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ABSTRACT 

Financial performance refers to the ability to leverage operational and investment decisions and 

strategies to achieve a business’ financial stability. It is the measure of a bank’s achievement of its 

financial goals guided by its financial objectives and benchmarks. The study examined exchange rate 

and performance of deposit money banks in Nigeria. The variables of nominal exchange rate, real 

exchange rate, interest rate and exchange rate fluctuations were regressed on the performance of 

deposit money banks in Nigeria. The result of the Augmented Dickey Fuller (ADF) Tests for unit root 

revealed that return on asset, nominal effective exchange rate, real effective exchange rate, interest 

rate and exchange rate fluctuation assumed stationary at [1(0)]. The result of regression indicate that 

nominal exchange rate, real exchange rate has positive and significant effect on return on asset while 

interest rate and exchange rate fluctuation has negative and insignificant effect on return on asset. The 

study therefore concludes that exchange  rate have adverse effect on the performance of deposit 

money banks in Nigeria  and have not helped to improve the rate of investment in Nigeria within the 

period under study.  Amongst the recommendations is that banks should increase their deposit interest 

rates in order to mobilize deposits since they adjust to normalcy from adverse effects of interest rate . 

Since savings is the main source of funds to commercial banks, banks should give due emphasis to its 

savings mobilization and strive to increase their savings by provide excellent services for their 

customers. On the ground of inflation, high interest rate developed by liquidity of banks should be 

reduced to a tolerable level. This is to enable appreciable level investment to exist within the economy 

and in turn stimulate economic growth. A good performance of an economy in terms of per capita 

growth may therefore be attributed to the rate of inflation in the country. A major policy implication 

of this result is that concerted effort should be made by policy makers to increase the level of output 

in Nigeria by improving productivity and supply in order to reduce the prices of goods and services 

(inflation) so as to boost the growth of the economy. Inflation can only be reduced to the barest 

minimum by increasing output level  

Keywords: Exchange Rate, Performance, Deposit Money Banks, Nigeria  

 

INTRODUCTION 

The existence of an effective banking sector is necessary for every economy because it creates the 

necessary environment of economic growth and development through its role in intermediating funds 

from surplus sector to deficit sector of the economic units. Banking sectors are financial 

intermediaries whose activities are for collection of savings and lending, thus standing in between the 

ultimate lender and the borrower and matching the investment requirement of the lender. This 

stimulates investment as well as international trade and balance of payments. In playing this important 

role of financial intermediation, the banking sector is seen as effective institution in the use of 

monetary policy, which relies on the control of money stock in order to influence financial and 

economic activities (Ongore & Kusa, 2013). 

Transactions in the foreign exchange constitute an important aspect of financial sector activities and 

arguably it is the largest and most extensive financial market in the world (Anyafo, 1999). This is 

because apart from being the vehicle for settlement of international transactions, it functions as the 

medium of interaction between sellers and buyers of foreign exchange in a bid to negotiate a mutually 

acceptable price for the promotion and furtherance of international transactions (Ani, Ugwunta & 
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Okanya, 2013). The financial sector is hugely affected by activities in the foreign exchange market 

primarily because of the central role of banks in financial intermediation. Furthermore the peculiarity 

of the Kenyan economy makes exchange rate management critical to the overall well-being of the 

economy.  

A foreign exchange rate is the price at which one currency may be converted into another. An 

exchange rate is an important aspect in a nation’s international trade, balance of payments and overall 

economic performance. An exchange rate is referred to as nominal exchange rate when inflation 

effects are embodied in the rate and as the real exchange rate when inflation influences have not been 

factored in the rate (Pugel, 2007). There are fixed and floating exchange rate systems. Fixed exchange 

rates are meant to be fixed for a specified period of time. On the other hand, floating exchange rates 

move up and down from year to year, week to week, and minute by minute (Clark, Tamirisa & Shang-

Jin, 2004). Under a fixed exchange rate regime, the rise and fall of the exchange rate are referred to as 

exchange rate devaluation and exchange rate revaluation (Sadoulet & Janvry, 1995). Nevertheless, 

fixed exchange rates are frequently devalued or revalued, implying that they can change over time and 

may also be volatile. A wide variety of factors influence the exchange rate, such as interest rates, 

inflation and the state of politics and the economy in each country (Pugel, 2007).  

