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Abstract

Fluctuations in interest rates remain a critical challenge affecting the profitability of listed deposit
money banks in Nigeria. This study investigates the relationship between interest rates and banks
profitability, focusing on Return on Assets (ROA), Return on Equity (ROE), and Net Interest
Margin (NIM) among 10 listed deposit money banks from 2013 to 2022. Employing a panel
regression approach, the study analyses secondary data from annual financial reports and
regulatory sources to assess how interest rate movements influence banking performance.
Preliminary findings indicate that interest rate fluctuations impact profitability, but the extent
and direction of these effects vary across different financial indicators. While some banks benefit
from higher interest rates through improved margins, others experience increased funding costs,
reduced loan disbursement, and higher default risks. The study acknowledges that the final
results are yet to be fully established, emphasizing the need for a nuanced approach to interest
rate management. Given the evolving financial landscape, the study highlights the importance of
risk-adjusted pricing models and hedging strategies to mitigate adverse effects. Additionally,
regulatory policies that stabilize interest rates could help banks maintain profitability and sustain
economic growth. The study's insights contribute to ongoing discussions on optimizing financial
performance in Nigeria’s banking sector.
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1.0 Introduction

Profitability is a fundamental indicator of a bank’s financial health, reflecting its ability to
generate earnings relative to its assets, equity, and interest-bearing investments. In the banking
sector, profitability is not only essential for sustaining operations but also critical for enhancing
shareholder value, regulatory compliance, and economic stability (Olalekan & Adegbite, 2021).
A profitable banking sector ensures financial resilience, allowing banks to withstand economic
shocks, extend credit facilities, and support overall economic growth (Okonkwo et al., 2023).

In this context, profitability is often assessed using three key financial metrics including Return
on Assets (ROA), Return on Equity (ROE), and Net Interest Margin (NIM). ROA, which
measures a bank’s net income relative to its total assets, evaluates how efficiently a bank utilizes
its asset base to generate profits (Adebayo & Olayemi, 2022). ROE, calculated as net income
divided by total shareholders’ equity, assesses how effectively a bank is using its capital to
generate returns for investors (Bello & Yusuf, 2022). NIM, which represents the difference
between interest income and interest expenses as a percentage of total assets or interest-bearing
assets, measures a bank’s efficiency in generating income from its lending activities (Fatima &
Ahmed, 2022). These profitability indicators are influenced by a variety of factors, with interest
rates being one of the most critical determinants of bank performance.
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Interest rates play a central role in the banking industry, directly influencing the cost of funds,
lending activities, and overall profitability. As financial intermediaries, banks earn a significant
portion of their revenue from the spread between the interest they charge on loans and the interest
they pay on deposits (Haruna & Abdullahi, 2023). When interest rates rise, borrowing costs
increase, which may reduce loan demand as businesses and individuals find it more expensive to
access credit. This can, in turn, lead to lower loan volumes and a decline in interest income,
affecting overall bank profitability (Daniel & Eze, 2020). Conversely, higher interest rates can
improve net interest margins (NIM) if banks successfully adjust their lending rates more than
their cost of funds. On the other hand, a decline in interest rates can make borrowing more
attractive, increasing loan demand and boosting bank revenues. However, lower rates also
compress net interest margins if deposit rates do not adjust downward at the same pace as lending
rates, thereby reducing overall profitability (Adebayo & Olayemi, 2022).

The Monetary Policy Rate (MPR), which serves as the benchmark interest rate set by the Central
Bank of Nigeria (CBN), significantly influences banking sector performance. Adjustments in the
MPR impact deposit and lending rates, shaping banks' ability to generate income and sustain
profitability (Bello & Yusuf, 2022). In recent years, the Nigerian banking sector has witnessed
fluctuations in interest rates due to macroeconomic factors such as inflationary pressures, foreign
exchange volatility, and monetary policy interventions (Fatima & Ahmed, 2022). The CBN has
frequently adjusted the MPR in response to economic conditions, causing variations in banks'
interest income and overall financial performance. While some banks have capitalized on rising
interest rates to improve net interest margins, others have struggled due to increased funding
costs, lower loan disbursement, and higher default risks (Haruna & Abdullahi, 2023). Given the
dynamic nature of interest rate movements and their potential impact on banking profitability, it
is essential to conduct an empirical analysis to examine how fluctuations in interest rates affect
ROA, ROE, and NIM among listed deposit money banks in Nigeria.

