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Abstract 

The study examined the effect of loan cost liberation on the exhibition of store cash 

banks in Nigeria for the period of 32 years. As part of the methodology, annual data 

between 1990 to 2021 was collected and used in the study while descriptive statistics, 

correlation matrix and regression was used which reveals that base loaning rate affects 

absolute bank store of Store Cash Bank in Nigeria and furthermore financial 

arrangement rate altogether affects all out bank store of Store Cash Bank in Nigeria. 

Public Reserve funds was found to affect absolute bank store of Store Cash Bank in 

Nigeria. Ultimately, store rate was found to fundamentally affect all out bank store of 

Store Cash Bank in Nigeria. It was concluded that Nigerian banks remain dominant in 

the financial system, with significant advances and loans to both public and private 

sectors. It was recommended that Monetary authority ought to guarantee moderate 

loan fee that supports venture, having seen that there is areas of strength for a between 

financial strategy rate and all out  bank store using relapse examination, 

government ought to embrace arrangements that will  assist Nigerian saves 

money with enhancing store got. 

 

Keywords: Financial Strategy Rate, Least Loaning Rate, Loan Cost Liberation, Public 

Saving, Store Rate 

 

Introduction 

The Federal Government of Nigeria implemented loan cost liberation in 1989 to boost 

private sector support and the economy. However, since then, there has been no 

significant improvement in the financial sector. The National Bank of Nigeria's 

approach has mostly contributed to the progress of store cash banks, which primarily 

rely on client reserve funds. Loan fees in Nigeria are still managed, but the Financial 

Strategy Rate (MPR) is used to control these fees, with higher MPR indicating higher 

financing costs (Francis, 2019). According to CBN (2018), the Nigerian government 

cancelled all supporting costs controls in July 1987, leading to the liberation of loan 

costs on August 1, 1987. This resulted in no uniform crediting rates among store cash 

banks, with clients charged different rates. High-income borrowers are charged prime 

loaning rates, while others are charged the normal advancing rate, which is part of their 

FICO assessment. The loan fee liberation strategy allowed banks to have store rate 

portfolios, with rates varying based on store term and total length. 
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Loan costs are crucial for any economy as they impact how cash is spent. Banks play a 

vital role in directing investible resources for economic growth. To strengthen their 

practices, countries have established regulatory frameworks and rules. Credit costs, 

which are the degree of interest charged by banks for using their money, are a 

significant determinant of hypothesis. Funding costs vary across banks and countries, 

with better rates given to preferred clients with positive bank histories and the most 

popular rates available to all who meet the criteria (Agu, 2020). Monetary liberation 

and development involve the removal of regulations affecting the types of businesses, 

the types of firms allowed to trade in specific sectors, and the terms on which 

management is permitted. These loose guidelines include controls for loan costs, tasks 

by banks outside their country of enrollment, and limitations on the types of business-

specific financial foundations that can execute.  

 

Interest Rate 

Loan cost is the sum a moneylender charges for the utilization of resources 

communicated as a level of the head. The loan fee is regularly noted on a yearly premise 

known as the yearly rate (APR). The resources acquired could incorporate money, 

customer products, or huge resources like a vehicle or building. The National Bank 

loans to monetarily sound Store Cash Banks at a most ideal pace of revenue, called the 

base rediscount rate (MRR). The MRR sets the floor for the financing cost system in 

the currency market (the ostensible anchor rate) and in this manner influences the stock 

of credit, the inventory of reserve funds (which influences the stockpile of stores and 

money related total) and the stock of venture (which influences full work and Gross 

domestic product) as per Obidike, Ejeh, and Ugwuegbe (2015). 

 

Interest Rate Liberation 

Loan cost is a term used to describe the rate charged on a borrower's total amount for 

the use of cash with the guarantee of repayment. It is characterized as rental installments 

for credit usage or the return for leaving liquidity by loan specialists. The cost of 

acquiring cash, estimated in naira, each year per naira, is the financing cost. It is the 

expense of reserving the privilege to get and use loanable assets. Credit charge can be 

requested using indicators like turn of events and liquidity. It can also be described 

along crediting and store rates lines. 
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In Nigeria, the Public Bank has organized store rates into four types: 90 days, 3-6 

months, 6 months, and more than a year. These rates can be controlled or freed. The 

first method involves financial specialists controlling rates, while the second option 

involves the inverse. Loan cost freedom refers to the ability of banks and clients to 

determine the rate for a trade, with controllable and wild factors playing a crucial role 

in the rates. In a freed system, the national bank does not simply determine the ongoing 

loan and store rates (Ogunseye and Ogunbi 2011). 

