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Banks are agents of economic growth through the financial services they provide. Their 

intermediary role can be said to be a catalyst for economic growth. The efficient and effective

performance of the banking industry over time is an index of financial stability in any nation. The 

extent to which a bank extends credit to the public for productive activities accelerates the pace of 

a nation’s economic growth and its long-term sustainability (Ahmad & Ariff, 2007). Al-

Khouri(2011) posits that Banks earn returns to shareholders by accepting and managing risk, 

including the risk that borrowers may default or that changes in interest rates may narrow the 

interest spread between assets and liabilities. Historically, borrowers’ defaults have created the 

greatest losses to commercial banks whereas interest margins have remained relatively stable, even 

in times of high rate volatility. Although credit risk is likely to remain the dominant risk to banks, 

technological advances and the emergence of new financial products have provided them with 

dramatically more efficient ways of increasing or decreasing interest rate and other market risks 

(Chen & Pan, 2012). Interest rate plays an important role on bank’s profitability since a large chunk 

of banks’ revenue accrues from loans from which interest is derived. However, interest rate is 

directly linked to credit implying that high or increment in interest rate increases the chances of 

loan default (Drehman, Sorensen & Stringa, 2008). 

 
Banks are an important channel for transmission of CBN’s interest rate policy in Nigeria. This is 

so because of the intermediate role which banks play in resource mobilization and allocation. 

Banks pay interest on deposits on one hand and on the other hand, they charge interest on loans 

and advances lent to borrowers. The difference between these two interest rates defines the interest 

spread which constitutes a significant proportion of the profits. Thus, interest rates unavoidably 

are an important factor in the survival of banks especially as it concerns their profitability (Laterva, 

2009). Banking is an economic activity, which deals with the intermediation of funds between the 

surplus units and the deficit units of an economy and the channelling of funds between the surplus 

units and the deficit units of an economy and the channelling of such resources to profitable 

investments. Banks also facilitate the provision of an efficient payment system.(Psilaki, Tsola & 

Margaret 2010). A sound, profitable, efficient and well managed banking system contributes to 

the stability of the financial system and protects a country from any undesirable crisis. 
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Interest rate plays an important function in banking industry. The changes on interest rate have 

significant impact on banks. Interest rate structure is the relationship between the interest rate and 

the time of maturity of the debt, in Nigeria, it is very high compared to countries like United States 

of America. (Sanusi, 2002) The financial system of most developing nations of which Nigeria is 

among, have come under stress as a result of the economic shocks in recent time. Additionally, 

financial repression, which has largely manifested through discriminate distortions on financial 

prices including interest rate, has tended to reduce the real rate of growth and the real size of the 

financial system relative to non-financial magnitudes. Consequently, most countries both 

developed and developing have taken major steps to liberalize their interest rates as part of the 

reform of the entire financial system, such liberalization represents a policy responses (Ekpo, 

2005).  Interest rate increases investment while a rise in the rate of interest dampens investment. 

Interest rate has contributed both positively and negatively on the economy (how people lend and 

borrow money as it affects the demand for and allocation of available loanable funds. Hence, the 

need for this work is to determine if the interest rates have helped in increasing the level of 

investment or how people respond to lending and borrowing when interest rate is high or low. 

 
Literature review 

Basically, there are three theories postulated on the determination of interest rates: 

The loanable funds theory 

The neo-classical or the loanable funds theory explains the determination of interest in terms of 

demand and supply for loanable funds. According to Palfreman and Ford, the loanable funds 

theory states that the prevailing rates of interest at any one time represents an equilibrium price at 

which the demand for credit equates the supply of loanable funds. This theory anchors on demand 

and supply of loanable funds. The demand for loanable funds has primarily three sources i.e. 

government, businessmen and consumers who need them for the purpose of investment, hoarding 

and consumption. The government borrows funds from constructing public works. The 

businessmen borrow for the purchase of capital goods and for starting investment projects. Such 

borrowings are interest elastic and depend mostly on the expected rate of profit as compared with 

the rate of interest. The demand for loanable funds on the part of consumers is for the purchase of 

durable consumer goods like houses, etc. Individual borrowings are interest elastic. Also, funds 

are demanded for the purpose of hoarding them in liquid form or as idle cash. The supply of 
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loanable funds comes from savings, dishoarding and bank credit, private, individual and corporate 

savings are the main source of savings. Though personal savings depend upon the income level, 

yet taking the level of income as given they are regarded as interest elastic. The higher the rate of 

interest, the greater will be the inducement to save and vice versa corporate savings are the

undistributed profits of a firm which also depend on the current rate of interest to some extent. If 

the interest rate is high, it will act as a deterrent to borrowing and thus encourage savings (Essien 

(2007). 

