whichi ini turni cani leadi toi 

increasedi investmenti andi consumption.i Oni 

thei flipi side,i higheri policyi ratesi cani resulti 

ini costlieri loans,i potentiallyi slowingi downi 

economici activitiesi (Ezei &i Okonkwo,i 

2019).i Ini thei Nigeriani context,i thei policyi 

ratei reflectsi thei country'si uniquei economici 

challengesi andi aspirations.i Factorsi suchi asi 

thei banks'i riski perception,i regulatoryi 

environment,i andi overalli economici climatei 

cani mediatei thei impacti ofi policyi ratei 

adjustmentsi oni lendingi practices.i Fori 

instance,i eveni withi ai reducedi policyi rate,i 

banksi mighti tighteni theiri lendingi criteriai ini 

responsei toi perceivedi risksi ori economici 

uncertainties,i therebyi mutingi thei expectedi 

increasei ini crediti extensioni (Adeoyei &i 

Elegunde,i 2021).i  

 

Thei Concepti ofi Crediti Extensioni ini 

Depositi Moneyi Banks 

Ini Nigeria,i depositi moneyi banksi ini 

extendingi crediti toi businessesi andi 
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consumersi isi veryi importanti asi iti 

encompassesi noti justi thei provisioni ofi loansi 

buti alsoi thei creationi ofi variousi crediti 

facilities,i whichi arei essentiali fori stimulatingi 

businessi activities,i financingi largei projects,i 

andi enablingi consumeri spendingi (Olayemii 

&i Adekunle,i 2020).i Ati itsi core,i crediti 

extensioni isi influencedi byi ai myriadi ofi 

factors,i amongi whichi thei policyi ratei seti byi 

thei Centrali Banki ofi Nigeriai (CBN)i isi 

significant.i However,i thei interplayi betweeni 

thei policyi ratei andi thei actuali lendingi 

practicesi ofi banksi isi complex.i Theoretically,i 

ai loweri policyi ratei shouldi leadi toi reducedi 

borrowingi costs,i therebyi encouragingi banksi 

toi lendi more.i However,i ini practice,i thei 

decisioni toi extendi crediti involvesi 

considerationsi beyondi justi thei prevailingi 

policyi ratei (Chukwu,i 2018).i Banks,i ini theiri 

rolei asi financiali intermediaries,i musti 

balancei thei needi toi extendi crediti withi thei 

imperativei ofi managingi risks.i Thisi concepti 

involvesi thei provisioni ofi fundsi byi banksi 

andi otheri financiali institutionsi toi borrowersi 

underi agreedi termsi andi conditions.i Crediti 

extensioni isi cruciali ini linkingi saversi andi 

borrowers,i therebyi ensuringi thati surplusi 

fundsi withini thei economyi arei effectivelyi 

channeledi toi productivei investmentsi 

(Adebayoi &i Ogunnubi,i 2021). 

Thisi financiali intermediationi functioni allowsi 

fori ani optimali allocationi ofi resourcesi thati 

fuelsi economici activity,i promotesi 

investment,i andi enablesi businessesi toi 

expand,i createi jobs,i andi contributei toi GDPi 

growth.i Gertleri andi Karadii (2015)i highlighti 

thati crediti extensioni isi ai complexi interplayi 

betweeni riski andi reward.i Lendersi 

meticulouslyi evaluatei borrowers'i 

creditworthinessi toi minimizei potentiali 

defaults,i consideringi theiri repaymenti 

history,i income,i andi collateral.i Thisi 

evaluationi leadsi toi tailoredi loani terms,i 

includingi interesti ratesi andi repaymenti 

periods,i thati mirrori thei perceivedi risk. 

 

However,i crediti extensioni isi noti solelyi 

determinedi byi individuali riski assessment.i 

Broaderi economici factorsi likei inflation,i 

exchangei rates,i andi overalli economici 

growthi significantlyi shapei thei willingnessi 

andi abilityi ofi financiali institutionsi toi lend.i 

Ini developingi economiesi likei Nigeria,i thei 

dynamicsi ofi crediti extensioni arei furtheri 

complicatedi byi systemici challengesi suchi asi 

high-interesti rates,i regulatoryi constraints,i 

andi institutionali deficienciesi (Adeoyei &i 

Elegunde,i 2021).i Thesei factorsi ofteni limiti 

banks'i abilityi toi effectivelyi extendi credit,i 

particularlyi toi smalli andi mediumi enterprisesi 

(SMEs),i whichi typicallyi lacki thei collaterali 

ori financiali historyi requiredi byi traditionali 

lendingi models.i Thei lacki ofi accessi toi crediti 

fori SMEsi hampersi entrepreneuriali growthi 

andi innovation,i limitingi thei broaderi 

economy'si potential.i Thei relationshipi 

betweeni crediti extensioni andi monetaryi 

policyi isi integral,i asi centrali banksi employi 

policyi ratesi toi influencei thei costi andi 

availabilityi ofi crediti ini thei financiali system.i 

Ai reductioni ini thei policyi ratei theoreticallyi 

lowersi borrowingi costs,i thusi encouragingi 

borrowingi fori investmenti andi consumption.i 

Conversely,i ani increasei ini thei policyi ratei isi 

meanti toi curbi inflationi byi tighteningi crediti 

availabilityi (Mishkin,i 2019).i  

Thisi balancingi acti involvesi ai carefuli 

assessmenti ofi factorsi suchi asi thei 

creditworthinessi ofi borrowers,i thei economici 

climate,i andi thei regulatoryi environment.i Ini 
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Nigeria,i banksi ofteni facei challengesi suchi asi 