 

Review of Financing costs Strategy in Nigeria 

Before the introduction of SAP, the Central Bank of Nigeria (CBN) fixed loan costs to 

promote socially ideal asset allocation, monetary market development, and credit flows 

to favored areas. Various loan costs were applied to different areas of the Nigerian 

economy, with horticulture and modern areas receiving special loan costs. Despite low 

loan fees, these expenses led to high expansion and monetary disintermediation due to 

low reserves and ventures (Kolawole, 2013). The introduction of SAP in 1986, 

following the IMF proposal, led to market-driven financing costs, increasing interest 

rates and causing variations in revenue. The CBN adjusted the base rediscount rate to 

stimulate economic growth, eventually increasing it to 13.25 percent in 1989 (CBN, 

2018; Soludo, 2008). 

 

Relationship between Interest Rate and Bank Performance 

Loan fees refer to the return or yield on value and the open door cost of deferring the 

use of cash in the present for a period later. They are determined by the competing 

powers of interest for and supply of loanable cash in some random economy. The cost 

of applying for a line of credit or the return you get for keeping your cash in the bank 

is addressed by a financing cost, which is the amount of the rule that is paid as an 

expense throughout a specific measure of time. This charge is also known as the 

"interest" (Victor & Eze, 2018). Banks aim to obtain more benefits, such as paying 

organizational charges, interest to investors, wages to the staff, profit to investors, and 

meeting other costs. Productivity is crucial for a bank to maintain its capital position 

and work on future benefit through the venture of held profit. A bank's profit from value 

(ROE) should be more prominent than its expense of value to make investor esteem. 

Financial strategy includes the connection between acts by the national bank and 
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monetary events and cost steadiness. National banks use different measures to achieve 

the ideal level of economy and expansion rate. Studies have shown that loan fees can 

significantly influence business banks, with exorbitant loan costs benefiting businesses 

and reducing the economy's contraction rate (Dhungana, 2016). In recent years, studies 

have examined the relationship between loan fees, reserve funds, and interest in Nigeria, 

finding that a solid decrease in real loan costs wouldn't naturally lead to an expansion 

in domestic speculation. Other studies have found a negative relationship between loan 

costs and financial performance, with varying degrees of success. 

 

Rational Expectations Theory of Interest Rates 

The judicious assumptions hypothesis, developed by John Maynard Keynes, suggests 

that new data about loan costs and resource costs can shape assumptions about future 

changes. This model suggests that predicting business sector credit charges is 

challenging due to the need for forecasters to understand new information and its 

implications for funding expenses and asset costs. The Cutting Edge Hypothesis of 

Premium, also known as the Overall Balance Hypothesis of Premium, combines 

financial and real variables to show that speculation, reserve funds, liquidity, and cash 

supply are essential components of a complete loan cost hypothesis. 

 

The Loanable funds Theory of interest 

The neo-traditional loanable assets hypothesis suggests that the speed of interest is 

determined by the demand and supply of loanable assets or credit. This theory suggests 

that the interest for loanable assets is not determined by the speed of interest alone, but 

by the supply of loanable resources. The supply of loanable resources comes from local 

reserves, money disbursements, and the growth of new individuals and associations. 

However, the hypothesis has been criticized for overemphasizing the impact of loan 

costs on reserve funds, as people save to meet initial goals, leading to income inelastic 

savings. The theory combines conventional and liquidity tendency hypotheses, 

focusing on the total reserve of loanable resources and the outright interest for loanable 

assets. 

 

Empirical Review 

Afolabi and Akinde (2023) analyzed how Nigerian store cash banks acted 

corresponding to financial arrangement. All out credits to add up to resources (TLTA) 
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was utilized as a proportion of execution, while financial strategy rate (MPR) and 

liquidity proportion (LR) were utilized as pointers for money related arrangement. 