 
Keynes’s liquidity preference theory 

Keynes defines the rate of interest as the reward of not hoarding but the reward for parting with 

liquidity for the specified period. It “is not the price” which brings into equilibrium the demand 

for resources to invest with the readiness to abstain from consumption. It is the “price” which 

equilibrates the desire to hold wealth in the form of cash with the available quantity of cash. In 

other words, the rate of interest, in the Keynesian sense, is determined by the demand for and the 

supply of money. This theory is, therefore, characterized as the monetary theory of interest, as 

distinct from the real theory of the classical. Supply of money; of the two determinants of the rate 

of interest, the supply of money refers to the total quantity of money in the country for all purposes 

at any time. Though the supply of money is a function of the rate of interest to a degree, yet it is 

considered to be fixed by the monetary authorities. For the second determinant, the demand for 

money, Keynes coined a new term “Liquidity Preference” by which his theory of interest is 

commonly known. Liquidity preference is the desire to hold cash. The rate of interest, in Keynes 

words, is the “premium” which has to be offered to induce people to hold the wealth in some form 

other than hoarded money. The higher the liquidity preference, the higher will be the rate of interest 

of cash to induce them to part with their liquid assets. The lower the liquidity preference, the lower 

will be the rate of interest that will be paid to the cash holders(Osayemeh ,2005)  

 
To check the effect of changes in interest rate on commercial bank’s profitability, a number of 

studies has been conducted in the past decades. In this section researchers will describe the 

profitability of commercial banks and interest rate with the review of previous literature. Interest 

rate is described as the certain amount of cash compensated by someone on the utilization of funds 

for a specific time period. Moreover when a debtor compensates to creditor with the amount of 
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cash for the utilization of creditor’s funds for a specific time period, it is called interest rate. 

Creditors charge the interest rate as percentage of the sum of funds lent. Similarly, the institutions 

like bank for the utilization of money pays interest rate to the depositor. Profitability of bank is 

described as income by interest or non-interest and after tax profits which are computed as an 

amount of income after the subtraction of provisions and operating costs (Ahmed, Takeda & 

Shawn, 1998). 

 
In our routine life, interest rate plays an important function. It can considerably influence 

purchasing power of people. Therefore, as depositor it is essential to focus on these trends in 

interest rate because the common trends in interest rate can have a major influence on savings of 

people. The major variation in these trends makes it essential to examine the existing investment 

opportunities and potential opportunities. The changes in interest rate have significant impact on 

banks. The major part of bank’s revenue comes from the difference in the interest rate that it 

charges from and pays to customers. Previously, in the commercial bank’s operations interest rates 

have become slight element to accomplish the stability in the overall economy by managing 

foreign trade rates and by controlling the inflation. According to Jhingan (2004), there are three 

main objectives, which a wise bank pursues, and these include liquidity, safety and profitability. 

In the same light, he recognized certain essentials of a sound banking system. The secret of 

successful banking is to distribute resources between the various forms of assets in such a way as 

to get a sound balance between liquidity and profitability, so that there is cash to meet every claim 

and at the same time enough income for the bank to pay its way and earn profits for its shareholders 

(Onoh, 2009)   

 
 One principal objective of banks is to earn profit. It is essential for the purpose of paying 

corporation tax like any other company, pay interest to depositors, wages to the staff, dividend to 

shareholders and meeting other expenses. So, unless Banks earn profits, they cannot perform their 

role effectively. Profitability is essential for a bank to maintain ongoing activity and for its 

investors to obtain fair returns, but it is also crucial for supervisor as it guarantees more resilient 

solvency ratios, even in the context of a riskier business environment. (Abdullahi, 2013). An 

institution that persistently makes a loss will ultimately deplete its capital base, which in turn puts 

equity and debt holders at risk. Moreover, since the ultimate purpose of any profit-seeking 
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organization is to preserve and create wealth for its owners, the bank’s return on equity needs to 

be greater than its cost of equity in order to create shareholder value. 