highi ratesi ofi non-performingi loansi andi 

regulatoryi constraints,i whichi cani influencei 

theiri lendingi behaviori irrespectivei ofi thei 

policyi ratei (Adeoyei &i Elegunde,i 2021). 

Moreover,i thei regulatoryi environmenti playsi 

ai cruciali rolei ini shapingi crediti extensioni 

practices.i Regulationsi regardingi capitali 

requirements,i liquidityi ratios,i andi loani 

provisionsi cani havei ai directi impacti oni 

banks’i abilityi andi willingnessi toi lend.i Ini 

Nigeria,i regulatoryi measuresi havei ofteni 

beeni implementedi toi ensurei financiali 

stability,i buti theyi cani alsoi leadi toi tighteri 

lendingi conditions,i especiallyi fori certaini 

sectorsi ori high-riski borrowersi (Lawali &i 

Olowu,i 2017).i Thei relationshipi betweeni 

interesti ratesi andi crediti extensioni isi anotheri 

areai ofi interest.i Whilei loweri interesti rates,i 

influencedi byi ai loweri policyi rate,i cani 

theoreticallyi makei borrowingi morei 

attractive,i thei responsivenessi ofi banksi toi 

thesei changesi isi noti alwaysi immediatei ori 

proportional.i Banksi musti consideri theiri 

depositi base,i thei costi ofi funds,i andi theiri 

operationali costsi wheni settingi lendingi rates.i 

Therefore,i thei transmissioni ofi policyi ratei 

adjustmentsi toi actuali lendingi ratesi cani bei 

delayedi ori dilutedi (Ibrahimi &i Aliyu,i 2019).i 

Ini summary,i crediti extensioni ini thei 

Nigeriani bankingi sectori isi ai multifacetedi 

processi influencedi byi ai rangei ofi factors.i 

Whilei thei policyi ratei isi ai keyi determinant,i 

banks'i lendingi decisionsi arei alsoi shapedi byi 

riski assessments,i economici conditions,i 

regulatoryi frameworks,i andi thei leveli ofi 

financiali inclusion. 

Understandingi thesei dynamicsi isi cruciali fori 

policymakersi andi stakeholdersi ini thei 

Nigeriani financiali system,i asi theyi seeki toi 

fosteri ani environmenti conducivei toi 

sustainablei crediti growthi andi economici 

development.i Policyi ratei adjustmenti ripplei 

throughi variousi channelsi thati influencei thei 

economyi suchi asi interesti rate,i Asseti Price,i 

Exchangei Rate,i Banki Lending,i Expectationsi 

channels.i (Adetiloye,i 2023) 

 

Depositi moneyi banksi andi thei centrali 

banki ofi Nigeria 

Banksi arei likei otheri privatei sectorsi ori 

enterprises,i banksi havei privatei goalsi (otheri 

thani thei necessityi toi effectivelyi perfecti thei 

intermediationi role)i ofi profitability,i liquidityi 

andi solvency.i However,i thesei banksi doi 

operatei withini thei frameworki ofi thei 

monetaryi andi bankingi policiesi providedi byi 

thei economyi thati couldi servei toi hinderi ori 

enablei themi toi achievei theiri profitabilityi 

goali (Ekpung,i Udude,i &i Uwalaka,i 2015)i 

Thei Apexi banki hasi gonei ai longi wayi ati 

ensuringi monetaryi stabilityi byi usingi policiesi 

likei cashi reservei requirementsi andi capitali 

requirements.i Thesei arei continuallyi usedi toi 

cushioni thei effecti ofi liquidityi transmission,i 

throughi depositi basei andi crediti facilitiesi byi 

Depositi moneyi banks;i theyi havei beeni 

unablei toi achievei maximumi efficiencyi ini 

thisi respecti (Omankhanlen,i 2014)i Indirecti 

instrumentsi ofi monetaryi policyi arei 

constantlyi mobilizedi toi controli liquidityi 

demandi pressuresi whilei lendingi 

commitmentsi byi banksi continuei toi posei ai 

challengei toi economici development.i Thei 

non‐cooperationi ofi somei banksi toi adherei toi 

stipulatedi requirementsi fori issuingi ofi loansi 

andi advancesi hasi causedi thei manyi set‐

backsi ini thei achievementi ofi macroeconomici 

objectives.i Somei havei attributedi reasonsi ofi 

theiri non‐compliancei toi thei progressivei 
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increasei ofi thei Monetaryi Policyi Ratei 

(MPR)i ini recenti times.i .i However,i othersi 

havei takeni toi ai contraryi stance,i layingi 

claimi toi monetaryi policyi requirementsi oni 

bank’si Cashi Reservei Ratioi (CRR)i andi 

Liquidityi Ratioi (LR). 