Exchange rate is one of the macroeconomic variables that could influence banks profitability; It may 

affect individual banks directly and/or indirectly. It directly affects the banks through the structure of 

assets and liabilities denominated in foreign currency, off balance sheet exposure, and non-asset based 

services (Martin & Mauer, 2003).When assets and liabilities are invoiced in foreign currency, 

exchange rate variations directly affect the values of the assets and the liabilities in terms of domestic 

currency, through recognition of gain or loss. If the amount of foreign currency assets and liabilities 

are the same, there is no direct effect of the exchange rate variation on the bank’s balance sheet and 

income statement. The direct effect occurs when the banks do not hold the same amount of foreign 

currency assets and foreign currency liabilities. The indirect effects of the exchange rate on banks 

performance can be channeled through its effect on the demand for loans, the extent of competition, 

and other aspects of banking conditions (Chamberlain, 1997). 

Exchange rate variation might affect the price of domestic products, import, export, and FDI etc. This 

in turn might influence banks portfolio and operation in different ways.Some studies (Rao and Lakew 

(2012), Kanwal and Nadeem (2013), Pan and Pan (2014), Ongore and Kusa (2013), kiganda (2014) 

have examined the effect of these internal and external factors on banks profitability. However, very 

few of these studies have assessed the impact of exchange rate (one of the macroeconomic factors) on 

banks profitability. For example, Kiganda (2014) in his study of the effects of macroeconomic factors 

on commercial banks profitability in Kenya found that exchange rate has negative insignificant effect 

on banks profitability as expressed by ROA 

Statement of the Problem  

The financial intermediation function of the banking sector presupposes the needs to satisfy the 

ultimate goals of the sector. Like other private sectors or enterprises, banks have private goals (other 

than the necessity to effectively perfect the intermediation role) of profitability, liquidity and 

solvency. Profitability is perhaps more important for financial intermediaries, like banks because it is 

an evidence of strengths and progress and it helps to generate and radiate confidence in the bank.  

Banks do not operate in a vacuum; they operate within the framework of the monetary and banking 

policies provided by the economy. Nigeria has over the years employed these policies at one time or 

the other to regulate and control the cost, volume, availability and 

Ani, Ugwunta and Okanya (2013) have investigated the effect of foreign exchange reforms on 

financial deepening in Nigeria and found that foreign exchange reforms in Nigeria do not have the 

desired positive effect on the depth of the Nigerian financial sector. Owoeye and Ogunmakin (2013), 

using two proxies for bank performance (loan loss to total advances ratio and capital deposit ratio), 

have examined the impact of unstable exchange rate on bank performance in Nigeria. Their specified 

models suggest that the impact of exchange rate on bank performance is sensitive to the type of proxy 

used to capture bank performance. Loan loss to total advance ratio shows that fluctuating exchange 

rate may affect the ability of lenders to manage loans resulting in high levels of bad loans while 

capital deposit ratio does not have significant relationship with exchange rate. 

 Owoeye and  ogunmakin (2013) investigated the  exchange rate volatility and bank performance in 

Nigeria. The study showed that   loan loss to total advance ratio shows that fluctuating exchange rate 
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may affect the ability of lenders to manage loans resulting into high level of bad loans while capital 

deposit ratio does not have significant relationship with exchange rate.  Carolyn and Daniel (2016) 

investigate the influence of foreign exchange rate fluctuations on the financial performance of 

commercial banks listed at the Nairobi securities exchange.  The study found that there existed a 

strong positive relationship between foreign exchange rates and financial performance indicators. The 

positive relationship between exchange rate and financial performance may reflect how fluctuating 

and volatile exchange rate may have contributed to the growth of profitability of banks 

Mary and Willy (2016) examined the effect of foreign exchange risk management techniques on the 

financial performance of commercial banks in Kenya.  The study found that use of financial 

derivatives had a significant influence on the performance of commercial banks in Kenya. Particularly 

options, swaps and forwards were all found to have positive effect on the performance of commercial 

banks in Kenya.  Agbeja, Adelakun and Udi (2016) analyze the counterparty risk and exchange rate 

risk management on the performance of deposit money banks in Nigeria. The result revealed that 

counterparty risk and exchange rate risk have significant effect on bank performance- profitability 

 Diala, Kalu And Igwe-Kalu(2016) examined the effects of exchange rate volatility on commercial 

property returns in Nigeria. It was found that there exists a positive insignificant relationship between 

commercial property returns and naira/us dollar exchange rate movement in Nigeria. It was also 

discovered that there is volatility persistence of exchange rate on commercial property returns which 

implies that current period rate has an effect on the forecast variance of future rate. Leverage effect 

was not sufficiently significant within the study period. 