Customary Least Square was utilized in testing the impacts of the strategy apparatuses 

on TLTA. TLTA is adversely affected by MPR altogether, while the impact of LR is 

negative however irrelevant. The review presumes that Nigeria's store cash banks' 

exhibition is essentially impacted by money related approach. The review suggests the 

heightened utilization of MPR as the anchor rate, joined with other painstakingly 

concocted systems. 

 

Also, Samuel and Vivian (2022) examined the financing cost liberation on business 

banks' loaning activities in Nigeria in Nigeria from 1970 to 2020. The Johansen co-mix, 

mistake adjustment model, and chow test were used in the exploration, which utilized 

yearly CBN information. The result for the Johansen co-compromise test shows that 

there is a long-run association between supporting expense and business bank credits 

and advances in Nigeria during the hour of examination, while the chow test assessment 

shows that the invalid hypothesis is excused, and this suggests that funding cost 

influences business banks' advances and moves in Nigeria during controlled and freed 

periods.  

 

Meanwhile Kingsley (2022) looked at the association between loan cost liberation and 

execution of Nigerian store cash banks for the period 1996-2018. The data were studied 

for stationarity with the Dickey-Fuller (D-F) test, long-run relationship with the 

Bound's co-joining test, and ARDL relentless quality with successive relationship, 

heteroscedasticity, and normality tests. The results of the tests uncovered that the 

variables were totally consolidated of solicitation zero or one, and that the elements 

have a long-run relationship. Subsequently, the ARDL model for limit evaluation 

uncovered that really prime crediting rate was earnestly connected with bank ROA, 

however the illustrative factors were not commonly truly colossal.  

 

Methodology 

The ex-post facto research plan, a variation of the quantitative examination 

configuration, will be utilized for this review.Normal Least Square (OLS) various 

relapses will be utilized as it was considered as the super econometric device. Optional 

wellspring of information will be taken on and assembled from National Bank of 
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Nigeria Measurable Announcement for the time of 32 years (1990 - 2021). With the 

end goal of this review, All out store banks (yet to be determined) was the reliant 

variable while the autonomous factors are money related arrangement rate, least loaning 

rate, public saving and store rate. The traditional relapse model is the financial model 

of assessment adjusted in this review. 

The model is indicated as: 

Y = β0 + β1X1 + β2X2 + … … … … .. βnXn +µ 

Applying the condition to the review, we have: 

Yet to be determined = f (MPR, MLR, NAS, DR) 

In an econometric structure, the model is composed as follows: 

To be determined = β0+ β1MPR1 + β2MLR2 + β3NAS3 + β4DR4 + µ 

Where, 

To be determined = All out Bank Store 

MPR = Financial Strategy Rate 

MLR = Least Loaning Rate 

NAS = Public Saving 

DR = Store Rtae 

β1 - β4 = Coefficients of Autonomous Factors 

µ = Stochastic Blunder Term 

 

Data Analysis and Interpretations  

Table 1: Descriptive Statistics 

 LTBD MPR MLR NS DR 

 Mean  7.185754  13.65625  24.50563  6.051875  65.88344 

 Median  7.322257  13.50000  23.10000  4.090000  15.36000 

 Maximum  10.08367  26.00000  36.09000  18.80000  427.4500 

 Minimum  3.389462  6.000000  18.36000  1.410000  0.020000 

 Std. Dev.  2.134950  3.838866  4.408924  4.947643  120.0525 

 Skewness -0.229014  0.810866  0.622465  1.375996  2.014124 

 Kurtosis  1.643535  5.196025  2.664291  3.452710  5.557563 

      

 Jarque-Bera  2.733049  9.936723  2.216733  10.37121  30.35723 

 Probability  0.254992  0.006955  0.330098  0.005597  0.000000 

      

 Sum  229.9441  437.0000  784.1800  193.6600  2108.270 

 Sum Sq. Dev.  141.2983  456.8438  602.5970  758.8543  446790.9 

      

 Observations  32  32  32  32  32 

Source: E-view Output, 2024 
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In reality, the mean of least loaning rate (MLR) shows 24.50563, middle (23.10000), 

most extreme worth (36.09000) and least worth (18.36000). Likewise the mean of 

absolute bank store (yet to be determined) demonstrates 7.185754, middle (13.65625), 

greatest worth (10.08367) and least worth (3.389462). All the more so the mean of 

public saving (NS) shows 6.051875, middle (4.09000), greatest worth (18.80000) and 

least worth (1.410000). In conclusion, store rate (DR) demonstrates 65.88344, middle 

