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Abstract 

This study examined the impact of monetary policy decision on profitability of listed 

deposit money banks in Nigeria. Data for the study were gathered through Annual 

Reports and Accounts of the deposit money banks and Statistical Bulletin of the Central 

Bank of Nigeria for the period of 2008-2017. Data was analysed using both descriptive 

and inferential statistics. Multiple regression analysis was employed to test the 

hypothesis using the STATA 13. Findings of the study revealed that monetary policy rate 

(MPR), cash reserve rate (CRR) have no statistically significant impact on the return on 

capital employed of listed deposit money banks in Nigeria. Implying that an increase in 

MPR leads to a non-significant decrease in return on capital employed (proxy for 

profitability). It was also found that cash reserve ratio has an insignificant linear 

relationship with return on capital employed of listed deposit money banks in Nigeria. 

This means an upward movement in monetary policy decision does not have any 

significant impact on the return on capital employed of listed deposit money banks in 

Nigeria. The research therefore recommends the need by the C.B.N. to ensure that 

adequate monetary policy rate is put in place to improve the significance in terms of 

safeguarding the impetus of monetary policy decision in the Nigerian economy. The 

study also recommends the need for managers of these banks to fully adhere to the CRR 

policy by organising more training and workshops to staff on the importance of 

preserving and adhering to the monetary policy decision for the effective and efficient 

operationalisation of the deposit money banks in the short-run and a better health: on 

banking industry in the long-run. 

 

Keywords: Monetary Policy, Monetary policy Rate, Cash Reserve Ratio, Return on Capital 
Employed, CBN, DMBs.     

 

Introduction 

Profitability is seen as a desirable objective for all profit-oriented organisations; the 

absence of it can result to a failure or even lead to liquidation of the organisation 
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(Jhingan, 2008). The multi-faceted definitions of profitability can as well be used to 

measure organisations in the same industry or across different industry for the purpose 

of comparisons and empirical analysis; hence, it is a crucial objective that organisations 

especially profit-making ventures desire to achieve (Yahaya & Lamidi, 2015).  

Profitability as a fundamental company intrinsic variable, can be measured using proxy 

ratios such as Return on Asset (R.O.A), Return on Equity (R.O.E), and Return on Capital 

Employed (R.O.C.E). Moreover, Return on Capital Employed (ROCE) being a profitability 

ratio is used to measure the profit earned by the business irrespective of how that 

business is financed. It is calculated on the basis of profit before interest and taxation as 

a percentage of the capital employed in the business irrespective of whether financed by 

shareholders equity or borrowings. Capital employed means shareholders equity plus 

liabilities. In this study, return on capital employed was used as a proxy for profitability.  

It is pertinent to note that, the profitability of the Deposit Money Banks in Nigeria are 

influence by many policies among which is the monetary policy.   

Monetary policy, for better or worse, has been on the forefront of cyclical policymaking 

in the past two decades, especially during the Great Recession and the sovereign debt 

crisis; however, while there is an extensive literature on the US monetary policy and 

other developed economies of the world, a comprehensive understanding of the 

Nigerian monetary policy and its effect on listed deposit money banks in Nigeria are yet 

to materialize. This is partly due to the lack of a systematic database of high frequency, 

intraday data for a broad class of asset prices in Nigeria and other developing countries 

as of the kind that has been employed in the US for more than a decade (Altavilla, 

Brugnolini, Gürkaynak, Motto & Ragusa, 2019). 

Monetary policy has been a measure adopted by the Central Bank of Nigeria (C.B.N) in 

order to stabilise the economy of Nigeria to a path of sustainable growth; it also refer to 

the process by which the government, monetary authority or Apex Bank of a country 

controls the supply of money, availability of money and cost of money or interest rate to 

attain a set of objectives oriented towards the growth and stability of the economy 

(USFRB, 2006). In the light of the foregoing, the Central Bank of Nigeria uses various 

monetary policy decision in shaping the economy among which are Monetary Policy Rate 

(MPR), Statutory Liquidity Ratio (SLR) and Cash Reserve Ratio (CRR). Therefore, 

Monetary Policy Rate is the bench mark rate for tracking the movement of money market 

rate of interest/ the anchor rate issued by the Central Bank of Nigeria Monetary Policy 

Committee to regulate the state of the economy in achieving stability and a balanced 

position. However, Cash Reserve Ratio (CRR) has been the percentage of deposits which 

DMBs are required to keep as cash according to the directive of the Central Bank Nigeria 

(CBN) in their reserve account (CBN, 2018).  

