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Abstract

Nigerian banks remain dominant in the banking swste terms of their shares of total assets and slepo
liabilities. Their total loans and advances, a mammponent of total credits to both public and/até sectors
are still on the increase in spite of the majorst@ints posted by the government regulationsjtitismal
constraints and other macro economic factors. Therethe main objective of this study was to deiee the
effect of interest rate on profitability of deposibney banks in Nigeria. Samples of 21 deposit mdraaks in
Nigeria for the period of 2005- 2014 were used. therpurpose of this study, regression analysisemasioyed
to determine the relationship between interest sat@ profitability of deposit money banks in NigeriThe
results of the findings showed that there was atipessignificant relationship between lending rated banks
profitability. There was a significant positive agbnship between inter-banks rate and banks phifiity. There
was a positive significant relationship betweerastey bills rate and banks profitability and fiyalmonetary
policy rate showed positive significant relationshvith banks profitability. It is therefore recomnued that,
government should adopt policies that will help &tign banks to improve on their profitability ardaathere is
need to strengthen bank lending rate, inter-batek palicy, treasury bill rate and monetary polieyer through
effective and efficient regulation and supervistssmework.
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1. Introduction

Deposit money banks tend to wield tremendous inflteeon every nation’s financial landscape. This esak
them the primary focus of the monetary authoritreshe task of managing the country’s economy (Olpam
2009).

As financial intermediaries they serve as a contluibugh which funds are drawn from surplus ecomomi
entities for allocation to deficit economic unithe essence of financial intermediation is to fat# the process
of economic growth and its concomitant economicettgsment, all things being equal. A critical factorthe
act of financial intermediation is interest ratdhieh is the compensation borrowers pay to lendarsriaking
use of their money for a period of time after whtble initial amount they borrowed is returned te tender.
The attainment of efficient financial intermediatits therefore the primary objective of monetaryhatities
both in developed and emerging economies (AdelnigiBabatope, 2004).

Efficient financial intermediation ensures the aml mobilization and allocation of funds in the Bomy. This
enhances productivity and accelerates the paceawiomic growth and development. Thus, the banketjos
which is the core of the financial system is a mdgator in the determination of interest ratesislgenerally
known that interest rates exhibit a structure, Whito say that the interest rate payable on a isain most
cases, predicated on its tenure. It is therefoezattteristic of an efficient financial system tanhel funds to
their most productive uses (Ani, 2004).
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The interest rate is one of the major tools empldyg the monetary authorities to regulate the vedueply and
cost of money in an economy. In other words, thenemic activity in any economy is largely influedday the
interest rate (Adebiyi, 2002).

Interest rate as a component of cost of fund hagriboted both positively and negatively to the mmmy and
has gained considerable attention from economistslers and borrowers alike. It affects the levél o
consumption on one hand, and the level of investnoenthe other hand; higher interest rates disgmira
borrowing and encourage savings and also tendte tfle economy. Lower interest rates encourageoiamg
and economic growth(i.e. the lower the interest,rtfie higher the profit expectation as busineasegxpected
to pay certain percentage of the money borrowdtkflias interest for fund borrowed.

The behaviour of interest rates largely determitesinvestment activities and hence economic grovfth
country. Investment depends upon the rate of istén&olved in getting funds from the market, whelgonomic
growth largely depends on the level of investméwirftoye and Olowolaju, 2008).

1.1 Statement of Problem

Banking is an economic activity, which deals witle intermediation of funds between the surplussuaitd the
deficit units of an economy and the channelingumihsresources to profitable investments. Banks falsititate
the provision of an efficient payment system. Arsbuprofitable, efficient and well managed bankaygtem
contributes to the stability of the financial systeand protects a country from any undesirable <risi
(Athanasoglu et al., 2005; Aburime, 2008; and Rdn#809).