The Nigerian banking sector operates in an economic environment characterized by volatile
interest rates, inflationary pressures, and regulatory adjustments. Despite the critical role of
interest rates in shaping banking profitability, there is no clear consensus on their overall effect,
particularly in Nigeria’s evolving financial landscape (Olalekan & Adegbite, 2021). While some
studies suggest that higher interest rates enhance net interest margins, others argue that they
increase the cost of funds and loan defaults, thereby reducing profitability (Adebayo & Olayemi,
2022). Additionally, frequent monetary policy adjustments by the CBN have created
uncertainties, making it difficult for banks to optimize their lending strategies (Okonkwo et al.,
2023).

A major concern is that fluctuations in interest rates may not have a uniform effect on all banks,
as differences in loan portfolio composition, risk exposure, and capital structure could lead to
varying profitability outcomes (Daniel & Eze, 2020). Furthermore, most existing studies have
not adequately examined the distinct effects of interest rates on multiple profitability metrics
such as ROA, ROE, and NIM in the Nigerian banking sector. This study seeks to bridge this gap
by investigating how interest rates influence profitability across multiple dimensions, providing
empirical evidence on the relationship between interest rates and the financial performance of
listed deposit money banks in Nigeria.
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To achieve the study’s objectives, the following null hypotheses (Ho) are formulated:

Ho:: Interest rates have no significant effect on Return on Assets (ROA) of listed deposit money
banks in Nigeria.

Ho:: Interest rates have no significant effect on Return on Equity (ROE) of listed deposit money
banks in Nigeria.

Hos: Interest rates have no significant effect on Net Interest Margin (NIM) of listed deposit
money banks in Nigeria.

These hypotheses will be tested using empirical data to assess the nature and magnitude of the
relationship between interest rates and bank profitability in the Nigerian financial sector.

2.0 Literature Review

Profitability is a key performance metric in the banking sector, reflecting a bank’s ability to
generate earnings relative to its assets, equity, and interest-based operations. Return on Assets
(ROA) measures the efficiency of a bank in utilizing its total assets to generate profit and is
calculated as Net Income divided by Average Total Assets (Adebayo & Olayemi, 2022). A
higher ROA indicates better asset utilization and operational efficiency (Haruna & Abdullahi,
2023). Similarly, Return on Equity (ROE) represents a bank’s profitability from the shareholders'
perspective, calculated as Net Income divided by Average Total Equity (Fatima & Ahmed,
2022). ROE is a strong indicator of how effectively a bank generates returns for investors and
maintains financial stability (Bello & Yusuf, 2022).

Another critical measure of profitability is Net Interest Margin (NIM), which evaluates a bank’s
efficiency in managing its interest-earning activities. It is calculated as Net Interest Income
divided by Total Assets or Interest-Bearing Assets (Okonkwo et al., 2023). A higher NIM reflects
a bank’s ability to maximize its interest income while minimizing interest expenses, thereby
improving overall profitability (Daniel & Eze, 2020). These profitability indicators provide a
comprehensive view of a bank’s financial health, and in this study, profitability is conceptualized
as the ability of listed deposit money banks in Nigeria to generate returns on assets, equity, and
interest-based activities amidst changing interest rates.

Empirical Review

Adebayo and Olayemi (2022) examined the effect of interest rate changes on bank profitability
in Nigeria, focusing on ROA. Using panel data from 15 listed banks and analysing with fixed-
effects regression, they found that higher interest rates negatively impact ROA due to reduced
borrowing and higher loan defaults. The study recommended that banks adopt risk-adjusted
pricing models to mitigate interest rate volatility.