It is against these background and considering the huge economic importance of the 

monetary policy decision on the profitability of all the firms in various domains in the 

economy that this study examines the impact of monetary policy decisions on the 

profitability of listed DMBs in Nigeria.  
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Problem Statement 

Deposit money banks remain an appropriate platform through which monetary policy 

decision is implemented by the Central banks. This implies that any changes in the 

monetary policy instruments by the central bank tends to affect the profitability of the 

deposit money banks. Globally, for example, economic meltdown due to COVID-19 of 

recent that led to shut down of the entire world economy and other historical ones 

before this has affected the world economy by putting countries into recession of which 

Nigeria is not an exception. The volatile nature of Nigeria’s economy and how some MPR 

and CRR decision affects the profitability of DMBs and given the huge role the DMBs play 

in balancing between both the aisle of the Nigerian economy (lenders and depositors) 

and considering the fact that CBN has now taken over most of that responsibility by 

providing interest free loan and other similar frequent interventions due to COVID 19 

among others are some of the problems that this study intends to investigate on how all 

these affects profitability of DMBs as a service to basic research and a quest to extend 

the barrier of knowledge in accounting and finance discipline.  In the move to stabilize 

the economy to the path of sustainable growth, the monetary authority readjust some of 

the policies among which is monetary policy instruments such as, monetary policy rate 

and cash reserve ratio which the CBN uses in stirring the affairs of the DMBs and may 

likely affect their profitability. Previous studies were carried out in developed countries 

in Europe (Altavilla, et al.,2019) using different variables, methods, scope, domain, 

among others; the need to investigate  monetary policy and how it affects profitability in 

Nigeria (a developing country) are some of the problems identified in line with the 

philosophy of positivism and critical realism. It is against these background and 

considering the huge economic importance of the monetary policy decision on the 

profitability of all the firms in various domains in the economy that this study examines 

the impact of monetary policy decisions on the profitability of listed DMBs in Nigeria. 

 

Objective of the Study  

The main objective of this study is to examine the impact of Monetary Policy Decision on 

Profitability of DMBs in Nigeria. The specific objective is to:   

i) examine the impact of monetary policy rate and cash reserve ratio on return on 

capital employed of DMBs. 

 

1.3 Research Question  

The study is guided by this research question.  

i) What is the impact of monetary policy rate and cash reserve ratio on return on 

capital employed of DMBs?  

 

Research Hypothesis  

This hypothesis is formulated to guide the study.  
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 Ho1: Monetary policy rate and cash reserve ratio have no significant impact on return 

on capital employed of DMBs. 

 

Literature Review 
Conceptual Issues 

Profitability is a crucial issue which banks need to struggle seriously towards achieving 

it for better long time survival. Profit can be seen as the difference between revenues 

and expenses over a period of twelve months’ time that is one calendar year (Heibati, 

Nourani & Dadkhah, 2009). This is a desirable objective which all profit-making entity 

should pursue in its endeavour for proper survival. Naceur (2003) in a study of the 

Tunisia banking profitability for 10 banks for the period 1980- 2000. The empirical 

findings of the study showed that loans has a positive impact on profitability but bank 

size has a negative impact on profitability of Tunisian banks. 

In the same way, Goddard et al. (2004) investigated the profitability of European banks 

in the 1990s. The results showed irrespective of intensifying competition, there is 

significant persistence of abnormal profit year in year out. Also, Heibati et al. (2009) 

examined and compared the performance of private banks in Iran and Arabian countries 

of Persian Gulf Area. The empirical findings showed statistically significant relationship 

between liquidity and profitability of those banks specifically in the early years of 

operations. In the same vein, Javaid, Anwar, Zaman and Gafoor (2011) analysed the 

determinants of top 10 banks profitability in Pakistan from 2004 – 2008. They 

concentrated on internal factors only. The results indicated that higher loans contribute 

toward profitability but the impact is insignificant. Equity and deposits have significant 

impact on profitability.  

 

Return on Capital Employed   

Return on capital employed is a popular financial instrument and communication tool 

for the appraisal of companies (Singh & Yadav, 2013). It is a key parameter for measuring 

the financial performance of the management and the value of a business (Damodaran, 

2007).  In addition, return on capital employed (ROCE) indicates how well a company is 

utilising its capital to generate revenue and is calculated as profit before interest and tax 

divided by capital employed multiply by one hundred percent (100%) (Mandal, 

Mahavidyalaya & Goswami, 2010).  

Because return on capital employed measures profitability with respect to invested 

capital, it is important for organisations that require large amounts of initial capital 

investment before they start producing goods/products. The advantage of this ratio is 

that it considers all the factors of a company and is widely used in 1) showing how much 

a company is gaining for its asset or losing for its liabilities, 2) proving the value the 

business gains from its asset and liabilities, 3) assessing whether a business generates 

enough returns to pay for its cost of capital, and 4) making intra and inter-business 

comparisons (Damodaran, 2007; Singh & Yadav, 2013).  