 
Interest rate on banks performance 

On the usage of funds, a certain sum of money paid or received is known as interest rate. Creditor 

receives interest when he lends money and debtor pays interest when he borrows (Uchendu, 1995). 

The amount of interest that a creditor receives is a percentage of the amount of money he lent and 

in the same way, the amount of interest that a borrower pays is a percentage of the total amount he 

borrowed. Anyone can make loan to someone and receive the interest or any institution like bank 

can accept the deposits. But, typically, it is the job of bank to provide the loans and accept the 

deposits. Here, the question arises that to provide loans, from where do banks obtain money? 

Bank’s encourage the public to deposit their money by offering interest rates which motivate the 

public to make deposits by opening their different accounts with the banks and banks use their 

funds for making loan to other people (Jhingan, 2004). Practically, when bank makes loan to a 

customer, it charges higher rate but pays lower rates to the depositor, with this difference of interest 

rates, banks make profit in return of giving these services. To make profit, bank charges higher 

interest rate as much as it is possible and on the other hand pays lower rate as much as possible. 

However, to attract the same borrower and depositor, banks are competing with each other, which 

in turn maintains the interest rates in comparable range (Coyle, 2000).  Due to the competition 

among the banks, interest rate remains in a comparable range. For tackling and managing the 

significant development, interest rate is to be addressed as a significant economic problem. On the 

other hand, in the profit and loss statement interest rate also engages in managing the interest 

component entirely. In addition, the interest rate also summarizes the receipt of debt, excellence 

of the debt, expectations of visions participation proportions and fixed floating mixture of the debt 

(Ahmad, 2003., Gieseche, 2004 & Felix & Claudine, 2008). 

 
Banks profitability 

The profitability of bank is typically spoken as a function of interior and exterior determinants. 

The interior determinants are called micro or bank specific determinants of profitability because 

they are initiated from bank accounts like the balance sheet or profit and loss account. While on 

the other hand, the exterior determinants are the variables which are not in the control of bank’s 
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management. These variables reflect the legal and economic environment which can influence the 

process and performance of an economic body. Moreover, the expenses of bank are considered 

significant determinant of bank’s profitability (Epure & Lafuente, 2012). Banks’ performance 

generally refers to the result of a banks policies and operations measured in monetary terms. It 

shows how well the policies and operations of the bank have increased or otherwise decrease the 

fortune of the bank. Taken this caveat, this study employed Return on Assets (ROA) as a metric 

of financial performance. ROA is a key proxy measure frequently used in the literature of bank 

financial performance. It shows the profit earned per naira of assets and most importantly reflects 

the management’s ability and efficiency to utilize banks’ financial and real investment resources 

to generate profits (Hassan & Bashir, 2003). The ROA depends on the bank’s policy decisions as 

well as on uncontrollable factors relating to the economy and government regulations. Rivard and 

Thomas (1997) asserted that bank profitability is best measured by ROA because high equity 

multipliers do not distort it. Guven and Onur (2009) corroborated this view by submitting that 

researchers focus on and make use of ROA to measure bank profitability to guard against most of 

the limitations associated with the use of other accounting financial performance proxies. Studying 

determinants of profitability of commercial banks in Qatar, Elsayed (2013) employed ROA as a 

proxy measure of bank financial performance the same manner Miko (2010) did in his study of 

the impact of consolidation on the profitability of banks in Nigeria. Both studies measured ROA 

as profit before tax over the total assets. Pandey (2009) explained that the appropriate measure of 

profit is profit before tax because it shows earnings arising directly from the commercial operations 

of the business without the effect of financing. Given this backdrop, this study measured ROA as 

the profit before tax divided by total assets and follow Elsayed (2013) and Miko (2010) in 

employing ROA as a proxy measure of bank profitability. 

 
Empirical review  

There have been some studies relating to the profitability of commercial banks in Nigeria. 