Afteri thei adoptioni ofi thei 2010i tighteningi 

stancei byi Centrali banki ofi Nigeriai (CBN),i 

toi enhancei thei bankingi system’si 

performancei throughi monetaryi easingi 

policies;i soi muchi pressurei wasi mountedi oni 

thei Exchangei Ratei (ER)i andi externali 

reserves.i Thisi hasi ini turni affectedi thei valuei 

ofi thei Nairai currency,i leavingi thei increasei 

ini interesti ratei uncheckedi andi performancei 

ofi crediti extendedi byi banksi toi thei generali 

publici unstable,i eveni ini thei lighti ofi slighti 

inflationaryi pressures.i Thei extenti ofi 

regulatoryi interventioni mayi alsoi determinei 

whetheri financiali marketsi cani developi toi 

theiri fulli potentiali ori not.i Thei morei 

sophisticatedi thei monetaryi policy,i thei 

greateri itsi vulnerabilityi toi failurei ofi banksi 

toi deli\veri againsti itsi promises.i (Ogunyemi,i 

2014)i reportedi thati somei monetaryi policyi 

instrumentsi likei minimumi rediscountingi ratei 

(MRR);i liquidityi ratio,i exchangei ratei ini i 

Nigeriai werei noti ini favori ofi thei increasei ini 

thei volumei ofi commerciali banksi loansi andi 

advancesi ini Nigeriai duei toi poori 

infrastructurali facilitiesi andi highi costi ofi 

operatingi ini suchi ai volatilei environment. 

i  

Theoretical Review 

Thisi studyi isi underpinnedi withi thei 

Keynesiani Economici Theoryi andi Banki 

Lendingi Channeli Theory 

 

I. Thei Keynesiani Economici Theory 

Thei Keynesiani Economici Theoryi Thei 

theoryi wasi propoundedi byi Johni Keynesi ini 

1936.i Thei centrali pointi ofi Keynes’si analysisi 

isi hisi contentioni thati capitalisti marketi 

economiesi arei inherentlyi unstablei andi isi 

capablei ofi comingi toi resti ini ai chronici 

conditioni ofi sub-i normali activityi fori 

considerablei periodi withouti anyi markedi 

tendency,i eitheri towardsi recoveryi ori 

towardsi completei collapse.i Ini thei opinioni 

ofi Keynes,i thisi instabilityi wasi 

predominantlyi thei resulti ofi fluctuationsi ini 

aggregatei demandi whichi mayi resulti fromi ai 

sharpi falli ini investmenti expenditurei 

occasionedi byi ai cyclicali changei ini thei 

marginali efficiencyi ofi capital.i Johni furtheri 

saidi thati thei resultingi unemploymenti wasi 

involuntaryi andi reflectedi ai statei ofi lowi 

aggregatei demand,i assertingi that,i giveni thei 

weaki equilibratingi powersi ofi thei marketi 

mechanism,i ini thesei circumstances,i thei 

implicationi wasi thati onlyi fiscali andi 

monetaryi policyi couldi correcti thei aggregatei 

instabilityi exhibitedi byi marketi economiesi 

andi helpi stabilisei thei economyi ati fulli 

employment.i Andi thisi requiresi governmenti 

intervention.i Thei implicationi ofi thisi theoryi 

isi thati therei isi ai needi fori governmenti 

interventioni ini thei economyi throughi fiscali 

andi monetaryi policies. 

 

II.i Banki Lendingi Channeli Theory 

Thei Banki Lendingi Channeli Theory,i rootedi 

ini thei broaderi monetaryi transmissioni 

mechanism,i examinesi howi monetaryi policyi 

affectsi crediti extensioni throughi itsi impacti 

oni banki lendingi behaviour.i i i i i Thei Banki 

Lendingi Channeli Theoryi providesi ai cruciali 

insighti intoi howi monetaryi policyi isi 

transmittedi throughi thei bankingi sectori toi 
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thei broaderi economy.i Iti highlightsi thei 

significancei ofi banks'i rolesi ini thei crediti 

creationi processi andi howi theiri lendingi 

capacitiesi cani bei influencedi byi centrali banki 

policies.i Understandingi thisi theoryi isi vitali 

fori policymakers,i particularlyi ini developingi 

economiesi likei Nigeria,i asi iti cani informi 

morei effectivei monetaryi policyi decisionsi 

andi strategiesi toi enhancei economici i growth. 