 



`SSAAR (JMSE); Journal of  September, 2020 

Management Science and Entrepreneurship  

211 | P a g e  
 

Editions 

Monetary Policy   

Monetary policy has been viewed as the regulations instituted by any government in 

order to control the amount of money circulating within an economy. These regulations 

are usually developed by the central bank of a country. Therefore, Central Banks around 

the globe employ certain monetary policy instruments like bank rate, open market 

operation, liquidity ratio, inflation rate, changing reserve requirements, foreign 

exchange rate and other selective credit control instruments. Central bank also 

determines certain targets on monetary variables (Ajayi & Atanda, 2012).  Gomez, 

Landier, Sraer, and Thesmar (2020) in  a study on Banks’ exposure to interest rate risk 

and the transmission of monetary policy found that, the cash-flow exposure of banks to 

interest rate risk, or income gap , is a significant determinant of the transmission of 

monetary policy to bank lending and real activity. When the Federal Reserve of the 

United State Funds rate rises, banks with a larger income gap generate stronger earnings 

and contract their lending by less than other banks. This finding is robust to controlling 

for factors known to affect the transmission of monetary policy to bank lending. It also 

holds on loan-level data, even when we control for firm-specific credit demand. When 

monetary policy tightens, firms borrowing from banks with a larger income gap reduce 

their investment by less than other firms. This findings suggests the need to investigate 

further, by studying the profitability of financial institution in a developing country like 

Nigeria and using different monetary policy measure as utilized in their study. It also 

justifies the variable, scope, method and demographic gaps identified as some of the 

problems for the study.  

In addition, monetary policy is the process by which the government, monetary 

authority or central bank of a country controls the supply of money, availability of money 

and cost of money or interest rate to attain a set of objectivities oriented towards the 

growth and stability of the economy (United States Federal Reserve Board, 2006).  

In view of the above assertions, monetary policy can be viewed as a measures adopted 

by central Bank of a country through its monetary authority to regulate the volume of 

money in circulation in the economy using various instruments with the view of having 

a free inflationary environment. The essence of monetary policy is to ensure smooth and 

better economic growth and development especially in this contemporary world.  

 

MONETARY POLICY DECISION 

Monetary policy committee of the central bank of Nigeria takes decision from time to 

time on these indicators such as monetary policy rate and cash reserve ratio for 

stabilising the economy to the path of growth (CBN, 2018). 

 

Monetary Policy Rate  

Monetary Policy Rate formerly known as Minimum Rediscount Rate (MRR) was 

introduced by the Central Bank of Nigeria as a discount rate for its lender of last resort 

functions but was later replaced when the MRR failed to serve as an appropriate anchor 
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rate in the financial system. Thus, the MPR is the anchor rate issued by the central bank 

through its monetary policy committee which influences other money market interest 

rates (CBN, 2006).  

In addition, monetary policy rate is the benchmark rate for tracking the movement of 

other market rates of interest and maintaining economic stability as set by the monetary 

policy committee of the central bank (Kelikume, 2012). An increase in the MPR signifies 

the desire of the monetary authorities to pursue a restrictive monetary policy, while a 

decrease implies a more accommodating or expansionary monetary policy. A change in 

the MPR has implication for the money market interbank interest rates, growth in credit 

and price development in the economy (CBN Working Paper Series, 2015). In same way, 

monetary policy rate has been viewed as the rate at which central bank of Nigeria lends 

to DMBs in performing their duties as lender of last resort. It is expected to communicate 

it stance of monetary policy and acts as a guide for all other market interest rates (CBN, 

2016).  

 

Cash Reserve Ratio   

Cash reserve ratio (CRR) is generally defined as a particular minimum amount of 

deposits that needs to be maintained as a reserve by every commercial bank in India 

according to the requirement of the Reserve Bank of India (RBI, 2000). The CRR will be 

fixed as per the rules and regulations of the RBI. Any fluctuations in cash reserve ratio 

will be having direct impact on stock market and overall economy of the nation. Cash 

Reserve Ratio (CRR) is the percentage of deposits which DMBs are required to keep as 

cash according to the direction of the Central Bank of Nigeria (CBN).  

This instruments is used by the central bank to influence the level of bank reserves and 

hence, their ability to grant loans. Reserve requirements are lowered in order to free 

reserves for banks to grant loans and thereby increase money supply in the economy. On 

the other hand, they are raised in order to reduce the capacity of banks to provide loans 

thereby reducing money supply in the economy. The reserve requirement (or cash 

reserve ratio) is a central bank regulation that sets the minimum fraction of customer 

deposits and notes that each commercial bank must hold (rather than lend out) as 

reserves. These required reserves are normally in the form of cash stored physically in a 

bank vault (vault cash) or deposits made with a central bank. The required reserve ratio 

is sometimes used as a tool in monetary policy, influencing the country's borrowing and 

interest rates by changing the amount of funds available for banks to make loans with.  

 

Empirical Studies 

Several empirical studies relevant to this study on monetary policy and financial 

performance of DMBs were examined. For example,  

Ayodele (2014), evaluates the effect of monetary policy on DMBs lending. The study was 

conducted in Nigeria. The data gathered were analysed using Vector Error Correction 

Mechanism of Ordinary Least Square econometric technique. The findings of the study 
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revealed that there exists a long run relationship among the variables in the model. 