Drehman, Sorensen & Stringa, (2004) study the impact of bank lending rate on the performance 

of Nigerian banks between 2000 and 2010. It specifically determined the effects of lending rate 

and monetary policy on the performance of banks and analyzed how bank lending rate policy 

affects the performance of commercial banks. They found that lending rate and monetary policy 

rate has significant and positive effects on the performance of commercial banks. Demirguc-Kunt 
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& Huzinga (1999), Chen & Pan (2012) examined the performance of banks in Nigeria based on 

the interest rate policies of the banks. The study analyzed published audited accounts of twenty 

(20) out of twenty-five (25) banks that emerged from the consolidation exercise and data from the 

Central Banks of Nigeria (CBN). Applying regression and error correction methods to analyze the 

relationship between interest rates and bank performance the study found that interest rate policies 

have not improved the overall performances of banks significantly. 

 
Alburime (2008) used a sample of banks with 1255 individual observation on imbalanced panel 

data over the period 1980-2006 to investigate the macro-economic determinants of bank 

profitability in Nigeria. The result revealed that real interest rate, inflation, monetary policy and 

foreign exchange regime are positively associated with banks’ Return on Asset. Ahmad (2003) 

reported that interest rate on loan is the largest constituent of income for Nigerian banks as 

evidenced from available data and that the movement from one interest regime to another could 

have some effects on the profitability of banks in the system. Ogunlewe (2001) in a study of the 

monetary policy influence of banks profitability using data from Nigerian banks, found the 

determinants of bank profitability to include reserve ratio, stabilization securities and exchange 

rate. The study also found determinants of banks profitability to include total deposits, Treasury 

bill rates and lending rates. Uchendu (1995) investigated the effect of monetary policies on the 

performance of Nigerian commercial banks. He found that the dominant factors influencing bank 

profitability are interest rates, exchange rate, bank reserves, banking structure and unit labour 

costs, particularly when return on capital is used as measure of profitability. He concluded that 

stable and realistic monetary and banking policies are important for the profitability of commercial 

banking business in Nigeria. Elsewhere, Konwal and Nadeem (2013) investigate the impact of 

macro-economic variables on profitability of public limited commercial banks in Pakistan for 

years 2001-2011. Pooled Ordinary Least Square (POLS) method is used to examine the effect of 

three major external factors: Inflation rate, real gross domestic product (GDP) and real interest rate 

on profitability indicators; Return on Assets (ROA), Return on Equity (ROE) and Equity 

Multiplier (EM) ratios in three separate models. The empirical findings indicate a strong positive 

relationship of real interest rate with ROA, ROE and EM. Secondly, real GDP is found to have an 

insignificant positive effect on ROA, but an insignificant negative impact on ROE and EM. 

Inflation rate on the other hand, has a negative link with all three profitability measures. Overall, 
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the selected macroeconomic factors were found to have a negligible impact on earnings of 

commercial banks.   

 
As empirical study by Danena (2011), on the profitability determinants of Ethiopian commercial 

banks using the years balance sheet data on seven leading banks confirms positive effect of GDP, 

inflation and interest rate. Deger and Anbarb (2011) examine the bank-specific and 

macroeconomic determinants of bank’s profitability in Turkey over the time period from 2002 to 

2010. The bank profitability is measured by Return on Assets (ROA) and Return on Equity (ROE) 

using a balanced panel data set, the results show that real interest rate affects the performance of 

banks positively. Bennaceur and Goaied (2008) studied the determinants of commercial bank

interest margin and profitability. Evidence from Tunisia and found that interest rate liberalization 

has a negative impact on the interest margin whereas complete liberalization strengthens the ability 

of Tunisian banks to generate profit margins (Coyle, 2000., Uchendu, 1995., Alburime, 2008 & 

Jhingan, 2004., Kariuki, 2011., Reed, 2009). 