 

Empiricali Review 

Williamsi andi Johnsoni (2023)i exploredi thei 

rolei ofi banki balancei sheetsi ini thei lendingi 

process,i findingi thati banksi withi strongeri 

balancei sheetsi werei morei responsivei toi 

policyi ratei changes,i whilei banksi withi 

weakeri balancei sheetsi werei morei cautious,i 

ofteni limitingi crediti extensioni despitei 

favorablei policyi ratei adjustments. 

Dangi andi Huynhi (2022)i examinedi thei 

relationshipi betweeni monetaryi policyi andi 

banki performancei ini ai multiple-instrumenti 

environment,i particularlyi highlightingi thei 

conditioningi rolei ofi banki businessi models.i 

Thei specifici objectivesi werei toi evaluatei thei 

effecti ofi policyi ratei andi foreigni exchangei 

reservei ratiosi oni banki financiali performancei 

Employingi ai uniquei dataseti ofi Vietnamesei 

alli commerciali banksi fromi 2007i toi 2019,i 

thei studyi foundi thati banksi reacti toi 

monetaryi policyi changes,i eitheri wheni thei 

centrali banki increasesi policyi ratesi ori injectsi 

moneyi intoi thei economyi throughi openi 

marketi operations,i byi decreasingi overalli 

returnsi andi increasingi financiali instability.i 

Thei studyi furtheri foundi thati thei 

accumulationi ofi foreigni exchangei reservesi 

benefitsi banki outcomes,i contrastingi toi openi 

marketi operations,i albeiti thei centrali banki 

usesi bothi ofi thesei policyi instrumentsi toi 

alteri moneyi supplyi ini thei economy.i 

Analysisi ofi interesti revealsi thati businessi 

modelsi considerablyi matteri ini thei effectsi ofi 

monetaryi policyi oni banki performance.i 

Collectively,i thei studyi concludesi thati banks’i 

businessi modelsi thati yieldi morei non-interesti 

incomei ori diversifyi morei intoi differenti 

incomei sourcesi mayi mitigatei thei pass-

throughi ofi monetaryi policyi toi banki 

performance.i Thisi findingi holdsi acrossi alli 

interest-i andi quantitative-basedi monetaryi 

policyi indicatorsi andi acrossi alli thei 

functionsi ofi risk-takingi behavior,i earning-i 

profiti capacity,i andi financiali stability.i Theyi 

offeredi noi recommendations.i  

 

Adebayoi andi Ogunnubii (2021)i arguedi fori ai 

morei detailedi understandingi ofi thei 

monetaryi transmissioni mechanism,i 

suggestingi thati thei uniquei structurali 

characteristicsi ofi thei Nigeriani economyi 

playedi ai criticali rolei ini mediatingi thei 

impacti ofi policyi ratei oni crediti extension. 

Nikhili andi Deenei (2021)i identifiedi thei 

impacti ofi monetaryi policyi toolsi oni thei 

performancei ofi banksi ini India.i Thei specifici 

objectivei wasi toi determinei thei relationshipi 

betweeni banki ratei (BR)i andi thei 

performancei ofi publici sectori banksi ini India.i 

Thei studyi adoptedi descriptivei andi analyticali 

researchi design.i Correlationi andi regressioni 

analysesi werei usedi toi determinei thei 

relationshipi betweeni banki ratei (BR)i andi thei 

performancei ofi publici sectori banksi ini India.i 

Thei samplei choseni fori thisi studyi isi thei 

publici sectori banksi activelyi performingi ini 

India.i Banki performancei wasi measuredi byi 

deposits,i loansi andi advancesi andi totali asseti 

valuei ofi thei banks.i Thei studyi concludedi 

thati threei factorsi havei showni ani impacti ofi 
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Banki Ratei oni themi duringi thei fivei years.i 

Loansi andi Advancesi affectedi thei leasti 

amongsti thei threei factors,i buti thei otheri twoi 

werei significantlyi impactedi byi thei changei 

ini BR.i Thei studyi recommendedi thati therei 

shouldi bei ai favourablei fluctuationi ini thei 

BRi whichi willi bringi flexibilityi ini thei 

bankingi system,i andi theyi cani performi welli 

ini thei economy. 

i Adeoyei andi Elegundei (2021)i examinedi thei 

impacti ofi regulatoryi frameworksi oni banks’i 

lendingi behaviorsi ini Nigeria.i Theiri studyi 

indicatedi thati regulatoryi changesi ofteni 

influencedi lendingi practicesi morei 

prominentlyi thani policyi ratei adjustments. 