(15.36000), most extreme worth (427.4500) and least worth (0.200000). Nonetheless, 

the rundown insights recorded relative exclusive expectation deviations for the majority 

of the series aside from complete bank store, financial approach rate and least loaning 

rate. Store rate (DR) have the best quality deviation with a worth of 120.0525, trailed 

by complete bank store at 2.0134950; financial strategy rate (3.838866); least loaning 

rate (4.408924) and public reserve funds (4.947643). This shows that the scatterings of 

the genuine information from their means are extremely high. It can likewise be derived 

that the vast majority of the series are not respectably slanted. Additionally, the 

likelihood of Jarque-Bera measurement is high for the series with the exception of 

complete bank store and least loaning rate (MLR) showing the acknowledgment of the 

ordinary appropriation speculation. 

Table 2 Lag Length 
VAR Lag Order Selection Criteria     

Endogenous variables: LTBD MPR MLR NS DR     
Exogenous variables: C      

Date: 09/27/23   Time: 16:59     
Sample: 1 33      

Included observations: 30     
       
        Lag LogL LR FPE AIC SC HQ 
       
       0 -458.7791 NA   18427307  30.91861  31.15214  30.99332 

1 -313.0649   233.1427*  6056.781  22.87099   24.27219*   23.31925* 

2 -285.3403  35.11779   5877.981*   22.68936*  25.25822  23.51116 
       
        * indicates lag order selected by the criterion    

 LR: sequential modified LR test statistic (each test at 5% level)   

 FPE: Final prediction error     
 AIC: Akaike information criterion     

 SC: Schwarz information criterion     
 HQ: Hannan-Quinn information criterion    

Source: E-View Output, 2024 

From the above result of VAR Slack Request Determination Rules above, it shows the 

slack construction from slack 0 to slack 2 with three data basis. Taking a gander at the 

measure mark with the least worth to decide the ideal slack. From the above table, 

Akaike Data Basis (AIC) is marks at slack 2 and it has minimal worth with the worth 

of 30.91861*. This means that slack 2 is the ideal slack for the model. Consequently, 
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for the model LTBD, MLR, MPR, NS and DR as shown by AIC standard, slack 2 is 

the ideal slack length for the general model. 

 

Table 3: Regression Analysis 

Dependent Variable: TBD  

Method: Least Squares   

Date: 10/31/23   Time: 12:30   

Sample: 1990 2021   

Included observations: 32   
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -698.3131 3102.734 -0.225064 0.8236 

MPR -614.3767 193.0541 -3.182407 0.0037 

MLR 581.5017 161.7646 3.594740 0.0013 

NS -299.9594 133.0176 -2.255035 0.0324 

DR 33.58286 5.298623 6.338035 0.0000 
     
     

R-squared 0.858079     Mean dependent var 5558.906 

Adjusted R-squared 0.837053     S.D. dependent var 6935.703 

S.E. of regression 2799.711     Akaike info criterion 18.85502 

Sum squared resid 2.12E+08     Schwarz criterion 19.08404 

Log likelihood -296.6803     Hannan-Quinn criter. 18.93094 

F-statistic 40.81156     Durbin-Watson stat 1.148285 

Prob(F-statistic) 0.000000    
     
     

Source: E view Output, 2024 

 The R2 is 85% which is great in light of the fact that 85% is more prominent than 60%, 

and that implies that the model is fit. The excess 15% are elements or factors that were 

excluded from the model which are equipped for affecting the reliant variable. The 

changed R2 which is 83% could be additionally made sense of that subsequent to 

adapting to the level of opportunity, the indicators can make sense of 83% variety of 

absolute bank store. The outcome shows that every one of the illustrative factors which 

incorporate financial strategy rate, least loaning rate, public reserve funds and store rate 

with the likelihood worth of 0.0037, 0.0013, 0.0324 and 0.0000 are genuinely huge at 

5% degree of importance which similarly implies they essentially affects absolute bank 

store in Nigeria. 