Alper and Anbar (2011) posit that an efficient biagksector can promote economic growth, while dredi
insolvencies could result in systematic crisisNigeria, banks are regarded as dominant finanogtitutions
thus, their health condition is crucial to the gahdealth of the economy (Suffian and Chong, 2008)
Therefore, having the knowledge of factors inflieagaccommercial banks’ profitability is not only iragant but
also essential in stabilizing the economy. The irfgwe of banks’ profitability cannot be over emgibed.
Profitability is considered as a crucial objectieeconduct a business without which money depasikb will
not be in business. With good profit figures, baaks able to enhance the confidence of their sti#tebs,
maximize shareholders wealth as well as being tbletay competitive in the financial market. Howevie
achieve their desired level of profits, banks areflonted with several factors both internal antemal. One of
such external factors is the interest rate.

Over the years, interest rates such as lendingirdgée-bank rate, treasury bill rate and monefmljcy rate have
remained a subject for critical assessment witlerdiy implications for savings mobilization and istmeent
promotion. Generally, interest rates are the repéggiments for the use of credit by borrowers andrnefor
parting with liquidity by lenders (CBN 1997). InetiNigerian economy, the minimum rediscount rate IR
now monetary policy rate (MPR) is the official irdset rate of the Central Bank of Nigeria (CBN), @i
anchors all other interest rates in the money make the economy.

Historically, the interest rate in Nigeria has beeny stochastic. In August, 1987 the CBN liberadizthe
interest rate regime and adopted the policy ohfjxonly its minimum rediscount rate to indicate thesired
direction of interest rate. This was modified in829when the CBN issued further directives on theuired
spreads between deposit and lending rates. In 188 overnment prescribed a maximum margin betweeaeh
bank’s average cost of funds and its maximum lemdates. Later, the CBN prescribed savings depatgtand
a maximum lending rate. Partial deregulation viesyever, restored in 1992 when financial institnsiovere
required to only maintain a specified spread betwtheir average cost of funds and maximum lendatgs:.
The removal of the maximum lending rate ceilinglBB3 saw interest rates rising to unprecedenteelden
sympathy with rising inflation rate which renderbdnks’ high lending rates negative in real terms1994,
direct interest rate controls were restored. Asdrend other controls introduced in 1994 and 1%@brfegative
economic effects, total deregulation of interesésavas again adopted in October, 1996. Over thesy¢he
MRR/MPR has been reduced, increased, reduced anebsed and presently as at February 2014 starids at
percent for private sector deposits and 75 peifoengublic sector deposits.

As Interest rates keep on changing as can be seentlie unstable lending rate, inter-bank rategstuey bill
rate and monetary policy rate in Nigeria, such et changes could affect banks’ overall profiiggbivhich, in
turn, could impact on the general economic of antgu In other words, the profitability of the bang sector
might become a function of changing interest rates.
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Itis in the light of the above problems that tsligsdy sought to examine the effect of interest satsh as lending
rate, inter-bank rate, treasury bill rate and manepolicy rate on profitability of deposit monewariks in
Nigeria.

1.2 Objectives of the Study
The general objective of this study was to deteentive effect of interest rate regime on profitapitf deposit
money banks in Nigeria.

The specific objectives of the study were:

i. To examine the relationship between lending rate@anfitability of deposit money banks in Nigeria.
ii. To determine the effect of inter-bank rate on padsfility of deposit money banks in Nigeria.
iii. To determine the effect of treasury bills rate oofiability of deposit money banks in Nigeria.
iv. To ascertain the effect of monetary policy ratgaofitability of deposit money banks in Nigeria.
1.3 Research Hypotheses

Based on the above objectives, the following hypséis were formulated in their null form:
Ho: Lending rate has no significant effect on prdiiliay of deposit money banks in Nigeria
Ho,: Inter-bank rate has no significant effect on padsility of deposit money banks in Nigeria
Hoa: Treasury bills rate has no significant effectprafitability of deposit money banks in Nigeria

Hog: Monetary policy rate has no significant effect profitability of deposit money banks in
Nigeria

A successful completion of this study would sergeaatimely research relevant in lending a helping
hand to the banking sector particularly in the akaolutions to the negative effects of deregalaf interest
rate as it affects the Nigerian economy as a whole.

Methodology
2.1 Introduction

This section presents the methodology adoptedisstiudy. The section spells out the research destgch
makes it possible for the study to draw infererfoas the data analyzed in terms of generalizatBpecifically,
the section sets out the design that used fontgtiie research hypotheses derived from the rdsgaestions.