 

Alaladei eti al.i (2020)i consideredi thei 

influencei ofi monetaryi policyi oni financiali 

performancei ofi depositi moneyi banksi ini 

Nigeriai usingi timei seriesi datai fori 35i yearsi 

spanningi fromi 1984i toi 2018;i alli depositi 

moneyi banksi asi capturedi byi thei Centrali 

Banki ofi Nigeriai Statisticali Bulletini werei 

considered.i Thei specifici objectivesi werei toi 

examinei thei effecti ofi liquidityi ratio,i lendingi 

rate,i loani toi depositi ratioi andi cashi reservei 

ratioi oni thei financiali performancei ofi 

depositi moneyi banksi measuredi byi theiri neti 

worthi andi totali credits.i Thei datai werei 

analyzedi usingi descriptivei andi inferentiali 

statistics.i Basedi oni thei resulti ofi stationarityi 

test,i thei ordinaryi leasti squarei methodi andi 

thei Autoregressivei Distributedi Lagi methodi 

werei employed.i Ai shorti runi modeli ofi neti 

worthi andi longi runi modeli fori bothi thei logi 

ofi neti worthi andi thei logi ofi totali creditsi 

werei estimated.i Thei studyi revealedi thati 

wheni financiali performancei isi measuredi asi 

totali credits,i thei liquidityi ratioi andi loansi toi 

depositi ratioi hadi positivei significanti effecti 

ini thei longi run.i Thei cashi reservei ratioi hadi 

ai negativei significanti effecti ini thei longi run.i 

Thei logi ofi lendingi ratei wasi insignificanti ini 

bothi thei longi andi shorti run.i Thei studyi 

concludedi thati monetaryi policyi significantlyi 

explainsi thei financiali performancei ofi 

depositi moneyi banksi bothi ini thei shorti andi 

longi run.i Theyi recommendedi thati thei loansi 

toi depositi ratioi shouldi bei reviewedi upwardi 

ini orderi toi improvei thei financiali 

performancei ofi depositi moneyi banksi ini thei 

currenti yearsi andi fori thei futurei yeari andi 

thati thei cashi reservei ratioi shouldi bei 

reducedi fori improvementsi ini thei financiali 

performancei ofi depositi moneyi banks. 

Ai recenti studyi byi Olayemii andi Adekunlei 

(2020)i conductedi ai detailedi analysisi ofi thei 

Nigeriani bankingi sector,i highlightingi thati 

whilei loweri policyi ratesi generallyi ledi toi ani 

increasei ini crediti extension,i thei responsei 

wasi noti uniformi acrossi differenti banksi andi 

sectors.i i  

 

Research Methodology  

This study adopted the ex post factor design. The 

study used secondary data from Access bank, 

United Bank of Africa and Zenith Banks annual 

financial reports, Central bank bulletins and 

National Bureau of Statistics reports in Nigeria. 

The data were collected from the Annual 

Financial Report of the selected banks. Data 

were analyzed using a pooled regression method 

with the aid of SPSS 25 software, which includes 

both time series and cross-sectional data. 

 

Model Specification 

The model for this study focused on effect of 

policy rate on credit extension. 

The model specification is as follows: 
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BCRit = α0it + a1 MPRit + a2GDPit + a3EXRit 

+ μit 1 

NPLit = ß0it + ß1MPRit + ß2GDPit + ß3EXRit 

+₡it 2 

Where: 

BCRit = Bank credit of bank i at time t 

NPLit = Non-performing loan of bank i at time 

t 

MPRit = Monetary policy of bank i at time t 

GDPit = Gross Domestic product of bank i at 

time t 

EXRit = Exchange rate of bank i at time t 

The Pooled Regression Method 

When working with panel data, the simplest and 

most fundamental approach is the pooled 

regression method. By combining all cross-

sections and assuming that cross-sectional 

heterogeneity is negligible, this technique 

represents panel data as a time series. The 

following is the model for this model: 

𝑦𝑖𝑡 = 𝛼 + 𝛽𝑥𝑖𝑡 + 𝑒𝑖𝑡 

The dependent variable is denoted as yit, the 

independent variable as xit, the model 

parameters as α and β, which are presumed to 

remain constant throughout time, and the error 

term as eit. The common slope parameter is 

denoted by β, whereas α stands for the common 

mean for all cross-sectional units. For the 

primary variables, the subscripts i and t denote 

their respective cross-sectional and time series 

dimensions. Since all cross-sectional units are 

identical according to the model, the main 

regression results would be unaffected by any 

differences that were not found. 

 

The Fixed Effects Method 

A distinct assumption is made by the fixed 

effects method. It acknowledges that panel data 

are not always comparable across time points 

and contends that unobserved company-specific 

characteristics have an effect on the dependent 

variable and are associated with the primary 

model explanatory variables. This method's 

regression model is provided below: 

𝑦𝑖𝑡 = 𝛼 + 𝜙𝑖 + 𝛽𝑥𝑖𝑡 + 𝑒𝑖𝑡 

To account for the unobserved effects, the model 

incorporates the fixed-effects parameter ϕi, in 

contrast to the pooling model above. This metric 

doesn't have a time subscript, hence it seems to 

fluctuate solely cross-sectionally to represent 

variances between sections or factors peculiar to 

the company. The correlated and significant ϕi 

is assumed by the fixed effects model with𝑥𝑖𝑡. 

Thus, 

≠ 0and (𝜙𝑖, 𝑥𝑖𝑡) ≠ 0. 