However, most of these studies were done in an environment outside that of Nigeria. Again, the time 

frames considered in these studies were short; these studies could not use the core variable that 

capture exchange rate and the results from these studies are conflicting. These shortcomings have 

somehow contributed to the knowledge gap in the literature, thus warranting a more systematic and 

comprehensive study on the effect of exchange rate on the performance of deposit money banks in 

Nigeria. This study seeks to improve on the past studies which made use of 1984 to 2013 data; by 

making use of a broad data set spanning from 1987 to 2019 such data set is far more than those used 

in the previous studies. This work attempts to distinguish between long and short run effects of the 

variables in the model and determine the causalities among the variables used in the study.  

 

REVIEW OF RELATED LITERATURE 

Conceptual Review  

Exchange Rate  
 Exchange rate refers to the value of one currency (the domestic currency) in relation to another 

(foreign currency). It can also be define as the price at which one unit of a country’s domestic 

currency exchanges for any other country’s currency. Osiegbu and Onuorah (2012) posit that 

exchange rate plays a key role in international economic transactions because no nation can remain in 

isolation due to varying factor endowment. Movements in the exchange rate have ripple effects on 

other economic variables such as interest rate, inflation rate, import, export, output, etc. These facts 

underscore the importance of exchange rate to the economic well-being of every country that opens its 

doors to international trade in goods and services. The importance of exchange rate derives from the 

fact that it connects the price systems of two different countries making it possible for international 

trade to make direct comparison of traded goods. In other words, it links domestic prices with 

international prices. Through its effects on the volume of imports and exports, exchange rate exerts a 

powerful influence on a country’s balance of payments position.  

The Naira exchange rate has witnessed some period of relative stability since the implementation of 

the Structural Adjustment Programme (SAP) in 1986, its continued depreciation, however, mars the 

economic performance of the country. The challenge of the combined effect of increase in oil prices 

and exchange rate instabilities on macroeconomic stability and economic growth for oil producing 

nations like Nigeria is really enormous. According to Usman (2009), huge inflow of oil revenues in 

Nigeria are more often associated with expansion in the level of Government spending while periods 

of dwindling oil revenues are usually accompanied by budget deficits. There is no gain saying that 

Nigeria relies so much on revenue from oil exports, but, it equally massively imports refined 

petroleum and other related products. 
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Exchange rate has been defined as the price of one currency in terms of another (Mordi, 2006). 

Exchange rate is the price at which one country exchanges its currency for other currencies. The 

increase or decrease of real exchange rate indicates strength and weakness of currency in relation to 

foreign currency and it is a standard for illustrating the competitiveness of domestic industries in the 

world market (Razazadehkarsalari, Haghiri & Behrooznia, 2011). AZeeZ, Kolapo and Ajayi, (2012) 

noted that When there is deviation of this rate over a period of time from the benchmark or 

equilibrium, exchange rate is called exchange rate volatility. It also indicates that misalignment of 

exchange rate as occurred where there is multiplicity of markets parallel with the official market. 

 

Exchange Rate Fluctuations  
The exchange rate is the price of a unit of foreign currency in terms of the domestic currency (Nydahl, 

1999). Exchange rate serves as the basic link between the local and the overseas market for various 

goods, services and financial assets (Reid and Joshua, 2004). 

Using the exchange rate, one is able to compare prices of goods, services, and assets quoted in 

different currencies. Exchange rate fluctuations can affect actual inflation as well as expectations 

about future price fluctuations (Omagwa, 2005). Changes in the exchange rate tend to directly affect 

domestic prices of imported goods and services. 

Exchange rate fluctuations can affect the country’s external sector through its impact on foreign trade. 