Specifically, exchange rate and interest rate significantly influenced commercial bank 

lending while liquidity ratio and money supply exert negative effect on commercial bank 

loans and advances. The study recommended that monetary authority should make 

efforts to develop indirect monetary instruments and exercise appropriate control over 

the monetary sector. This particular study was conducted in Nigerian DMBs. However, 

there is need for such study to be carried out in other part of West African countries such 

as Ghana, Gambia, Liberia and Sierra Leone to compare their findings as to whether it 

concur with the one in this study or not.    

In the same vein, Zaman, Arslan, Sohail and Malik (2014), investigated the impact of 

monetary policy on financial performance of banking sector. The study was carried out 

in Pakistan. A sample of twenty (20) banks was selected to represent the Pakistan 

financial sector. The data were gathered and analysed using correlation analysis 

followed by ordinary least square regression analysis. The finding of the study revealed 

that interest has significant inverse relationship on firm financial performance which is 

measured by ROA and ROE. The study recommended that government should moderate 

the interest rate to reflect a better performance for the financial sector. In this study, the 

sample of twenty (20) DMBs was a fair representation of the entire banking sector in 

Pakistan.  

In the same light, Mulwa (2015), examined monetary policy tools on the financial 

performance of DMBs. The study was carried out in Kenya. The data collected were 

analysed using descriptive and inferential statistics. The findings of the study revealed 

that open market operation (OMO) and cash reserve ratio (CRR) have no significant 

effect on the financial performance of DMBs. Bank size was however found to have a 

weak positive effect on financial performance of DMBs in Kenya. The study therefore 

recommends that DMBs need to focus more on the internal factors that affect financial 

performance of DMBs. The study further recommends that DMBs should focus on 

monetary policy changes to the extent of complying with the CBK guidelines and 

adjusting their variables accordingly. This study focuses on Kenya which is East Africa, 

there is need for such study to be conducted in West, Central and South African countries 

to compare results to be obtain.  

Similarly, Ndugbu and Peter (2015), investigated the impact of monetary policy on the 

performance of deposit money banks. The study was carried out in Nigeria (1993-2013). 

Data for this study were collected and analysed using ordinary least square (OLS) 

technique and cointegration. The findings of the study revealed that bank deposit rate, 

bank lending rate, cash reserve ratio and liquidity ratio considered, only bank deposit 

rate has a significant though inverse relationship. The study recommended that the CBN 

should moderate the deposit rate as a tool for regulating deposit money banks 

operations. The findings of this study focused on deposit money banks which is a 

combination of DMBs and merchant banks. Therefore, there is need for such study to be 
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conducted only on DMBs or merchant banks to see the extent of the relationship among 

the instruments.  

In the same vein, Meshack and Nyamute (2016), investigated the effect of monetary 

policy on the financial performance of listed DMBs. The study was carried out in Nairobi 

Securities Exchange. The data collected were analysed using multiple regression and 

Pearson correlation techniques. The findings of the study revealed that open market 

operation influenced returns of the listed DMBs on the Nairobi Securities Exchange. 

However, the study also established that OMO were positively correlated with the 

financial performance of the DMBs listed on the NSE while central bank rate (CBR) and 

cash reserve ratio (CRR) rates negatively influenced financial performance of DMBs 

listed on the NSE. The study therefore recommended that the country should handle its 

macroeconomic variables such as CBR, CRR and OMO not to bring about devaluation of 

the country’s currency which affect performance of the listed DMBs. Similar study should 

be undertaken in the manufacturing sector listed on the NSE.  

Moreover, Victor, Ozioma, Chiaka and Samuel (2017), evaluates the impact of monetary 

policy regime on the performance of DMBs. The study was conducted in Nigeria. The 

study covered SAP period (1986-1999) and post SAP period (2000-2013. Data collected 

were analysed using regression and Pearson product moment correlation technique.  

Bholat, Broughton, Ter-Meer, and Walczak, (2019) contributes new in- sights in this 

regard. Using a large-scale online experiment with a sample representative of the UK 

population, the paper documents the communicative techniques that increase public 

comprehension and trust in monetary and macroeconomic policy messages. Key 

findings include that the simplification of language increases public comprehension 

more than the inclusion of visuals, and that public comprehension can be improved by 

making monetary policy messages relatable to people’s lives. Relatable content also 

increases the public’s trust in central bank communications, and improves people’s 

perceptions of the central bank. Our findings shed light on how central banks can 

improve communication with the public at a time when trust in public institutions has 

fallen, while the responsibilities delegated to central banks have increased. 

Enders, Hünnekes, and Müller (2019) assess empirically whether monetary policy 

announcements impact firm expectations. Two features of the data set are key. First, they 

rely on a survey of production and price expectations of German firms, that is, 

expectations of actual price setters. Second, they observe the day on which firms submit 

their answers to the survey; they compare the responses of firms before and after 

monetary policy surprises and obtain two results. First, firm expectations respond to 

policy surprises. Second, the response becomes weaker as the surprise becomes bigger. 

A contractionary surprise of moderate size reduces firm expectations, while a moderate 

expansionary surprise raises them. Large surprises, both negative and positive, fail to 

alter expectations. Consistent with this result, they find that many of the ECB’s 

announcements of non-conventional policies did not affect expectations significantly. 
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Overall, our results are consistent with the notion that monetary policy surprises 

generate an information effect which is endogenous to the size of the policy surprise. 