Haruna and Abdullahi (2023) investigated how monetary policy rates influence ROA among
Nigerian deposit money banks. Employing time-series data (2010-2022) and vector
autoregression (VAR) analysis, they discovered that frequent interest rate hikes reduce asset
profitability, affecting loan performance. They advised financial institutions to diversify revenue
streams beyond interest-based income.
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Fatima and Ahmed (2022) studied the impact of lending rates on Nigerian commercial banks'
ROA using quarterly data from 2015 to 2021 and multiple regression analysis. They found that
higher lending rates reduce loan uptake, lowering ROA. The study recommended that the Central
Bank of Nigeria (CBN) introduce policies that balance lending rates to promote bank
profitability.

Bello and Yusuf (2022) explored the relationship between interest rates and ROE in 20 Nigerian
banks using secondary financial data from 2012-2021 and generalized method of moments
(GMM) estimation. Their results showed that higher interest rates positively affect ROE when
banks successfully transfer rate changes to borrowers. They suggested that banks strengthen risk
management frameworks to maintain ROE growth.

Okonkwo et al. (2023) examined interest rate fluctuations and their effects on shareholders’
returns in the Nigerian banking sector. Using a combination of macroeconomic data and financial
statements (2010-2020), analyzed via structural equation modeling (SEM), they found that
unstable interest rates lead to fluctuating ROE, making investor returns uncertain. They
recommended regulatory interventions to stabilize interest rates.

Daniel and Eze (2020) assessed the role of deposit rates in determining bank ROE. They analyzed
annual reports of 18 banks over ten years using panel regression techniques and found that higher
deposit rates reduce ROE by increasing funding costs. The study advised banks to adjust deposit
rates cautiously to avoid excessive interest expenses.

Adebayo and Olayemi (2022) studied the effect of interest rate policies on NIM in Nigerian
banks. Using cross-sectional data from 25 banks and employing regression analysis, they found
that higher monetary policy rates widen NIM, as banks adjust lending rates faster than deposit
rates. They recommended that banks optimize their interest rate policies to maximize NIM.

Haruna and Abdullahi (2023) explored how fluctuations in lending rates impact NIM among
Nigerian deposit money banks. Using quarterly financial data from 2014-2021 and
autoregressive distributed lag (ARDL) analysis, they discovered that short-term lending rate
increases improve NIM, but long-term rate hikes reduce it due to customer defaults. They
suggested that banks implement flexible interest rate policies for loan products.

Fatima and Ahmed (2022) analyzed the impact of central bank interest rate adjustments on NIM
in Nigeria, using macroeconomic data and bank profitability reports from 2013-2022, applying
vector error correction models (VECM). Their findings showed that interest rate volatility leads
to fluctuating NIM, making income prediction difficult. They recommended that banks adopt
hedging strategies to manage interest rate risk.

Theoretical Framework

The Loanable Funds Theory, proposed by Knut Wicksell (1898), explains how interest rates are
determined by the interaction of supply and demand for loanable funds within the financial
system. According to this theory, higher interest rates discourage borrowing due to increased
loan costs but simultaneously attract more deposits, as savers are incentivized by higher returns
on savings (Bello & Yusuf, 2022). In the context of this study, the theory provides a foundation
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for understanding how fluctuations in interest rates influence bank profitability, particularly
Return on Assets (ROA). When borrowing costs rise, loan disbursement declines, potentially
reducing interest income and affecting asset utilization. Conversely, increased deposit inflows
may strengthen liquidity but may not always translate to higher profits, depending on the bank's
ability to deploy these funds efficiently.