The exchange rate affects the cost of servicing on the country’s foreign debt (Omagwa, 2005). 

Under the system of freely floating exchange rates, the value of the foreign currency in terms of the 

local currency, like any commodity or service being sold in the market, is determined by the forces of 

supply and demand (Nydahl, 1999). Under a fixed exchange rate system, a par value rate is set 

between the local currency and the foreign currency by the central bank. The par value may be 

adjusted from time to time (Reid & Joshua, 2004). 

Nominal Exchange Rate and Real Exchange Rate 

Conceptually exchange rate is the price of the currency of one country expressed in terms of the 

currency of another. For example, the Nigeria Naira has exchange rate against the U.S. dollar and 

many other currencies. It may be expressed as nominal exchange rate or real exchange rate.  

The nominal exchange rate is a monetary concept which measures the relative price of two moneys 

e.g. Naira in relation to dollar (N/S), while the real exchange rate is a real concept that measures the 

relative price or value of different countries products. An exchange rate system can also be fixed or 

allowed to fluctuate (Asher, 2012). A fixed exchange rate is a system in which a country’s exchange 

rate remains constant or stays within some small margin of fluctuation around a constant par value. 

On the other hand, the floating exchange rate (which is our concern in this study) is an exchange rate 

system with no government or central bank action to keep it stable (Black 2003). With floating rates 

external shocks especially foreign trade shocks are less disruptive and monetary policy is more 

effective in influencing aggregate demand (Pugel, 2007), hence economic growth is achieved.  

Interest Rate  

Interest rate is the rate at which interest is paid by a borrower (debtor) for the use of money that they 

borrow from a lender (creditor). High interest rate crowds out private investment leading to reduced 

economic growth. On the contrary, it may attract foreign capital inflows which may result into 

increased debts.  

Interest rate policy in Nigeria is a major instrument of monetary policy with regards to the role it play 

in the mobilization of financial resources aimed at promoting economic growth and development. 

Interest rate is the price paid for the use of money. It is the opportunity cost of borrowing money from 

a lender. It can also be seen as the return being paid to the provider of financial resources. It is an 

important economic price. This is because whether seen from the point of view of cost of capital or 

from the perspective of opportunity cost of funds, interest rate has fundamental implications for the 

economy either impacting on the cost of capital or influencing the availability of credit, by increasing 

savings (Acha&Acha 2011). 

 

Financial Performance 

Financial performance refers to the ability to leverage operational and investment decisions and 

strategies to achieve a business’ financial stability. It is the measure of a bank’s achievement of its 

financial goals guided by its financial objectives and benchmarks. Profit is the ultimate goal of firm. 
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To measure the profitability, there are variety of ratios used of which Return on Asset, Return on 

Equity and Net Interest Margin are the major ones (Murthy and Sree, 2003). 

One such measure is the Return on Assets (ROA); which is an indicator of how profitable a company 

is relative to its total assets. ROA gives an idea as to how efficient management is at using its assets to 

generate earnings. Calculated by dividing a company's annual earnings by its total assets, ROA is 

displayed as a percentage. 

Sometimes this is referred to as "return on investment" (Mutua, 2013). ROA is a major ratio that 

indicates the profitability of a bank. It is a ratio of Income to its total asset (Khrawish, 2011). It 

measures the ability of an organization’s management to generate income by utilizing company assets 

at their disposal. Net Interest Margin (NIM) is a measure of the difference between the interest 

income generated by banks and the amount of interest paid out to their lenders, relative to the amount 

of their assets. It is usually expressed as a percentage of what the financial institution earns on loans in 

a specific time period and other assets minus the interest paid on borrowed funds divided by the 

average amount of the assets on which it earned income in that time period (the average earning 

assets) (Olweny & Shipho, 2011). ROE is a financial ratio that refers to how much profit a company 

earned compared to the total amount of shareholder equity invested or found on the balance sheet. 

ROE is what the shareholders look in return for their investment. 