The findings of the study revealed that MPR during the SAP period did not have 

significant impact on the total asset value, Deposit mobilisation, loan and advance and 

credit to the private sector while MPR during the post SAP period had significant impact 

on the total asset value, deposit mobilisation, loan and advances and credit to the private 

sector respectively. This study recommended that government should review the 

position of the monetary policy rate in the country through its monetary authority in a 

way that will be friendly to the DMBs. Monetary policy rate in the country needs to be 

study with financial performance measures such as liquidity, leverage and profitability 

to understand its position in the country. From the above empirical studies, it shows that 

most of the findings of the studies are mixed up, this could possibly be attributed to 

difference in environment and therefore calls for further studies 

 

Theoretical Framework 

The following theory of Risk and Uncertainty Bearing Theory of Profit is reviewed under 

this section to underpin the study.  

 

Risk and Uncertainty Bearing Theory of Profit:   

Knight (1984) who propounded the uncertainty theory of profits draws distinction 

between insurable and non-insurable risk. Risks of factory catching fire, occurrence of 

any theft or accident which may cause huge losses to the entrepreneur are the kinds of 

risk which can be ensured against on payment of an insurance premium which forms a 

part of the cost of production. This theory explains that profits are a necessary reward 

of the entrepreneur for bearing risk and uncertainty in a changing economy. So this is 

functional theory of profits. Profits arise as a result of uncertainty of future. 

Entrepreneurs have to undertake the work of production under conditions of 

uncertainty. In advance they have to make estimates of the future conditions regarding 

demand for the product and other factors which affect price and costs. In view of their 

estimates and anticipations, they make contract with the suppliers of factors of 

production in advance at fixed rates of remuneration (Knight, 1984). They realize the 

value of output produced by the hired factors after it has been produced and sold in the 

market. But a good deal of time is spent in the process of producing and selling the 

product. But between the times of contracts and sale of output many changes may take 

place which may upset anticipations for good or for worse and thereby give rise to 

profits, positive and negative.  

Now if the conditions prevailing at the time of the sale of output could be known or 

predicted when the entrepreneurs enter into contractual relationships with the factors 

of production about their rates of remuneration, there would have been no uncertainty 

and, therefore, no profits. Thus uncertainty, that is, ignorance about the future conditions 

of demand and supply, is the cause of profits.  
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It should be noted that positive profits accrue to those entrepreneurs who make correct 

estimate of the future or whose anticipations prove to be correct. Those whose 

anticipations prove to be incorrect will have to suffer losses. But there are risks that 

cannot be insured. These non-insurable risks relate to the outcome of price-output 

decisions made by the entrepreneur. Due to uncertainty his decisions may prove to be 

right or wrong. What output he should produce, what price, higher or lower, he should 

fix for his output. In view of uncertainty about future conditions he cannot be sure 

whether, given his price and output decisions, he will make profits or losses.  

Similarly, he has to bear risk as a result of his decision regarding mode of advertisement 

and expenditure made on it, regarding variation in product design. For taking all these 

decisions he has to guess about demand and cost conditions and there is always a risk of 

incurring losses as a result of his business decisions. No insurance company can insure 

the entrepreneur against business losses which result from his particular price, output, 

product design, and advertisement expenditure which fall upon him due to adverse 

changes that may take place in the economy. Thus, it is non-insurable risks that involves 

uncertainty and gives rise to economic profits, positive or negative. Risk and uncertainty 

theory explains why supernormal profits (that is economic profits) are required by the 

firms who operate in such fields as petroleum exploration which involves relatively 

higher risks.  

Likewise, expected return on stocks has to be higher than the interest on bonds because 

of greater uncertainty and riskiness of investment in stocks of the companies. This 

theory is hereby adapted to underpin profitability as a dependent variable in this study 

as it explains how macro-economic decisions affects profitability of firms.  

 

Methodology 

The research study adopted a secondary source of data obtained from statistical bulletin 

of the Central Bank of Nigeria and Annual Reports and Accounts of the Deposit Money 

Banks for the period of ten (10) years from 2008-2017. Purposive sampling technique 

was used to arrive at a sample of four DMBs namely Citi Bank Nig. Ltd, Guaranty Trust 

Bank Plc, Standard Chartered Bank Plc and Zenith Bank Plc from the total population of 

twenty-three DMBs. Multiple regression analysis was employed to predict whether the 

predictor variables namely monetary policy rate and cash reserve ratio have significant 

impact or not on the dependent variable, that is, return on capital employed. The 

hypothesis was tested using multiple regression. 

 

Model Specification 

This model was used by Kelikume (2012) and Emerenini and Eke (2014) in their studies. 

However, because of its relevancy to this study, it was adopted to suit the required 

purpose.  