 
Increasing effect of interest rate on banks profitability 

When interest rate rises up, businesses have to pay more for borrowing. In other words, their cost 

of taking loan increases which decreases their profitability and due to decrease in profitability 

market price of their share also declines (Nwankwo ,1999). Moreover, a rise in interest rate also 

decreases the worth of corporate bond. The interest rate that a bond pays to its holder is not much 

attractive due to high interest rate. For borrowing and saving there are various types of interest 

rates that bank offers to set the rate of interest (Gieseche, 2004., Ahmad, 2003., Onyeaocha .,2001 

&  Kargi, 2011) 

 
Decreasing effect of interest rate on banks profitability 

The decline in the interest rate as a common rule is most excellent for the economic atmosphere 

because customers can easily pay for taking loan as they don’t have to pay higher interest rate for 

taking the loans. To regulate the economic development, interest rate is used as a device. As 

economy develops rapidly, interest rate will cause inflation in the economy(Gray and Brian, 2002)   

In other words prices go up to higher point which reduces the buying power of people which affect 

the demand of people for goods and services because of the shifting accessibility of bank loans. 

But on the other hand, when interest rates are low, the cost of borrowing declines which increases 
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the buying power of public and as a result they tend to make investments and spend in different 

forms. Lower interest rate also gives opportunity to businesses to take capital investment loan. By 

making huge investment in rising sectors and making significant profits, it also enhances the firm’s 

confidence (Felix & Claudine, 2008). 

 
Deposit interest rate and lending rate  

The price which borrowers pay for the use of money they borrow from a lender/financial 

institutions is known as interest rate. In other words, it is a fee paid on borrowed assets. Interest 

rate is a macroeconomic variable that banking industry uses for effective resource allocation in an 

economy. This however is made possible through the intermediation role played by these financial 

intermediaries in the economy. The Central Bank of Nigeria regulates the activities of these 

intermediaries in Nigeria with a view to achieving sets of monetary policy targets. One of the ways 

they do this is by selling a Monetary Policy Rate (MPR) which is the minimum rate in which 

deposit money Banks (DMBs) otherwise known as commercial banks lend to their customers. It 

is the rate at which DMBs borrow from the Central Bank of Nigeria. Interest rate can also be 

measured as the difference between bank deposit rate and that of lending rate. And so, for the 

purpose of this work, it is viewed that interest rate is the difference between deposit rate and that 

of lending rate. Interest rate is a measure of profitability between the cost of short term borrowing 

and the return on long term lending. 

 
Financial institutions are established to provide financial services with a view to make profit. The 

survival and sustainability of any profit oriented business depends on the level of profit they made. 

Banks however, as financial institutions provide financial services to their clients with a view to 

make profit. Banks lend to their customers as part of the intermediation role they play in an 

economy and in return, charge an interest rate for the use of money borrowed. According to Coyle 

(2000), charging of interest rate on the use of money borrowed, is important because the effect of 

time may erode the value of the amount of money borrowed and so, interest rate which is a price 

paid for the use of borrowed assets reflects the market information regarding expected change in 

the purchasing power of money or future inflation. On the other hand, lending rate which may be 

short, medium or long term basis is one of the services that deposit money banks do render to their 

customers. In other words, banks do grant loans and advances to individuals, business 
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organizations as well as government. In order to enable them embark on investment and 

development activities as a means of aiding their growth in particular or contributing toward the 

economic development of a country in general. However, deposit money banks decisions to lend 

out loans are influenced by a lot of factors such as the prevailing interest rate, the volume of 

deposits the level of their domestic and foreign investment, banks liquidity ratio, prestige and 

public recognition (Uchendu, 1995). This study becomes imperative because deposit money banks 

in Nigeria need to understand how to manage these huge assets in terms of their loans and 

advances. For the banks to balance their main objectives of liquidity, profitability and solvency, 

lending must be hand bed effectively and the banks must behave in a way that their potential 

customers are attracted and retained (Alburime, 2008). 

 

 

Interest rate on borrowing and lending  

Banks like other private enterprises establish policies aimed at achieving their primary objectives, 

such as profitability and liquidity. The interest rate policy is one of the major tools employed by 

the monetary authorities to regulate the values, supply and cost of money. Economic activity in 

any economy to a large extent is influenced by interest rate. Interest rate as a component of cost of 

fund, has contributed both positively and negatively on the economy, and has gained considerable 

attention from economist, lender and borrowers alike. It affects the demand for and allocation of 

available loanable funds, it also affects the level of consumption on one hand, and the level and 

pattern of investment on the other hand, as higher interest rate discourage borrowing and 

encourages savings and will also tend to slow the economy. Lower interest rate encourages 

borrowing and economic growth i.e. the lower the interest rate, the higher the profit expectation as 

businesses are expected to pay certain percentage of the money borrowed (little) as interest for 

fund borrowed. Conversely, the higher the rate of interest, the less the profit expectation (Jhingan, 

2004). However, high rate of interest to the borrowers on lending has contributed to the bank 

failure in higher-risk segments of the credit market. This involved elements of moral hazard on the 

part of both the banks and their borrowers and the adverse selection of the borrowers (Ahmad, 

2003). 