 

Theoretical Framework 

The study is anchored upon the purchasing power parity (PPP) theory originated from the writings of 

the Swedish economist Gustav (Menon & Viswanathan, 2005). The theory states that homogeneous 

goods in different countries cost the same in the very same countries when measured in terms of the 

same currency. This implies that exchange rates between currencies are in equilibrium when their 

purchasing power is the same in each of the two countries. The willingness to pay a certain amount 

for foreign money must ultimately and essentially be due to the fact that this money possesses a 

purchasing power against goods and services in that country (Reid & Joshua, 2004). Any variance 

from this statement implies that a country’s currency is incorrectly valued. According to Yin-Wong 

and Kon (1994) “PPP theory suggest that currencies are valued for the goods they can purchase and, 

in arbitrage equilibrium, the exchange rate between two countries‟ currencies should equal the ratio of 

their price levels, of which a testable implication is that real exchange rate should display mean 

reversion, at least in the long-run. 

The theory is linked to the arbitrage hypothesis that states that if two homogeneous goods are traded 

at different prices in different countries, this arbitrage opportunity would be utilized, which leads to 

convergence of the deviations from Purchasing Power Parity towards equilibrium in the absence of 

arbitrage costs. There are two forms of purchasing power parity (PPP), absolute and relative. The 

absolute purchasing power parity (PPP), also known as the Law of One Price, states that a commodity 

costs the same regardless of what currency is used to purchase it or where it is selling (Reid & Joshua, 

2004). This theory is based on the assumptions that there are no transactional costs, no barriers to 

trade and the commodities being traded are homogeneous. If the trading currency is exchanged at the 

spot exchange rate, the price of a homogenous commodity should be identical across borders. The 

theory suggested use of price indexes to determine the exact price of a homogenous commodity 

between countries. The main challenge of this belief is in measuring Purchasing Power Parity 

constructed from price indexes given that different countries use different goods to determine their 

price level (Reid, 2005). 

Due to these limitations in the absolute purchasing power parity (PPP), another form of purchasing 

power parity (PPP) has evolved the relative purchasing power parity (PPP) which acknowledges 

market imperfections such as transport costs, tariffs and quotas. Relative purchasing power parity 

(PPP) defines what determines change in exchange rate over time, rather than what determines 

absolute level of the exchange rate. It states that the exchange rate change is determined by the 

difference in the inflation rates of the two countries (Ross, 2008). According to relative purchasing 

power parity (PPP), any differential exchange rate to the one propounded by the theory is the real 

appreciation or real depreciation of one currency over the other (Reid & Joshua, 2004). This theory is 

relevant for this study as it explains the value of one currency in terms of another country’s currency 

in terms of the basket of goods and services it can purchase with reference to the demand and supply. 
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This theory argues that in the equilibrium exchange rate is one that ensures that the value exchanged 

can purchase the same basket of goods and services from either of the countries involved. 

 

Empirical Review   

Eyanuku, (2022) analyze the risk associated with foreign exchange management and access the effect 

of foreign exchange risk management on financial performance. This paper discusses the methods by 

which the various objectives earlier discussed in chapter one were accomplished. Specifically, this 

chapter deals with the various methods used for the study. In conclusion, the relevant authorities for 

instance The Central Bank of Nigeria should adequately put measures to safeguard the value of the 

domestic currency, this would ensure that the value on the same does not fluctuate much day in day 

out and finally, the study investigated the relationship between foreign exchange trading and financial 

performance of commercial banks in Nigeria and aim to shed some additional light on the topics of 

foreign exchange trading and risk. Finally, it was recommended that relevant authorities for instance 

the Central Bank of Nigeria should adequately put measures to safeguard the value of the domestic 

currency. This would ensure that the value on the same does not fluctuate much day in day out. 

Takon, Nsofor and Ugwuegbe (2016) investigated the effect of foreign exchange transaction on the 

profitability of Nigerian banks for the period of 2010 to 2014. The study employed annual data 

generated from the annual report of ten publicly quoted banks in Nigeria. The result of Kao panel co-

integration test indicates that there exists a long run relationship between the variables under study. 

The result of the DOLS revealed that foreign exchange income has a negative and insignificant effect 

on the profitability of Nigerian banks for the period. Total asset which was used as a control variable 

was shown to exert positive impact on the profitability of Nigerian banks, while total equity has a 

negative effect on profitability of banks in Nigeria for the same period under study.  