2.2 Research Design

The nature of problem and objective of any studyallg determines the type of research design tadmpted
by a researcher. This study utilized ex-post faesign.

2.3 Population of the study

The population of this research work comprisesha|21 deposit money banks in Nigeria from 2005420t

are listed on the Nigerian Stock Exchange. Thesepgtational deposit money banks in Nigeria, follaythe
2005 banking consolidation programme of the CemBaaik of Nigeria. These institutions spread (witregual
number of branches) all over the 36 states of #ierfation including the Federal Capital of NigeAduja.
Some also have foreign branches (affiliations) @ame countries of Africa and Europe. They offer &mi
products and services and regulated by the samdategs. They differ in the areas of ownership ctite,
board and management composition, aggregate braetkork and customer / client base. They are also
dissimilar in the areas of capitalization, qualitfy assets, earnings and liquidity management. Ttwerethe
population of this study consists of all 21 funaofimy deposit money banks in Nigeria shown in Tdbbelow;
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Table 1: Names of all 21 Deposit Money Banks in Négia

NAMES OF THE BANKS NAMES OF THE BANKS
Access Bank Plc

Wema Bank Plc

United Bank For Africa Plc Guaranty Trust Bank Plc

First Bank of Nigeria Plc Skye Bank Plc

Ecobank Nigeria Plc Zenith Bank Plc

Fidelity Bank Plc Stanbic IBTC Bank Ltd.

First City Monument Bank Plc Main Street Bank

Sterling Bank Plc Diamond Bank Plc

Union Bank of Nigeria Plc Citibank Nigeria Limited

Key Stone Bank Enterprise Bank

Heritage Banking Company Ltd. Unity Bank Plc

Standard Chartered Bank Nigeria

Ltd.

Sources:Nigerian Stock Exchange Factbook (2014)

2.4 Sample Size

Sampling entails choosing a few from the populatiérinterest. The motive behind sampling is to tise
information obtained from a part of the populatiortake decision overall. The sample size for stcaolyer all
the 21 deposit money banks in Nigeria from 2005421kt are listed on the Nigerian Stock Exchange.

2.5 Sources of Data
Secondary source of data was utilized from thenfirel statements of the selected banks in Nigeria.

2.6 Data Collection Procedure

The data for this study were obtained mainly frad@entral Bank of Nigeria (CBN) Statistical Bulletiasd
published annual financial statements of the samefosit money banks for the period of ten yearmf2005-
2014 and financial statement data was supplemdnedata published in the Nigerian Stock Exchangs fa
book.

2.7 Data Analysis Techniques
Ordinary Least Squares (OLS) regression was usedt@s| of analysis. This is for the reason that study is
undertaken to predict the relationship betweerr@sterate and bank profitability in Nigeria.

2.8 Identification of Variables

There exist various measures of variables as ugedifferent authors in the literature on the ralaship
between bank profitability and interest rate. Hog purpose of this study, profitability indicatopsgecisely the
returns on assets (ROA) were used to assess bafikapility. These ratios are indicators of managein
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efficiency and rate of returns. According to Ro28(Q1), these profitability measures vary substéintiaver
time from one banking market to another.

2.8.1  Variable Definition

a. Return on Assets

Return on Assets (ROA), is the ratio of incomedtalt assets (Khrawish, 2011). It measures thetghifi the

bank management to generate income by utilizing lzssets at their disposal. In other words, it shtvaw

efficiently the resources of the company are usegenerate the income. It further indicates thizieficy of the

management of a company in generating net incoaom &ll the resources of the institution. Wong (20§tates
that a higher ROA shows that, the company is mdfieient in using its resources. Return on Assets
calculated as follows:

ROA= Net income after tax

Total Assets

2.9 Models Specification

The general form of our model is:

ROA; =po + Dt Bi XKit F 0 e Model 1
where:

ROA; .Return on Assets of bank i at time t; i, = 1, 2.n.banks.