 
Bank credit 
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 Banks and financial institutions mobilize deposits and utilize them for lending. Credit 

management is concerned mainly with using the bank’s resource both productively and profitably 

to achieve a preferable economic growth. At the same time, it also seeks a fair distribution among 

the various segments of the economy so that the economic fabric grows without any hindrance as 

stipulated in the national objectives, in general and the banking objectives, in particular. According 

to on Onyeaocha (2001), the term credit is used specifically to the faith placed by a creditor (lender) 

on a debtor (borrower) in money, goods or securities to debtor. Essentially, when a loan is made, 

the lender is said to have extended credit to the borrower and he automatically accepts the credit 

of the borrower. Credit management involves the necessary management put in place by the bank 

for the repayment of the loan facility that is granted to customers. The prices of credit proposal 

proposition begins right from the moment a loan proposal proposition is submitted, through when 

decision is taken on it and when necessary, up to when laws suit or litigation is entered into. This 

may require very careful scruitinization for the loan proposition and giving adequate consideration 

to all the facts of the request. If a decision is taken to grant the request, due consideration must 

have been given to the canons of lending.  A bank exist not only to accept deposit but also to grant 

credit facilities, therefore inevitably exposed risk faced by banks and the success is by far the most 

significant risk faced by banks and success of their businesses depends on accurate measurement 

and efficient management of the risk to a greater extent than any other risks. Cyle (2000) defined 

credit risk as losses from the refusal or inability of customers to pay what is owed in full and on 

time. Credit management maximizes bank’s risk adjusted rate of return by maintaining credit 

exposure within acceptable limits in order to provide the framework for understanding the impact 

of credit management on bank’s profitability (Kargi, 2011). Nwankwo (1999) in his own 

contribution posits that the starting for efficient management control is the recognition of cost and 

its potential effect on profit organization. The management of the credit flow involves the use of 

some tools or mechanisms to ensure the proper utilization and returns of the credit facilities 

available. This entails the formulation of specific policies and guidelines to carry out the set goals 

of management. 

 
Furthermore, banks should comply with the laid regulations requiring them to obtain credit 

information that enjoy credit facilities of huge sums of money. This will go a long way to enable 

the CBN identify chronic bank debtors who move from one bank to another seeking for loans 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

132 

 

without fulfilling their repayment obligations to the banks. Credit management must play its role 

to help banks be in compliance with Basel II Accord and other regulatory bodies. Banks must be 

active in managing the risk in various securities and derivatives, still progress has to be made for 

analyzing the credit of losses. So credit management becomes a very important tool for the survival 

of banks.  According to Gray and Brian (2002), credit risk management provides management, 

loan pricing and structuring and portfolio diversification. Laterva (2009) posit that effective 

management of credit is in extricably linked to the development of decision making and 

simultaneously reduce cost of controlling credit risk. This required a complete base of partners and 

contractors. Also, through effective management of credit risk exposure, banks not only support 

the viability and profitability of their own business but also contribute to systematic stability and 

to an efficient allocation of capital in the economy (Psilaki, Tsola& Margaret 2010). 

 

Lending objectives and policies of bank 

The main objectives of bank lending included making profit and maintaining a high level of 

liquidity at all times. Banks as business concerns are aimed at making profit and continuing in 

business. The issues of continuity make it mandatory for a bank to adopt certain policies to achieve 

profitability, liquidity and solvency objective (Sanusi, 2002). Profitability is necessary for long-

term survival of any business including a bank. It is an index of management efficiency. The 

cardinal function of bank loan is to attract income. In that case, the expected amount must be more 

than the actual cost of fund. For Liquidity maintenance, certain guidelines are stipulated by 

monetary authority to control and ensure adequate liquidity in banks. For instance, reserve ratio, 

interest rate, stabilization, security, open market operation, cash ratio and credit ceiling are used 

to regulate the operation of the banks, inspire of the CBN control, prudent management require 

that the bank maintain a reasonable balance between the deposit fund and overall lending of banks. 