Coefficient of factors 

For the basic direct models considered here, the coefficient estimates the peripheral 

commitment of the autonomous variable to the reliant variable, holding any remaining 

factors fixed. Different coefficients are deciphered as the incline of the connection 

between the comparing free factor and the reliant variable, expecting any remaining 

factors don't change. The worth of consistent which is - 698.3131 suggests that holding 

the free factor steady, absolute bank store will diminish by 698.3131. 
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The coefficient of money related arrangement rate (MPR) has the coefficient of - 

614.3767 which implies that any expansion in financial strategy rate there will be 

decline in all out bank store. The noticed obtuseness of absolute bank store to the 

financing cost (- 614.3767). One, financial adjustment (or any arrangement shock) that 

brings down the genuine loan fee wouldn't naturally lessen absolute investment funds. 

Two, monetary change that raises the genuine loan cost wouldn't naturally work on all 

out investment funds. Also, three, charge impetuses coordinated at upgrading 

individual wages, and subsequently reserve funds, would be insufficient in raising all 

out investment funds (Schmidt-Hebbel, 2016). The normalized coefficient of least 

loaning rate is 581.5017 with p-worth of 0.0013 which is under 0.05 percent critical 

level. This demonstrates a positive huge connection among MLR and to be determined 

a proportion of Execution of Nigerian banks. The F-measurement is 3.594740. This 

intends that, there is a positive huge connection between free factors and ward variable. 

As per Iweala (2005), this will empower the poor take part in financial exercises and 

be more confident.  

Ultimately, the coefficient of stock public saving (NS) is negative and critical. The 

outcome isn't in line to the assumption. Additionally, the coefficient of store rate (DR) 

have positive relationship on all out bank store with measurable huge impact with the 

worth of 33.58286. This sign that as store rate expanded by one unit, complete bank 

stores increments by 33.58286. Ultimately, store rate was found to fundamentally affect 

all out bank store of Store Cash Bank in Nigeria. The f measurement shows that 

financial approach instruments affects complete bank store of Store Cash Banks in 

Nigeria. From the above table, Akaike Data Basis (AIC) is marks at slack 2 and it has 

minimal worth with the worth of 30.91861*. This means that slack 2 is the ideal slack 

for the model. Consequently, for the model LTBD, MLR, MPR, NS and DR as shown 

by AIC standard, slack 2 is the ideal slack length for the general model. Subsequently, 

the factors, for example, all out bank store (yet to be decided), money related strategy 

rate (MPR), least loaning rate (MLR), store rate and public saving (NS) were not fixed 

at level I(0) however they fixed at first distinction I(1). Subsequently, the outcomes is 

liberated from fake relapse. 

 

Conclusion and Recommendation 

The study analyzed the impact of financing costs on the performance of Nigerian cash 

banks from 1990-2021. It focused on the financial approach rate, least loaning rate, 
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public reserve funds, and store rate on total bank stores. The research used data from 

the National Bank of Nigeria (CBN) and various hypotheses to understand the 

relationship between loan costs, money-related approach rate, and bank performance. 

Keynes' judicious assumptions hypothesis was used to predict future changes in loan 

fees and resource costs. The neo-traditional or loanable assets hypothesis emphasized 

the importance of interest rates in loan requests and supply. The liquidity preference 

hypothesis was considered a temporary model of the economy's growth pace. The study 

also used a regression model to examine the influence of financial strategy rate, least 

loaning rate, public reserve funds, and store rate on total bank stores. The results 

showed that Nigerian banks remain dominant in the financial system, with significant 

advances and loans to both public and private sectors. In view of the discoveries made 

over this review, the accompanying suggestions are thusly give underneath: 

i. Monetary authority ought to guarantee moderate loan fee that supports venture. 

ii. Having seen that there is areas of strength for a between financial strategy rate 

and all out bank store using relapse examination, government ought to embrace 

arrangements that will assist Nigerian saves money with enhancing store got. 

iii. The National Bank of Nigeria (CBN) ought to plan and utilize strategy 

instruments that will keep up with expansion at a sensibly low level so it won't 

disintegrate the genuine worth of stock increases. 

iv. Bank ought to build the financing cost on reserve funds to urge individuals to 

save more and spread their venture instead of holding cash under their cushions. 

v. Lending rate ought to be developed to make it more viable on all out bank store 

in Nigeria. 

vi. Finally, government ought to execute a steady cost framework as it is a genuine 

instrument in used to further develop the homegrown venture environment both 

in the genuine area and in the capital market overall. 
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