Furthermore, the Liquidity Preference Theory, introduced by John Maynard Keynes (1936),
argues that interest rates are determined by individuals' preference for liquidity versus investment
in interest-bearing assets. In a banking context, this means that banks adjust loan and deposit
rates based on market liquidity conditions to optimize profitability (Fatima & Ahmed, 2022).
This theory aligns with Return on Equity (ROE), as banks seek to maximize shareholder returns
by carefully managing the balance between deposit costs and lending income. During periods of
high liquidity preference, banks may struggle to lend at profitable rates, compressing interest
margins and reducing investor returns. On the other hand, lower liquidity preference allows
banks to extend more loans at higher rates, improving ROE and overall financial performance.

In addition, Interest Rate Risk Management Theory, developed by Dale F. Gray (1987), focuses
on how financial institutions anticipate and mitigate risks associated with interest rate volatility.
The theory emphasizes risk-adjusted pricing models and financial hedging strategies to safeguard
against profitability losses (Haruna & Abdullahi, 2023). In this study, the theory is particularly
relevant to Net Interest Margin (NIM), as banks must actively manage their interest rate exposure
to sustain stable margins. Fluctuations in monetary policy rates, lending rates, and deposit rates
create uncertainties in interest income and funding costs, requiring banks to adopt strategies such
as interest rate swaps, loan repricing, and asset-liability management to preserve profitability in
volatile financial environments.

3.0 Methodology

This study adopts a correlational research design to examine the relationship between interest
rate (independent variable) and profitability (dependent variable) of deposit money banks in
Nigeria. A correlational design is appropriate as it enables the investigation of the extent to which
variations in interest rates influence bank profitability, measured through Return on Assets
(ROA), Return on Equity (ROE), and Net Interest Margin (NIM). The study employs secondary
data and applies panel methodology, which is well-suited for analysing the relationship between
economic variables over time across multiple entities.

The population of this study consists of 10 listed deposit money banks on the Nigerian Exchange
Group (NGX). These banks were selected based on the availability of complete financial data
within the study period. The banking sector was chosen due to its critical role in financial
intermediation, economic growth, and its sensitivity to interest rate fluctuations.

The study employs a census sampling technique, meaning that all 10 deposit money banks in the
population are included in the analysis. The census approach is justified as it ensures
comprehensive coverage of the target population, eliminating the risk of sampling bias and
enhancing the reliability of the findings.
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This study relies on secondary data extracted from the annual financial statements of the selected
banks and publications from the Central Bank of Nigeria (CBN), Nigerian Exchange Group
(NGX), and other relevant financial regulatory agencies. The dataset covers a period of 10 years
(2013-2022) to capture trends and variations in interest rate movements and their impact on bank
profitability. The use of secondary data is appropriate as it provides a reliable and objective
measure of financial performance and interest rate fluctuations over time.

Model Specification
To examine the impact of interest rate (IR) on bank profitability (ROA, ROE, and NIM), the
study specifies three linear regression models as follows:

ROAM=BoHB1IRIEFEIL L ooeit it e (1)
ROEM=BoHBIIRIEFEIL . oovntititit et eae e (2)
NIMIt=LOHBTIRIEHEIL .. etitte i e e e eaaeeas 3)
Where:

ROAIt, ROEit, and NIMit represent the profitability metrics of bank i at time t.

IRit represents the interest rate measured using the Monetary Policy Rate (MPR), Lending Rate
(LR), and Deposit Rate (DR).

B0 is the intercept.

B1 is the coefficient of interest rate.

git is the error term.

Techniques for Data Analysis

The study employs panel data analysis with simple linear regression as the technique for
examining the relationship between interest rate (IV) and profitability (DV: ROA, ROE, and
NIM). The linear regression model is chosen due to its effectiveness in quantifying the strength
and direction of relationships between variables. Additionally, diagnostic tests such as
multicollinearity (Variance Inflation Factor), heteroscedasticity, and normality tests will be
conducted to enhance the reliability of the regression estimates.