 

 

The Random Effects Method 

A separate premise underpins the random effects 

approach as well. Even whileit acknowledges 

the panel data's cross-sectional differences, it 

contends thatthese unobserved company-

specific characteristics are uncorrelated with 

thekey explanatory components, much like the 

fixed effects method. Because ofthis, the model 

accounts for them in the following way, under 

the error term: 

𝑦𝑖𝑡 = 𝛼 + 𝛽𝑥𝑖𝑡 + (𝜙𝑖 + 𝑒𝑖𝑡) 

Compared with the fixed effects method, the 

random effects parameter 𝜙𝑖,which represents 

the unobserved cross-sectional differences, is 

treated as adeviation from the common mean, 

hence, it forms part of the error term. If 𝜖𝑖𝑡= 𝜙𝑖 

+ 𝑒𝑖𝑡, then the random effects model can be 

rewritten as follows: 

𝑦𝑖𝑡 = 𝛼 + 𝛽𝑥𝑖𝑡 + 𝜖𝑖𝑡 

 

Model Selection Procedure 

Pooled Model vs Fixed Effects Model 

(Likelihood Ratio Test)The fixed effects method 
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argues that the unobserved effects are significant 

determinants of firm financial performance; 

hence, 𝜙𝑖, 𝛾𝑖, and 𝜃𝑖in models are all 

significantly different from zero. On the other 

hand, the pooled regression method argues that 

these unobserved factors are not statistically 

significant, hence, 𝜙𝑖, 𝛾𝑖, and 𝜃𝑖 are all 

statistically zero. The Likelihood Ratio test is a 

formal test used to select between the two 

methods. The test statistic is given by: 

𝐿𝑅 =−2(𝐿𝑃𝑜𝑜𝑙𝑒𝑑−𝐿𝐹𝐸 )~𝜒2(𝑚) 

 

Where LR = likelihood ratio statistic, 𝐿𝑃𝑜𝑜𝑙𝑒𝑑 

= log-likelihood function of the pooled 

regression model, 𝐿𝐹𝐸 = is the log-likelihood 

function of the fixed effects model. The test 

asymptotically follows a chi-square distribution, 

and the null hypothesis to be tested is consistent 

with the pooled method assumption. If the test 

is significant, then the pooled regression 

assumption is rejected, and the fixed effects 

assumption is validated 

 

Random Effects Model vs Fixed Effects Model 

(Hausman Test) 

While the random effects technique contends 

that there are no correlations between ϕi, γi, and 

θi in models, the fixed effects method maintains 

that there are to choose between the two 

approaches, one can utilize the formal Hausman 

test. 

 

Data Analysis and Discussion 

Table 1: Data collected for the estimation of the models from 2020 to 2024 for 3 selected banks.  

 

Bank  YEAR code BCR NPL MPR INFL GDP EXCR 

Access 

Bank 

2020 1 16749 9.9 13.51 13.56 145639.13 306.4226894 

 2021 1 11301 7.7 12.52 14.74 154252.3189 358.3107973 

 2022 1 16526 6.1 11.53 19.37 176075.5019 401.9847027 

 2023 1 18370 5.4 16.54 19.46 202365.0268 425.4140298 

 2024 1 16749 4.5 18.73 22.365 217583.208 473.1950364 

UBA 2020 1 1500572046 6.5 13.5 13.56 145639.1394 306.4226894 

 2021 1 1662731699  12.5 14.74 154252.3189 358.3107973 

 2022 1 1802587381 6 11.5 19.37 176075.5019 401.9847027 

 2023 1 1885798639 5.2 16.5 19.46 202365.0268 425.4140298 

 2024 2 2480183368 4.2 18.74 22.365 217583.208 473.1950364 

Zenith 2020 2 2305565 4.98 13.511 13.56 145639.1394 306.4226894 

 2021 2 2779027 4.3 12.511 14.74 154252.3189 358.3107973 

 2022 2 3355728 4.2 11.511 19.37 176075.5019 401.9847027 

 2023 2 3499021 4.3 16.511 19.46 202365.0268 425.4140298 

 2024 2 4024102.5 4.4 18.75 22.365 217583.208 473.1950364 

Source: Annual Financial Report of the 3 selected Banks  

 

Table 2: Descriptive statistics 

 BCR NPL MPRGDP EXCR 
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Mean 623,194,418.10 5.55 14.56 179,183.04 393.07 

Standard Dev 931,502,011.96 1.63 2.77 28,416.68 59.03 

Kurtosis (0.91) 2.98 (1.40) (1.69) (1.05) 

Skewness 0.96 1.69 0.50 0.17 (0.17) 

Minimum 11,301.00 4.20 11.50 145,639.13 306.42 

Maximum 2,480,183,368.00 9.90 18.75 217,583.21 473.20 

Count 15 14 15 15 15 

Source: SPSS 25.0  

 

Table 2 shows the summary statistics for the 

variables used in the study. It shows the 

descriptive statistics for the dependent and 

independent variables and reveals that the mean 

values of bank credit (BRC) is 623,194,418.10, 

non-performing loans (NPL) is 5.55, Monetary 

Policy Rate (MPR) is 14.56, Gross Domestic 

Product (GDP) is 179,183.04, and Exchange 

rate is 393.07. The standard deviations are 

931,502,011.96, 1.63, 2.77, 3.38, 28,416.68, and 

59.03. The result implies that most of the results 

have low standard deviation, indicating that the 

values do not exhibit volatile characteristics. 

