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prudential guidelines, level and components of required reserves and liquidity ratio,
capital adequacy and open market operations. Of those factors (including staff costs
and certain service charges), only the loan volume (depending on the bank's free
reserves) and staff costs are to some extent within the commercial bank’s control.
The rest are stipulated by the central bank. For instance, in 1994 Monetary and Credit
Policy Guidelines, the Central Bank of Nigeria specified a minimum cash reserve
requirement ratio (cash deposits with the CBN to total demand liabilities made up of
demand, savings and time deposits) equal to 6.0 per cent; liquidity ratio of 30 per
cent; a 12.0- 15.0 per cent savings and time deposit range; and a maximum of 21.0
per cent on lending rate, inclusive of all charges. Similarly, the exchange rate of the
naira was fixed at 22.0 to the US dollar. Other monetary policy measures designed
to guide the commercial banks in loan administration included percentage allocation
of loans to government's priority sectors (agriculture, 18 per cent, manufacturing, 42
per cent and exports, 10 per cent), rural borrowers, and small-scale enterprises. The
1995 Monctary, Credit, Foreign Trade and Exchange Policy Guidelines retained most
of theses policies but re-introduced the interbank foreign exchange market where the
exchange rate the naira is expected to be market determined in the form of.  :ono-
mous Foreign Exchange Market (AFEM). In addition, the CBN would only inwcvene
in the market in response to its policy objectives. A 7.5 percentage point spread be-
tween the savings and lending rates was also prescribed in the guidelines. The CBN
Decree 24, and Banks and Other Financial Institutions Decree (BOFID) 2!, all of
1991, provide the umbrella laws governing the operations of the industry.

Several authors have investigated the monetary policy - commercial bank
performance relationship. Knight (1970) studied the effects of Federal Reserve
system policies on the banking system and found that the variation in free reserves
has a pronounced effect on banks loan and investment expansion ability. ltuwe (1983)
and Babalola (1989) in particular, Akingbade (1983) and Qjo (1994) have covered
commercial banking performance in Nigeria in their study of certain aspects of the
banking system. Ezeuduji (1994) highlighted the channels through which monetary
policy affect the performance of the banking industry in Nigeria but did not provide
empirical cvidence on the impact of these policies nor their measurement.

A recent and more detailed attempt by Odufalu (1994) was aimed at analysing
the effects of monetary policy on banks’ profitability in Nigeria. He developed a bank
profitability model in which the reduced form had profit before interest and tax as the
dependent variable and average interest rate on savings and time deposits; prime lending
rate for loans and advances; treasury bill rate (as the rate of return on investment);
total deposits; liquidity ratio; cash ratio; and income as explanatory variables, Using
pooled data for only twelve commercial banks for 1986 - 1990 period, he estimatec
the model by the method of ordinary least squares (OLS). The existence of
multicollinearity between the cash and liquidity ratios could have necessitated his
dropping the cash ratio. The rest of his results showed that total deposits, treasury
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