Bo: The intercept of equation (constant)

Bi: Coefficients of X variables

Xit: The different independent variables for interest of bank i at time t

t: time=1,2,......... , 10 years.

o: Error term

Specifically, the regression model that is usetk&ting the hypotheses of this study is presenttaib
ROA; = Bo + I}]_ LR + ﬁZIBRit + BgTBRit + |34MPRit F Ot equation i
where:

ROA-= return on assets,

Bo = the intercept of equation (constant),

B. — B4 = are the parameters to be estimated,

LR = lending rate,

IBR= inter- bank rate,

TBR= treasury bills rate,

MPR= monetary policy rate,

@ = error variable of the regression analysis.

3. Results and Discussion

The descriptive statistics for this research ams@nted in table 2. The table shows the mean amiiat
deviation of the different variables of interestfie study. It also presents the minimum and mawximalues of
the variables.
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Table 2: Descriptive Statistics for the Model

Variables Minimum Maximum Mean STD. DEV
ROA .24 .60 .3470 .10541

LR 15.14 18.99 16.9350 1.10565
IBR 4.68 24.30 11.4610 5.38988
TBR 6.13 17.20 10.6730 3.94263
MRR 6.13 15.00 10.5570 2.61927

Source; Summary from SPSS output

Table 2 showed that the minimum value of returrassets (ROA) is 0.24 percent while the maximum.é® 0
percent. The mean value of return on asset (ROA¥asind 0.3470 percent of the total assets andiatdn
deviation of 0.10541 percent.

The descriptive statistics of lending rate (LR)tlé sample shows that, the mean value of LR rasitthest
mean value of 16.94 percent with the standard tlewiaof 1.11 percent where the minimum and maximum
values are 15.14 percent and 18.99 percent respctiVhereas the mean values of IBR, TBR and MRR a
11.46, 10.67 percent and 10.56 percent with staindeviation of 5.39, 3.94 and 2.62 percent. Ther@mum
and maximum values are 4.68, 6.13, 6.13 and 24.3@0, 13.00 percent respectively.

3.1 Regression Results

The result of the regression analysis was presant&dble 3. The estimation result shows that titeependent
variables LR, IBR, TBR and MRR, all show a positsignificant relationship with profitability (ROA)This
table also tells what percentage of variabilitthie dependent variable is accounted for, by allithependent
variables.

Table 3: Regression Analysis for the Model

Variables Standardized Coefficient t- statistic - v8lue
Constant 0.855 3.098 0.000
LR 0.329 5.133 0.006
IBR 0.213 3.822 0.004
TBR 0.482 2.628 0.001
MRR 0.534 3.683 0.000
R2 0.828 F=4.476 SIG=0.000 DW = 1.671

Source: Summary from SPSS output

The result presented in Table 3 showed tHfataRie of 0.828 means that approximately 82.8 perokthe total
variation in ROA could be attributed to or explalniey the variation in all of the independent valésb This
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means that, lending rate, inter-bank rate, treailiryate and minimum rediscount rate within thedal explain
82.8 % of the profitability performance of the bankhe F- statistic was 4.476 and the p- value.@®@ which
was less than 0.05 significant levels. This medr, tthere is a positive significant relationshigtvieen
independent variables and dependent variable. TimbilD> Watson statistic gives a value of 1.671 wwhic
validates the suitability of data for the regressiosodel and further indicates that the regressipragon is free
from the problem of autocorrelation.

3.2 Test of Hypotheses
In line with the four hypotheses stated in chaptee of this study. This section presents the figsliwith the
respect to the stated hypotheses.

Hypothesis One: Lending rate has no significant eéct on profitability of Nigerian banks

The regression result in Table 3 showed that staliwkad coefficient of lending rate was 0.329 witivglue of

0.006 which is less than 0.05 percent significamel. This indicates a positive significant relaghip between
LR and ROA a measure of profitability of Nigeriaartks. The F- statistic is 4.476 and the p- valu®.600

which is less than 0.05 significant levels. Thisame that, there was a positive significant relathim between
independent variables and dependent variable. hafefore reject the Null hypothesis and accepatteznative
hypothesis and conclude that, lending rate hasifeignt effect on profitability of deposit money i in

Nigeria.