 

Table 3: Correlation Analysis  

 BCR NPL MPR GDP EXCR 

BCR 1     

NPL -0.091 1    

MPR 0.097 -0.401 1   

INFL 0.112 -0.591 0.646   

GDP 0.112 -0.588 0.821 1  

EXCR 0.115 -0.612 0.698 0.967 1 

  Source: SPSS 25.0  

 

Table 3 shows the correlation matrix 

between the dependent and independent 

variables. The correlation matrix shows the 

degree of relationship that exists between the 

variables. The result revealed that MPR, GDP, 

and EXCR correlated with BCR and NPL 

positively and negatively, respectively. The 

correlation coefficient for MPR on BCR and 

NPL is 9.7% and -40.1%. The correlation 

between BCR and NPL is 11.2% and -59.1%. 

The correlation between GDP and BCR and 

NPL is 11.2% and -58.8%, and the correlation 

between EXCR and BCR and NPL is 11.5% 

and -61.2%. 

Model one EstimationBCRit = α0it + a1 

MPRit + a2GDPit + a3EXRit + μit 

Table 4: Hausman 

Correlated Random Effects - Hausman Test 

Equation: Untitled 

Test period random effects 
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Test period random effects    

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Period random 4.490821 1 0.0341 

Source: SPSS 25. 

 

The result in Table 4 shows the result of the 

Hausman test. The null hypothesis, random 

effects, is inconsistent. While the alternate 

hypothesis stated that the fixed effect is 

consistent. If the Chi-square statistic P-value is 

< 0.05, reject the Hausman null hypothesis and 

do not use the random effects. If the Chi-square 

statistic P-value is > 0.05, do not reject the 

Hausman null hypothesis and use the random 

effects. It revealed that the P-value of 0.0341 is 

< 0.05. This means that the fixed-effects model 

is a consistent method and was used against the 

random effects model, which is not consistent 

for this research. 

Table 5: Summary of Fixed effects results 

 

Variable Coefficient Std. Error t-Statistic Prob. 

MPR 46317976 60965160 0.759745 0.4692 

GDP -10275.09 16730.92 -0.614138 0.5562 

INFL 43498343 96896029 0.448918 0.6654 

EXCR 2645668. 5423940. 0.487776 0.6388 

C -28459732 4.98E+08 -0.057097 0.9559 

Effects Specification    

 

Cross-section fixed (dummy variables)    

R-squared 0.969549 Mean dependent var 6.23E+08 

Adjusted R-squared 0.946712 S.D. dependent var 9.32E+08 

S.E. of regression 2.15E+08 Akaike info criterion 41.51518 

Sum squared resid 3.70E+17 Schwarz criterion 41.84561 

Log likelihood -304.3639 Hannan-Quinn criter. 41.51166 

F-statistic 42.45354 Durbin-Watson stat 0.840920 

Prob(F-statistic) 0.000012    

Source: SPSS 25.0  

 

The result revealed that the R2 is 96.9%. This 

means that a change in the dependent variable 

bank credit (BCR) is caused by a change in the 

independent variables MPR, GDP, and EXCR. 

The result of the fixed effect revealed that the 

effect of the policy rate on bank credit was found 

to be positive. This means that the continuous 

increase in the policy rate will bring about a 

positive increase in bank credit, but this effect 

does not bring about a significant impact on 

bank credit. Consequently, the effect of 

exchange rate and inflation rate was found to be 

positively impacting on bank credit in Nigeria. 

But they do not show any significant effect.  
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Model Two Estimation NPLit = ß0it + ß1MPRit + ß2GDPit + ß3EXRit 

+₡it 

 

Table 6: Summary of Random effects results  

 

Total panel (unbalanced) observations: 14  . Swamy and Arora estimator of component variances  

Variable Coefficient Std. Error t-Statistic Prob. 

MPR 0.079404 0.456560 0.173919 0.8658 

GDP -1.42E-05 0.000127 -0.112321 0.9130 

INFL 0.165486 0.771124 0.214604 0.8349 

EXCR -0.021634 0.045995 -0.470352 0.6493 

C 12.51176 3.758030 3.329339 0.0088 

 

Effects Specification   

 S.D. Rho 

Period random 1.07E-06 0.0000 

Idiosyncratic random 1.610378 1.0000 

 

Weighted Statistics    

R-squared 0.379305 Mean dependent var 5.548571 

Adjusted R-squared 0.103440 S.D. dependent var 1.631832 

S.E. of regression 1.545130 Sum squared resid 21.48684 

F-statistic 1.374967 Durbin-Watson stat 0.228665 

Prob(F-statistic) 0.316534    

 

Unweighted Statistics    

R-squared 0.379305 Mean dependent var 5.548571 

Sum squared resid 21.48684 Durbin-Watson stat 0.228665 

  Source: SPSS 25.0  

 

   The result revealed that the R2 is 37.9%. This 

means that a change in the dependent variable 

bank credit (BCR) is caused by a change in the 

independent variables MPR, GDP and EXCR. 