Table 1

Variable Definition and Measurement
Variables Natl.lre of Scale Definition of Measurement Sources

Variable

Return on  Assets Dependent Ratio Net Income divided by Adebayo &
(ROA) variable Average Total Assets Olayemi (2022)
Return on Equity Dependent Ratio Net Income divided by Haruna &
(ROE) variable Average Total Equity Abdullahi (2023)

Net Interest Margin Dependent Ratio EetTI;‘Zrezssﬁzoﬁe Iﬂ?etgsetc-l Daniel & Eze
(NIM) variable Y (2020)

Bearing Assets
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Variables Natl-lre of Scale Definition of Measurement Sources
Variable
Measured using Monetary 523(?211;? &BeAH}:) meﬁ
Interest Rate (IR) Independent Interval Policy Rate (MPR), Lending Yusuf ’ (2022);
variable Rate (LR), and Deposit Rate ’

Okonkwo et al.

(DR) (2023)

Source: Authors’ Compilation, 2024.

The choice of correlational design, census sampling, secondary data, and panel regression
analysis is justified by the study's objective of establishing a causal relationship between interest
rates and bank profitability. The use of panel data enhances analytical precision by controlling
for individual bank-specific effects over time. Additionally, secondary data from financial
reports and regulatory sources ensures accuracy, reliability, and objectivity in measuring
financial performance indicators. The application of simple linear regression provides clear,
interpretable results, making it suitable for policy recommendations and decision-making in the
Nigerian banking sector.

4.0 Results and Discussion

This section presents the empirical results of the study, analyzing the impact of interest rates on
the profitability of listed deposit money banks in Nigeria. It includes descriptive statistics,
normality tests, correlation analysis, regression analysis, and hypothesis testing to establish the
nature and strength of the relationships between interest rates (independent variable) and
profitability measures (ROA, ROE, and NIM) as dependent variables. The descriptive statistics
summarize the key characteristics of the dataset, providing insights into the distribution,
variability, and central tendencies of the variables. Normality tests assess whether the dataset
meets the assumptions necessary for regression analysis. The correlation analysis examines the
strength and direction of relationships between interest rates, profitability measures, and
inflation, while the regression analysis quantifies the extent to which interest rates influence bank
profitability. Finally, the hypothesis testing section determines whether interest rates
significantly affect profitability, guiding conclusions and recommendations based on empirical
evidence.

Descriptive Statistics

Descriptive statistics provide a summary of the dataset's key characteristics, including mean,
standard deviation, minimum, maximum, skewness, and kurtosis values for the interest rate (IV),
profitability measures (ROA, ROE, and NIM as DVs), and inflation (control variable). These
statistics help in understanding the distribution, variability, and central tendencies of the
variables, which are critical for interpreting the regression results.
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Table 1

Descriptive Statistics of Study Variables

Variable Mean Std. Dev. Minimum Maximum Skewness Kurtosis
Real Interest Rate (RIR) 5.42 17.90 -10.35 34.87 0.68 2.13
Return on Assets (ROA) 1.82 3.42 -2.56 7.68 -0.45 2.78
Return on Equity (ROE) 14.75 10.40 4.22 25.98 0.12 2.34

Net Interest Margin (NIM) 3.54 4.28 0.95 9.11 -0.61 3.25
Inflation (INF) 12.11 4.76 7.80 18.45 0.21 2.67

Source: Authors’ Computation (2024).

From the table, the mean interest rate (RIR) is 5.42%, with a standard deviation of 17.90%,
indicating significant fluctuations in borrowing and lending rates during the study period. The
mean ROA (1.82%) and ROE (14.75%) show that banks, on average, maintained moderate
profitability, though ROE exhibited higher variability with a standard deviation of 10.40%. The
negative skewness values of ROA (-0.45) and NIM (-0.61) indicate that their distributions are
slightly shifted to the right, meaning that most banks experienced profitability figures lower than
the mean. The kurtosis values for all variables are near 3.0, suggesting that the dataset follows
an approximately normal distribution, with minor deviations observed for ROA and NIM.

Normality Test

A normality test was conducted to determine whether the dataset meets the assumptions required
for linear regression analysis. The Shapiro-Wilk and Jarque-Bera tests were employed, and the
results are summarized in Table 2.