1) ROCE = β0+β1itMPR+ β2itCRR + ∑……… (1)  

Where;   
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β0…, βk   is the regression model coefficients of the independent variables  

x 0…, x k   
is the parameters of the explanatory variables  

 ∑    is the random error term  

it                       at a given period or point in time  

 

Where; ROCE= Return On Capital Employed  

             MPR=Monetary Policy Rate   

             CRR= Cash Reserve Ratio  

The decision rule: Reject the null hypothesis if P< 0.05 (5%) 

 

Empirical Results and Discussion 

Analysis of Data   

This section presents the results of the analysis conducted on the data collected from the 

annual reports and accounts of the sampled banks for the period of the study. It also 

presents the descriptive statistics and regression results of the study.  

 

Results of Descriptive Statistics   

This sub section provides descriptive statistical analysis of the data generated on the 
dependent and explanatory variables of the study. It provides the summary statistics of 
the collected data which include measures of central tendency, such as mean, measures 
of dispersion (the spread of the distribution) such as the standard deviation, minimum 
and maximum of both the dependent variable and explanatory variables.  
Thus, Table 4.1.1 presents the descriptive statistics for the dependent variable (Return 
on Capital Employed) and explanatory variables (Monetary Policy Rate (MPR) and Cash 
Reserve Ratio (CRR) of the study.  

 
Table 4.1.2: Descriptive Statistics of the Variables  

Variables  Obs        Mean Std. Dev. Min.   Max. 

 roce                    40                 .04125             .0425632   .006  .158 

 mpr                    40                  .1089              .0263213           . 061  .14 

 crr   40                  .1777               .0490108             .1                   . 227 

Source: Generated by the Author from Statistical Bulletin and Annual Reports 
of the sampled Banks (2008-2017) using STATA Output, 2018.  
 
From Table 4.1.2 above, it can be observed that, the number of observations for each 
variable is 40. This is in line with the number of the selected banks which is 4, and the 
study period which covers 10 years. The mean total for return on capital employed 
(proxy for profitability) of the sampled banks in Nigeria shows an average of about 
4.125. This means that on an average, Nigerian banks return on capital employed is 
₦4.125. This shows element of low level of return on capital employed in the industry, 
with a minimum return on capital employed of ₦0.06 and maximum of ₦15.80.    
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The standard deviation of 4.25 indicates that there is an insignificant variation in return 
on capital employed between the sampled banks during the period of the study. This may 
be attributed to the recessive nature of the industry due to world and national politics 
and policies bedeviling the industry and the financial crisis of 2008 that battered all the 
sectors of the world economy.   
The mean proportion of monetary policy rate as it affect the sampled DMBs is 10.89, 
meaning that on the average, the monetary policy rate as released by the apex bank 
affects 10.89% of the profitability of listed DMBs in Nigeria with a very small deviation 
from the mean of 2%; this low average shows how little the profitability of the banks 
were affected by the volatile nature of the monetary policy rate in Nigeria. The mean 
total for cash reserve ratio as released by CBN and affects banks in Nigeria shows an 
average of about 17.77%, this means that on an average, the cash reserve ratio affects 
the profitability of banks in Nigerian by 17.77%, this shows element of low level of 
impact of the CRR in the industry, with a minimum CRR of 10% and maximum of 22.70%. 
The standard deviation of 5 indicates that there is no significant variation in CRR 
between the sampled banks during the period of the study. This may be attributed to the 
similar modes of operation in the industry.  
 
Results of Multiple Regression   
This sub-section presents and interprets the results obtained from the test of the 
research hypothesis. The study hypothesis is tested using GLS (fixed effect) regression 
models. The regression results of the GLS (fixed effect) estimation technique is 
presented in Table 4.1.4. The summary of the regression results is obtained based on this 
model of the study: 
 ROCE = β0+β1itMPR + β2itCRR + ∑……… (1)  
Where;  
β0…, βk   is the regression model coefficients of the independent variables  
x 0…, x k  is the parameters of the explanatory variables  
 ∑    is the random error term  
it                       at a given period or point in time  
Where;  ROCE= Return On Capital Employed  
                MPR=Monetary Policy Rate   
                 CRR= Cash Reserve Ratio  
Therefore, Table 4.1.4. Presents the coefficients of GLS regression result on return on 
capital employed (proxy for profitability) and monetary policy rate and cash reserve 
ratio.   
 

Table 4.1.4.1: GLS Regression Results  
Fixed-effects (within) regression                    Number of Obs = 40 
Group variable: bank                                       Number of groups = 4 
R-sq.:   within   = 0.0863              Obs per group: Min = 10 
             between=  -                                        Avg = 10.0 
             overall = 0.0318                                       Max = 10 
                                                                          F (2, 34)  = 1.60 
Corr (u_i, Xb)  = 0.0000              Prob > F   0.2157 

Roce          Coef                Std.Err         t           P > [t]             [95% Conf.Interval] 

Mpr          -.2912363        .1626527      -1.79    0.082       -.6217865   .0393138 
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Crr             .0177566        .0873527       0.20    0.840       -.1597655   .1952787 

_Cons          .0698103        .0221556       3.15    0.003         .0247847   .1148359 

    Siqma_u            .03857301 

    Siqma_e            .02644241 

            Rho            .68030352        (fraction of variance due to u_i) 

F test that all u_i =0:       F (3, 34)    = 21.28            Prob > F = 0.0000 

Source: Generated by the Author from Annual Reports of the sampled Banks (2008-

2017) using STATA Output, 2018.  