Hypothesis Two: Inter-bank rate has no significanteffect on profitability of Nigerian banks

The regression results in Table 3 showed that atalimed coefficient of interbank rate were 0.21&wg-value

of 0.004 which is less than 0.05 percent significiwel. This indicates a positive significant teaship
between IBR and ROA a measure of profitability afj@tian banks. F- Statistic of 4.476 with p- vabfeD.000
which is less than 0.05 significant levels. Thisame that, there was a positive significant relatigm between
independent variables and dependent variable. Vjectréhe Null hypothesis and accept the alternative
hypothesis and conclude that, Inter-bank rate lgsfisant effect on profitability of deposit mondyanks in
Nigeria.

Hypothesis Three: Treasury bill rate has no signiiant effect on profitability of Nigerian banks

The regression results in Table 6 showed that atalimbd coefficient of Treasury bill rate was 0.48i2h p-
value of 0.001 which is less than 0.05 percentifiggmt level. This indicates a positive signifitarlationship
between Treasury bill rate and ROA a measure ditpbility of Nigerian banks. F- Statistic of 4.4%@th p-
value of 0.000 which is less than 0.05 significéstels. This means that, there is a positive sicgmitt
relationship between independent variables andrabpe variable. We reject the Null hypothesis acckpt the
alternative hypothesis and conclude that, Treasiliyrate has significant effect on profitabilityf @eposit
money banks in Nigeria.

Hypothesis Four: Monetary Policy ratehas no significant effect on profitability of Nigeian banks

The regression results in Table 3 showed that atalimbd coefficient of monetary policy rate was3d.avith p-
value of 0.000 which is less than 0.05 percentiicant level. This indicates a positive signifitaelationship
between monetary policy rate and ROA a measuredfitability of Nigerian banks. F- Statistic of44.6 with
p- value of 0.000 which is less than 0.05 significkevels. This means that, there is a positivanifigant
relationship between independent variables andrabgre variable. We reject the Null hypothesis bgegpt the
alternative hypothesis and conclude that, mongpaticy rate has significant effect on profitabilitf deposit
money banks in Nigeria.

3.3 Discussion of Finding
This study employed regression analysis to exartfieeeffect of interest rate on the profitability déposit
money banks in Nigeria. The rest of this sectiatdsses the findings of the study.

Effect of lending rate on profitability of deposit money banks in Nigeria

From the findings, it was established that banldileg rate has significant effect on the profitapildeposit
money banks in Nigeria. This finding is confirmeglthe p-value which is 0.000. The value is lesath®5 (5
%) level of significance. The coefficient sign dfet parameter estimate is positive. Bank lending et a
variable, is a true parameter for measuring intaee, it possesses a positive sign. Thus, itisnated from the
result that increase in the bank lending rate b%o,1on the average, will result to 0.329 % increase
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profitability. Should there be more and higher legdrate, bank profitability will be enhanced. Teéemputed
coefficient of determination (0.828) shows a higbgwrtion of variation in the dependent variabléug, there
were 83 % of the total changes in the profitabilithhich is explained by LR. This result is consistarith
several previous studies such as Enyioko (20123h&=d (2010), Felicia (2011) and Okoye and Eze3R01

Effect of inter- bank rate on profitability of deposit money banks in Nigeria

The second objective of this study was to deterntiree effect of inter-bank rate on profitability déposit
money banks in Nigeria. The regression analysisvsttbat inter- bank rate is positive and significamplying

that an increase in inter-bank rate of Nigeriankisawould increase their profitability. This residtconsistent
with several previous studies such as Enyioko (RORasheed (2010), Felicia (2011) and Okoye and Eze
(2013).

Effect of treasury bill rate on profitability of Ni gerian banks

The third objective of this study was to determthe effect of treasury bill rate on profitabilityf dligerian
banks. The regression analysis shows that treaBiliryrate is positive and significant relationshipith
profitability of the banks proxy by return on assé¥- Statistic of 4.476 with p- value of 0.000 @his less than
0.05 significant levels. This means that, thera positive significant relationship between indegent variables
and dependent variable. This result is consistétfit several previous studies such as Enyioko (20Rayheed
(2010), Felicia (2011) and Okoye and Eze (2013).

Effect of monetary policy rate on profitability of deposit money banks in Nigeria

The forth objective of this study was to determihe effect of monetary policy rate on profitabiliy deposit
money banks in Nigeria. The regression analysisvshihat monetary policy rate has positive and Sicamt
relationship with profitability of deposit moneytdes in Nigeria. This result is consistent with severevious
studies such as Enyioko (2012), Rasheed (2010yi&¢2011) and Okoye and Eze (2013).