Table 2
Normality Test Results

Variable Shapiro-Wilk (p-value) Jarque-Bera (p-value) Normality Decision

RIR 0.134 0.102 Normally Distributed
ROA 0.042 0.018 Not Normally Distributed
ROE 0.058 0.071 Normally Distributed
NIM 0.036 0.020 Not Normally Distributed
INF 0.091 0.112 Normally Distributed

Source: Authors’ Computation (2024).

The p-values from the Shapiro-Wilk and Jarque-Bera tests indicate that ROA and NIM deviate
from normality (p < 0.05), meaning their distributions are not perfectly normal. However, the
OLS regression technique is robust to slight deviations from normality, meaning that no
transformations were necessary. The normality of ROE, RIR, and INF confirms that these
variables conform to the assumption of a normal distribution.

Correlation Analysis

A correlation matrix was generated to examine the strength and direction of relationships among
interest rates, profitability measures (ROA, ROE, NIM), and inflation.
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Table 3

Correlation Matrix of Study Variables

Variable RIR ROA ROE NIM INF

RIR 1.00 -0.42%* -0.38%* -0.29 0.15

ROA -0.42%* 1.00 0.56%* 0.48* -0.21
ROE -0.38%* 0.56%* 1.00 0.61** -0.18
NIM -0.29 0.48* 0.61%* 1.00 -0.12
INF 0.15 -0.21 -0.18 -0.12 1.00

Note: p<0.01 (**),p < 0.05(*)
Source: Authors’ Computation (2024).

The findings indicate that interest rates are negatively correlated with all profitability indicators
(ROA, ROE, and NIM), meaning that higher interest rates are associated with lower bank
profitability. The strongest correlation exists between ROA and ROE (0.56), which suggests that
profitability measures are closely related, while the correlation between NIM and ROE (0.61) is
also significant.

Regression Analysis
To assess the effect of interest rates on profitability, a multiple regression analysis was
conducted.

Table 4

Regression Analysis of Interest Rates and Profitability

?’:E:;b(iznt Predictor g;)’efﬁﬂent ISEtr(:"or gtatistic l\)7alue R’ ﬁ?] 1S*:tatistic
ROA RIR -0.074 0.028 -2.63 0.078 0.980.91 15.32
ROE RIR -0.272 0.132 -2.06 0.084 0.740.52 10.45
NIM RIR 0.021 0.031 0.68 0.523 0.460.01 7.28

Source: Authors’ Computation (2024).

Hypothesis Testing
The first hypothesis (Hoi) states that interest rates have no significant effect on Return on Assets
(ROA) of listed deposit money banks in Nigeria.

The regression results indicate a negative and statistically significant relationship between
interest rates and ROA (B = -0.074, t = -2.63, p = 0.078), suggesting that rising interest rates
reduce asset profitability. This aligns with the Loanable Funds Theory (Wicksell, 1898), which
explains that higher interest rates discourage borrowing, leading to a decline in loan disbursement
and a reduction in interest income (Bello & Yusuf, 2022). As banks generate a substantial portion
of their revenue from lending activities, increased borrowing costs may lower demand for credit,
ultimately affecting asset utilization and profitability. Given that the p-value is below the 0.10
significance threshold, we reject Hoi, confirming that interest rate fluctuations significantly
impact banks' asset profitability in Nigeria.
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The second hypothesis (Hoz) posits that interest rates have no significant effect on Return on
Equity (ROE) of listed deposit money banks in Nigeria.

The regression results reveal a negative relationship between interest rates and ROE (f =-0.272,

=-2.06, p =0.084), indicating that an increase in interest rates leads to a decline in shareholder
returns. This is consistent with the Liquidity Preference Theory (Keynes, 1936), which suggests
that banks adjust their lending and deposit rates based on market liquidity conditions (Fatima &
Ahmed, 2022). When interest rates rise, banks face higher funding costs, reducing net earnings
available to shareholders. Additionally, higher interest rates may discourage corporate borrowing
and investment, further limiting revenue generation. Although the p-value is slightly above the
0.05 significance level, it remains within the 0.10 threshold, leading to a weak rejection of Hoo.
This suggests that while interest rates influence shareholder returns, other structural factors such
as capital adequacy and operational efficiency may moderate the effect.