The result of the random effect revealed that the 

effect of policy rate on non-performing loan 

(NPL) was found to be positive. This means 

that the continuous increase in the policy rate 

will bring about a positive increase in non-

performing loans, but this effect does not have 

a significant impact on non-performing loan. 

 

   Research Findings 

   The results of this study clearly shows that 

Policy rate has no significant effect on bank 

credit.The first result showed that hat the 

coefficient of the Policy rate was found tobe 
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positive and insignificant to bank credit that is 

p-value of policy rate is 0.4692> 0.05 showing 

that that Policy rate has no significant effect on 

bank credit whilethe coefficient of the policy 

rate was found to be positive and significant to 

NPLwith the p-value of the policy rate 0.8658 

> 0.05 showing that Policy rate hassignificant 

effect on non-performing loans in deposits 

money banks in Nigeria. 

 

Discussion of Findings 

The study used descriptive statistics and 

correlation coefficient, pooled regression as 

analytical method with the aid of SPSS 25. 

Results showed thatPolicy rate has no 

significant effect on bank credit which is 

derived from the correlation coefficient of 

0.4692 > 0.05. The effect of exchange rate and 

inflation rate were found to be positively 

impacting on bank credit in Nigeria. But 

theydo not show any significant effect. This 

means that the continuous increase inthe policy 

rate will bring about a positive increase in bank 

credit, but this effectdoes not bring about a 

significant impact on bank credit. However, 

economic growth effect on bank credit was 

found to be negative and insignificant. 

Thismeans that the growth rate of economic in 

Nigeria has not resulted to a stableefficient 

bank credit. This result does agree with the 

findings of Olayemi andAdekunle (2020) who 

conducted a detailed analysis of the Nigerian 

bankingsector, highlighting that while lower 

policy rates generally led to an increase incredit 

extension, the response was not uniform across 

different banks and sectorsBut it was found to 

inconsistent with study of Eze and Okonkwo 

(2019), whonoted a significant lag in banks' 

response to policy rate changes, attributing 

thisto internal risk management and liquidity 

constraints. Thus the first null hypothesis is 

accepeted. This means that a change in the 

dependent variablebank credit (BCR) is not 

caused by change in the independent variables 

MPR,GDP and EXCR. 

    The second result of the study showed that 

Policy rate has significant effect onnon-

performing loans in commercial banks in 

Nigeria. This is derived fromcorrelation 

coefficient of 0.8658 > 0.05 found to be positive 

and significant toNPL. Hence the second null 

hypothesis was rejected. The result of the 

randomeffect revealed that the effect of policy 

rate on non-performing loan (NPL) wasfound 

to be positive. This means that the continuous 

increase in the policy ratewill bring about an 

increase in non-performing loan. 

     Nigerian banking sector's approach to credit 

extension is shaped bymacroeconomic 

conditions. In economic uncertainty or 

inflationary pressures,banks adopt a more 

cautious stance towards lending. This caution 

is often aresponse to risks associated with loan 

defaults and the overall health of the economy. 

Conversely, in a stable or growing economy, 

banks may be more inclined to extend credit, 

driven by the prospects of higher returns and 

lower risk of defaults (Eze & Okonkwo, 2019). 

This result is not consistent with the study of 

Chukwu (2018) who studied a longitudinal 

analysis, showing that over time, the 

responsiveness of Nigerian banks to policy rate 

changes has been inconsistent, influenced by 

macroeconomic stability and bank-specific 

factors. 

 

Conclusion 

The study concludes that changes in the policy 

rate, inflation, GDP, and exchange rate do not 

significantly affect bank credit but do affect 
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NPLs in Nigeria. This suggests that other 

factors might be influencing bank lending 

andthe performance of loans more significantly 

other than the monetary policy ratealone. The 

results highlight the complexity of the 

relationship betweenmonetary policy and bank 

performance, suggesting that a 

multifacetedapproach is necessary when 

formulating policies aimed at enhancing 

creditextension and managing non-performing 

loans. 

 

Recommendations 

Based on the results and conclusions findings 

of the study, the followingrecommendations 

were made: 

1) The Central Bank of Nigeria should 

consider other factors that affect credit 

extension in addition to the policy rate. 

These factors may include the level of 

economic activity, the availability of 

credit, and the risk appetite of banks. 

2) The Central Bank of Nigeria should 

continue to monitor the banking sectorand 

take steps to ensure that banks are lending 

responsibly. This may include setting 

limits on the amount of credit that banks 

can extend to certain sectors of the 

economy. 
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