4. Summary of Findings

The broad objective of this research was to exaniaeesffect of interest rate on profitability ofdéirian banks.
Multiple regression techniques were used as adbdhta analysis to predict the relationship betwirgerest
rate and profitability of Nigerian banks. The résflthe study revealed that;

i. The standardized coefficient of lending rate0i829 with p-value of 0.006 which is less than 0.05
percent significant level. This indicates a positsignificant relationship between LR and ROA a snea of
profitability of Nigerian banks. The F- statistis #.476 and the p- value of 0.000 which is less tB®5
significant levels. This means that, there is atp@ssignificant relationship between independeatables and
dependent variable. We therefore reject the Nyflothesis and accept the alternative hypothesiscandiude
that, lending rate has significant effect on padfitity of deposit money banks in Nigeria.

ii. The standardized coefficient of interbank réged.213 with p-value of 0.004 which is less tha@50
percent significant level. This indicates a positaignificant relationship between IBR and ROA aasuge of
profitability of Nigerian banks. F- Statistic of44.6 with p- value of 0.000 which is less than Osignificant

levels. This means that, there is a positive sicgift relationship between independent variablesdapendent
variable. We reject the Null hypothesis and actieetalternative hypothesis and conclude that, Jbéek rate
has significant effect on profitability of deposibney banks in Nigeria.

iii. The standardized coefficient of Treasury lvdte was 0.482 with p-value of 0.001 which is lésm

0.05 percent significant level. This indicates aipee significant relationship between Treasurl k#ite and
ROA a measure of profitability of Nigerian banks.Statistic of 4.476 with p- value of 0.000 whichléss than
0.05 significant levels. This means that, thera positive significant relationship between indegmnt variables
and dependent variable. The Null hypothesis wasctefl and accepts the alternative hypothesis amclumtes
that, Treasury bill rate has significant effectpofitability of deposit money banks in Nigeria.
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iv. The standardized coefficient of monetary poliate is 0.534 with p-value of 0.000 which was lémsm
0.05 percent significant level. This indicates aifiee significant relationship between monetaryiqorate and
ROA a measure of profitability of Nigerian banks: Statistic of 4.476 with p- value of 0.000 whisHess than
0.05 significant levels. This means that, there &apositive significant relationship between indegent
variables and dependent variable. We reject thd Nypothesis by accept the alternative hypothesid a
conclude that, monetary policy rate has signifiegfeict on profitability of deposit money banksNigeria.

5. Conclusion

Nigerian banks remain dominant in the banking syste terms of their shares of total assets and slepo
liabilities. Their total loans and advances, a magmponent of total credits to both public and/até sector are
still on the increase in spite of the major conetga posted by the government regulations, ingbitz
constraints and other macro economic factors.

Government and deposit money banks should be nimmdfthe facts that the environments in which they
operate are important factors in their profitapilitwhere the environment is conducive and suppartiv
profitability of the banks is enhanced and goodlieg behaviour is guaranteed. But where the enwiemnt is
unstable and harsh, the bank’s profitability sidfer

Deposit money banks should note that they needbta lot in order to ensure good lending behavien
where a good measure of macroeconomic stabilipciseved. This is because of the positive and fbgmit
relationship found between bank lending rate, ibemk rate, monetary policy rate, treasury billerand
profitability of the deposit money banks in Nigeriherefore, this study concluded that interest {&nding
rate, inter-bank rate, monetary policy rate, treadiill rate) has significant effect on profitalyliof deposit
money banks in Nigeria.

5.1 Recommendations
Based on the findings in this study, the followsggestions are recommended:

i. Having seen that there is a strong relationl@jween interest rate and bank profitability thiodke
use of regression analysis, government should goties that will help Nigerian banks to improoa their
profitability.

ii. There is need to strengthened bank lending eaté inter-bank rate policy through effective and
efficient regulation and supervisory framework.

iii. Banks should try as much as possible to stakealance in their loan pricing decisions. Thif help
them to be able to cover cost associated with feneind at the same time, maintain good bankingdioekhip
with their borrowers.
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