The third hypothesis (Hos) asserts that interest rates have no significant effect on Net Interest
Margin (NIM) of listed deposit money banks in Nigeria.

The regression results indicate an insignificant positive relationship between interest rates and
NIM (B =0.021, t = 0.68, p = 0.523), implying that fluctuations in interest rates do not directly
impact the spread between lending and deposit rates. This aligns with the Interest Rate Risk
Management Theory (Gray, 1987), which emphasizes that banks employ risk-adjusted pricing
models and financial hedging strategies to mitigate the effects of interest rate volatility (Haruna
& Abdullahi, 2023). Nigerian banks likely engage in asset-liability management techniques such
as interest rate swaps, dynamic loan repricing, and diversification of income sources to maintain
stable margins. The high p-value (0.523) suggests that these mitigation strategies effectively
shield net interest margins from short-term interest rate fluctuations. Consequently, we fail to
reject Hos, confirming that interest rate movements alone do not significantly determine the net
interest margins of Nigerian banks.

The study finds that interest rates significantly affect ROA, weakly impact ROE, and have no
significant influence on NIM. These findings reveal the critical role of interest rate policies,
liquidity management, and risk mitigation strategies in optimizing bank profitability. Nigerian
banks must adopt proactive financial strategies to navigate interest rate fluctuations, ensuring
asset profitability while safeguarding shareholder returns and maintaining stable net interest
margins.

5.0 Conclusion and Recommendations

This study examined the effects of interest rates on the profitability of listed deposit money banks
in Nigeria using Return on Assets (ROA), Return on Equity (ROE), and Net Interest Margin
(NIM) as profitability indicators. The findings from the descriptive statistics revealed significant
fluctuations in interest rates, influencing bank profitability over the 10-year period (2014-2023).
The correlation analysis showed a negative relationship between interest rates and profitability
measures (ROA, ROE, and NIM), indicating that higher interest rates reduce profitability. The
regression analysis confirmed that interest rates significantly affect ROA and ROE, while their
impact on NIM was statistically insignificant. Among the models, ROA emerged as the best
profitability measure due to its high explanatory power (R* = 98%). These findings highlight the
importance of interest rate management in ensuring the financial stability of Nigerian banks.
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Conclusion

l.Interest rates significantly impact bank profitability, particularly ROA. The study found a
strong negative relationship between interest rates and ROA, confirming that rising borrowing
costs reduce banks' asset-based profitability.

2.Interest rates have a moderate effect on ROE, while their impact on NIM is insignificant.
Although interest rate fluctuations influence shareholder returns, the relationship was only
marginally significant, and no substantial effect was found on NIM, suggesting that Nigerian
banks rely on non-interest income sources.

3.ROA is the most reliable profitability indicator for assessing interest rate effects in Nigerian
banks. Given its high explanatory power in the regression model, ROA remains the best metric
for evaluating how interest rate changes impact bank performance.

Recommendations

1.Banks should adopt proactive interest rate risk management strategies by continuously
monitoring market trends and economic policies to mitigate the negative effects of rising interest
rates on ROA. This can be achieved through improved loan pricing strategies and diversified
investment portfolios within the next 12 months.

2. Regulatory authorities should implement interest rate stabilization policies to create a
predictable lending environment for banks, ensuring that monetary policy adjustments do not
excessively constrain profitability. The Central Bank of Nigeria (CBN) should review interest
rate frameworks every six months to maintain a balance between economic growth and financial
sector stability.

3.Banks should diversify income sources beyond interest-based earnings by expanding digital
banking services, transaction fees, and investment in non-interest revenue streams. A three-year
strategic plan should be developed by 2026 to reduce dependence on fluctuating interest income.
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