In order to do these, adequate attention must be given to maturity profile of outstanding loans, 

(Ekpo, 2005). Solvency, which is otherwise termed safety, is a term that allows banks to grant 

credit to firms only on the assurances that their assets are sufficient enough to cover their liabilities. 

Banks in their lending activities want to ensure that money given out as credit facilities will be 

safe and both the invested and the principal will be repaid by the customer within an agreed credit 

period. It is in this avenue-e that banks will continue to be in business. One of the constraints to 

banks effective performance in Nigeria is the problem of mismatch; here short terms funds are 
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given or a long-term investment which accumulates non-performing loans. Generally, a policy is 

a plan an action that is chosen to work out the action, loan policies connotes a guide in which a 

bank desire to adopt in their activities. According to Essien (2007), loan policies are guidelines 

which provides framework for lending possibilities. In lending policy activities, banks try to ensure 

that lending activities are in line with internal and external constraints. Banks also try to ensure 

that loans and advances have highest quality. A number of factors affect the loan policies of banks 

in Nigeria, and these factors affect the quality of the exposure. 

 
RESEARCH METHODS 

The focus of this study has been on interest rate and its effect on performance of commercial banks 

in Nigeria. Research design is the approach or scheme which defines the tools and strategies of the 

research. In this study, the exploratory design is employed to identify the factors that contribute to 

interest and credit risk on the performance of commercial banks in Nigeria. Two major sources of 

data exist; these are the primary sources and the secondary sources. Primary sources are generated 

by the research and secondary source consists of already existing data used for some other works 

but were found to be useful in this study. Based on the objectives of the study, the secondary 

sources are employed in this research. The study employs desk survey. Data were gotten from 

statistical bulletins of the Central Bank of Nigeria, relevant journals and textbooks. In analyzing 

the data gathered for this work, multiple regression models was employed to establish the 

relationship between dependent variable and independent variables. The objectives of the study 

are to establish the relationship existing between interest and performance of commercial banks in 

Nigeria. Based on this, the model below has been developed for the study. 

 BPROF = f (DEPINTR, LINTR, BC) 

Where; 

 BPROF = Banks profitability 

 DEPINTR = Deposit interest rate 

 LINTR  = Lending interest rate 

 BC  = Bank credit 

  

Therefore, the functional relationship is linearized into ordinary least square (OLS) model. 

 BPROF = 0 + 1 DEPINTR + 2LINTR + 3BC + e 

Where; 

 Dependent variable   =  BPROF 
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 Independent variables  = DEPINTR, LINTR, BC,  

 Regression constant  = 0 

 Regression coefficient  = 0 - 3 

 Stochastic error term   = e 

 

Analysis of data 

 The regression results on interest rate and profitability of commercial banks in Nigeria . 
 (Regression Results) 
Dependent variable: BPROF 
 
Variable Coefficient  Std error  t-stat Prob 
C 3.481684 0.932634 3.73329 0.0010 
DEPINTR 0.972832 0.099143 9.81223 0.0000 
LINTR 10.00510 1.23959 8.07123 0.0000 
BC 0.4200 0.14090 2.98105 0.0016 

Source: Eview. 

 

R2  = 0.875134 

R2(adj)  = 0.85999 

SER  = 0.619877 

DW  = 0.613550 

F-stat = 6.782101 

 

The goodness of fit of the model as indicated by adjusted R-squared value of 0.85999 or 86 percent 

indicated that the model fits the data well, the total variation in the observed behaviour banks 

performance is jointly explained by variation deposit interest rate, lending rate and bank credit. 

The remaining 14 percent is accounted for the stochastic error term. To test for the overall 

significance of the model, the ANOVA or the f-statistic is used. To test for the individual statistical 

significant of the parameters, the t-statistic of the respective variables were considered. 