  

Table 4.1.4.1 present the coefficients and t-statistics of GLS (fixed-effect) regression 

result on return on capital employed (proxy for profitability) and monetary policy 

decision. The GLS regression results reveal the cumulative R2 (0.03) which is the 

multiple coefficient of determination that gives the proportion or percentage of the total 

variation in the dependent variable (profitability) explained by the monetary policy 

decision (Garko, 2014). Hence, it signifies that 3% of the total variation in profitability 

of listed DMBs on the Nigerian Stock Exchange are caused by monetary policy rate and 

cash reserve ratio while the remaining 97% of the total variation in the profitability 

(proxy by return on capital employed) was caused by factors not explained by the model. 

This indicates that the model is fit and the variable are properly selected, combined and 

used. This can be confirmed by the p-value statistics of 0.2157 at 5% level of significance, 

confirming the acceptance of the null hypothesis and rejection of the alternate 

hypothesis, that, monetary policy decision (as proxy by monetary policy rate and cash 

reserve ratio and) have no significant impact on the return on capital employed of listed 

DMBs in Nigeria.  

 

Discussion of findings  

The GLS regression result is presented after preliminary test of its assumption. In order 

to examine whether endogeneity exist, which could potentially lead to biased coefficient, 

a Hausman specification test to make the choice between Fixed Effect (FE) and Random 

Effect (RE) regression is performed.  

This test is necessary considering that there is a trade-off between the efficiency of the 

random effect and the consistency of the fixed approach. The test also determines 

whether the estimates of the coefficients, taken as a group, are significantly different in 

the two regressions. The result of the Hausman test reveals that fixed effect (FE) model 

is more efficient than the random effect (RE) model as evident by the p-value of 0.000 at 

5% level of significance  and hence, the random effect are rejected in favour of the fixed 

effect model. The inconsistency in findings, coupled with the variable, domain, 

demography, scope and methodological gaps identified in previous studies prompts the 

need for this study. 

 It is against this background that, this study concludes that, monetary policy decision 

have no statistically significant impact on the profitability of DMBs on the Nigerian Stock 
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Exchange. The findings of this study is in line with that of Mulwa (2015) who found 

statistically insignificant effect of CRR on financial performance of DMBs in Kenya. Also, 

Udeh (2015) found a statistically insignificant impact of CRR, SLR and IR on profitability 

of Zenith Bank Plc. This finding contradicts the position of Uremadu (2012) who found 

positive and significant effect of CRR, SLR and profitability of DMBs in Nigeria. The model 

of the study is thus explained as; Return on capital employed = 6.9 – 0.29*MPR 

+0.18*CRR  

For each one-point increase in monetary policy rate, profitability (proxy by return on 

capital employed) decreases by 0.29 units, for each one-point increase in cash reserve 

ratio, profitability (proxy by return on capital employed) increases by 0.18 units. 

 

Conclusion 

The following are the conclusions drawn from the results presented in chapter four of 

the study.  

1. Monetary policy rate as set by the monetary policy committee of the central bank 

of Nigeria does not determines to a large extent the position of the returns on 

capital employed of the DMBs in Nigeria. Thus, the fluctuations of the MPR in 

Nigeria does not result in high or low returns accruing to the DMBs in Nigeria. 

Therefore, the monetary policy committee of the central bank is required to set 

the MPR as more effective and more flexible as possible in other to improve the 

Nigerian economy.  

2. Cash reserve ratio which remains the ratio that constitutes the deposit liabilities 

of the DMBs in the central bank of Nigeria, also, does not have a significant impact 

on the profitability of listed banks in Nigeria.  

 

Recommendations   
Based on the findings of the study, the following recommendations are made: 
(i) Considering the fact that, monetary policy rate has no significant impact on 

the return on capital employed of listed deposit money banks on the NSE, the 
study recommends the need by the C.B.N. to ensure that adequate monetary 
policy rate is put in place to improve the significance in terms of safeguarding 
the impetus of monetary policy decision in the Nigerian economy. 

(ii) Considering the insignificance of the cash reserve ratio on the return on 
capital employed of the listed deposit money banks in Nigeria, the study 
recommends the need for managers of these banks to fully adhere to the CRR 
policy by organising more training and workshops to staff on the importance 
of preserving and adhering to the monetary policy decision for the effective 
and efficient operationalisation of the banks in the short-run and a better 
health: on banking industry in the long-run.     

 

References 
Ajayi, F. O. & Atanda, A. A. (2012). Monetary Policy and Bank Performance in Nigeria: A Two-

Step Co-integration Approach. African Journal of Scientific Research. Vol.9 (1)  



`SSAAR (JMSE); Journal of  September, 2020 

Management Science and Entrepreneurship  

221 | P a g e  
 

Editions 

Altavilla, C., Brugnolini, L., Gürkaynak, R., Motto, R., & Ragusa, G. (2019). Measuring euro area 
Monetary Policy.  Journal of Monetary Economics. 108.162–179 

 Ayodele, J.C. (2014). Effects of Monetary Policy on the DMBs Lending in Nigeria. Review of 
Public Administration and Management 3(5)  

Bholat, D., Broughton, N., Ter-Meer, J., & Walczak, W. (2019).  Enhancing central bank 
Communications using simple and relatable information. Journal of Monetary 
Economics, https://doi.org/10.1016/j.jmoneco.2019.08.007  

Central Bank of Nigeria, (2016). List of Deposit Money Banks and Financial Holding 
Companies  Operating in Nigeria as at May 25.  

Central Bank of Nigeria, (2016). Interest Rate. Research Department, Education in Economic 
Series No. 3   

Central Bank of Nigeria, (2016). Data and Statistics  
Chodechai, S. (2004). Determination of Bank Lending in Thailand: An Empirical Examination 

for the years 1992-1996. Unpublished Thesis  
Damodaran, A. (2007). Return on Capital, Return on Investment and Return on Equity:  

Measurement and Implications. Stern School of Business   
Emerenini, F.  M. & Eke, C.  N. (2014).  The Impact of Monetary Policy Rate on Inflation in 

Nigeria. Journal of Economics and Sustainable Development, 5(28)  
Enders, Z., Hünnekes, F. & Müller, G. J. Monetary policy announcements and expectations: 

Evidence from German firms, Journal of Monetary Economics, 
https://doi.org/10.1016/j.jmoneco.2019.08.011 

Garko, J. B. (2014). Corporate Governance and Voluntary Disclosure in the Nigerian Listed 
Industrial Companies  

Goddard, et al, (2004). The Profitability of European Banks: a cross-sectional and dynamic 
panel analysis. Manchester School 72, 368-381  

Heibati, F., Nourani, S. & Dadkhah, S. (2009). “Evaluation of the Performance of Private Banks 
of Iran in Comparison to the Banks of Arabic Countries, Persian Gulf Area (Domain),” 
Economic Research Letter, 6: 

Javaid, S., Anwar, J., Zaman, K & Gafoor, A. (2011). Determinants of Bank Profitability in 
Pakistan: Internal Factor Analysis, Mediterranean Journal of Social Sciences, 2(1): 59-78.  

Kelikume, I. (2012). Effects of the Monetary Policy Rate on Interest Rates in Nigeria. 
International Journal of Finance and Research. 

Khrawish, H.A. (2011) Determinants of DMBs Performance: Evidence from Jordan. 
International Research Journal of Finance and Economics. Zarqa University, 5(5) 19-45  

Knight, F. H. (1984). "Profit," Encyclopedia of the Social Sciences (12th ed.).New York: 
Macmillan. 

Mandal, N., Mahavidyalaya, B. N. & Goswami, S. (2000). Impact of Working Capital  
Management on Liquidity, Profitability and Non-Insurable Risk and Uncertainty Bearing: A 

Case Study of Oil and Natural Gas Commission. Great Lakes Herald, 4(2)  
Meshack, K.M., & Nyamute, W. (2016). The Effect of Monetary Policy on Financial 

Performance of the DMBs listed on the Nairobi Securities, Exchange. International 
Journal of Finance and Accounting (IJFA) 1 (7) Issue 1, pp. 74 – 87.  

Mulwa, G. K. (2015). The Effect of Monetary Policy on the Performance of DMBs in Ndugbu, 
M.O. & Peter, O.A. (2015).Monetary Policy and the Performance of Deposit Money Banks 
– The Nigeria Experience. European Journal of Business and Management. 7(17) 

Naceur, S.B. (2003). The Determinants of the Tunisian Banking Industry Profitability: Panel 
Evidence, Universite Libre de Tunis Working Papers. 

Punita, R. & Somaiya, K. J. (2006). Monetary Policy Its Impact on Profitability of Banks in 
India,          Intermediate Business and Economic Research Journal. 5(3) PP 15-19  

https://doi.org/10.1016/j.jmoneco.2019.08.007
https://doi.org/10.1016/j.jmoneco.2019.08.011


`SSAAR (JMSE); Journal of  September, 2020 

Management Science and Entrepreneurship  

222 | P a g e  
 

Editions 

Rao, P. (2006). Monetary Policy: Its Impact and Profitability of Banks in India. International 
Business and Economic Research Journal, 15-22 

Rawat, R. (2014). Impact of CRR & SLR and Investment on Loans and Advances of Sbi. Journal 
of Economics and Finance (IOSR-JEF), 4(5) PP 40-44  

Yahaya, O. A. & Lamidi, Y. (2015) Empirical Examination of the Financial Performance of 
Islamic Banking in Nigeria: A Case Study Approach. International Journal of Accounting 
Research 2(7) 

 

 

 

  