Considering their probability values which were automatically generated during the computation 

process by the computer software, the constant term is significant at 1 percent level and other 

explanatory variables were also significant at 1 percent level. Also, the DW statistic is used to 

compare with the table DW values. The decision rule for no autocorrelation in the residuals of the 

model is that the calculated DW value must fall between du and 4-du since K1 = 4 variable and n 

= 24 years, then reading up from DW table, it shows that the calculated DW (0.6135) falls outside 

du and 4-du. It is reported that the model is not free from serial correlation. Therefore, the estimates 

should be taken with caution. 
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Based on the analysis of interest rate and performance of commercial banks in Nigeria the 

following findings were made: Deposit interest rate has a significant impact on the performance 

of commercial banks. Deposit interest rate was found as a positive factor that contributed to the 

growth and development of commercial banks. The result shows that lending interest rate had a 

positive impact and it was statistically significant. The finding conforms to the works of scholars

who postulated that lending rate positively affected the performance of banks. It was revealed that 

bank credit has a positive effect on the study and it was a factor that led to the positive performance 

of commercial banks in Nigeria. As an addendum, interest rate has a positive effect on the

performance of banks and it was statistically significant. This means that interest rate was relevant 

during the period of study. All the incorporated variables were determinants of banks profitability 

with a positive performance. It means that one percent increase on each variable contributed 

positively to the growth of banks.  

 
Summary of findings 

 The following findings are made: 

1. Deposit interest rate has a significant impact on banks profitability. 

2. Lending interest rate has a significant impact on banks profitability. 

3. Bank credit has a positive effect on banks profitability. 

 
Conclusion/Recommendations 

The study empirically examined interest rate effect on profitability of commercial banks in 

Nigeria. Various variables such as deposit interest rate, lending interest rate and bank credit were 

used in this study. It was shown that all these variables had a positive effect on banks profitability. 

The study concluded that interest rate affected banks profitability positively. The following 

recommendations are made: 

 
1. Government should adopt monetary policies that will help Nigerian banks to improve on 

their profitability and there is need to review and strengthen bank lending rate policies 

through 

effective and efficient regulation and supervisory framework. 
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2. Banks can improve their profitability through charging moderate lending rates as against 

maximum rates as their circumstances may allow. 

3. The managers of banks are expected to be able to create  the conditions for an efficient 

banking system devoid of information  asymmetry to adapt to changing macroeconomic 

variable of interest rate. 

4. Banks management must efficiently manage their portfolios in order to protect the long 

run interest of profit making.   
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ABSTRACT 
This study examines the impact of environmental cost disclosure on corporate performance of 
quoted oil companies in Nigeria. The independent variable for the study is environmental cost 
disclosure while the dependent variable is corporate performance. The proxies for environmental 
cost disclosures are community development costs, waste management cost, employee health and 
safety costs and fines, penalty and compensation disclosure while the proxy for corporate 
performance is return on asset (ROA). The main source of data is secondary; sourced from the 
published financial statement of the selected firms. A sample of 9 oil firms listed on the Nigerian 
Stock Exchange for a period of Ten years (from 2009-2018) was selected using the non probability 
sampling technique. The data collected were analysed using descriptive statistics and Ordinary 
Least Square Method. The results revealed that community development costs disclosure has 
positive but insignificant impact on return on asset of quoted oil companies in Nigeria; whereas 
waste management costs disclosure has negative and non significant effect on return on asset of 
quoted oil companies in Nigeria. The study also revealed that employee health and safety costs 
disclosure and fines, penalties and compensations disclosure have positive significant impact on 
return on asset of quoted oil companies in Nigeria. The study, therefore recommends that among 
others, management of oil companies in Nigeria should increase spending on environmental issues 
in their host community in order to improve their performance since this has positive effect on 
corporate performance. The companies are encouraged to improve on the content of their 
environmental disclosure in the annual financial statements. Thus, improvement on content of 
environmental disclosure will impact positively on environmental responsibility and value 
relevance of the companies. These findings have implications on companies that pollute the 
environment in the sense that their future solvency may be eroded with gradual depletion in 
earnings. 
Keywords: Environment, Cost disclosure, Sustainability, Oil companies, Pollution 