Agbeja, Adelakun, and  Udi (2016).   Investigated the effect of counterparty risk and exchange rate 

risk on the profitability of deposit money banks in Nigeria. Profit before tax was measured as a 

function of non-performing loans; seven banks were selected on a cross-sectional basis for five years. 

Secondary data were used and an auto-regression conditional model was used to measure risk. The 

result revealed that counterparty risk and exchange rate risk have significant effect on bank 

performance- profitability. Accordingly, stringent but non-static credit policy and prudent exchange 

rate management to enhance economy were suggested. 

 Carolyn and Daniel (2016), examined foreign exchange rate fluctuations on the financial 

performance of commercial banks listed at the Nairobi securities exchange. The study used a time 

series correlation research design with the target population being all commercial banks that are listed 

in the Nairobi Securities Exchange between 2006 and 2013. Data was sourced from the Central Bank 

of Kenya and published yearly accounts of listed banks. The study used multivariate Linear 

Regressions to establish the relationship between foreign exchange rate fluctuations, inflation rates, 

interest rates and bank performance indicators. Pearson product moment correlation (r) was applied to 

establish the relationship between the variables. The study found a strong positive relationship 

between foreign exchange rates and financial performance indicators.  

Diala, and Igwe-Kalu, (2016). Examined the relationship between commercial property market and 

foreign exchange markets in Nigeria from 2000 to 2010 with the aim of determining the effects of 

Naira/US Dollar exchange rate volatility on commercial property returns in Nigeria. This study was 

motivated by the progressive Naira/Dollar exchange rate regime and its potential consequences on 

real estate investment decision making. The Exponential Generalized Auto-Regressive Conditional 

Heteroscedasticity (EGARCH) was used in establishing the relationship between exchange rate 

volatility and property investment returns volatility in Nigeria. It was found that there exists a positive 

insignificant relationship between commercial property returns and Naira/US Dollar exchange rate 

movement in Nigeria. It was also discovered that there is volatility persistence of exchange rate on 

commercial property returns which implies that current period rate has an effect on the forecast 

variance of future rate. Leverage effect was not sufficiently significant within the study period. 

Ismaila,  (2016) examine exchange rate depreciation and Nigeria economic growth during the SAP 

and post SAP period. The study covers the period of 1986–2012, using the Johasen co-integration test 

and error correction model analyses after conducting the stationary test, the results show that broad 

money supply, net export and total government expenditure have significant impact on real output 

performance in the long run while exchange rate has direct and insignificant effect on Nigeria 
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economic growth in both short and long run this implies that exchange rate depreciation during the 

SAP period has no robust effect on Nigeria economic performance.  

Amassoma, and  Odeniyi, 2016) Examined the impact of exchange rate fluctuation on the Nigerian 

economic growth using an annual data of forty-three (43) years covering the period (1970 – 2013). 

The standard deviation method was employed to capture and estimate thev fluctuation inherent in the 

model as regards the research’s objective. The study employed econometric techniques such as; 

Multiple Regression Model, Augmented Dickey Fuller (ADF) test, Johansen Cointegration Test and 

the Error Correction Model (ECM). Evidence from this study exhibited that there exists a positive but 

insignificant impact of exchange rate fluctuation on Nigerian economic growth in both the long run 

and short run. This result is attributed to the ability of the Nigerian government to effectively regulate 

some other important macroeconomic variables which can infuriate exchange rate which has thereby 

helped curtail the effects of exchange rate fluctuation during the study period. This is an indication 

that monetary authorities might have initiated policies that helped absorb the influence of exchange 

rate fluctuation on economic growth in Nigeria.  

 

METHODOLOGY 

Research Design 

An ex-post facto research design was   adopted for this study because the data are time series data that 

already exist in various financial publications and reports of various issues.  

Nature and Sources of Data  

Secondary data was collected from, Central Bank of Nigeria annual reports, Nigeria Deposit 

Insurance Corporation annual report, and National Bureau of Statistics (N.B.S) and these will form 

the data base for this study.  

Model Specification 
The study adapted and modified the Onyekachi (2019)  

The model is stated thus: 

ROA= f (NER, RER, INTR, ERF)  

ROA = Return on Asset  

NER = Nominal Exchange Rate  

RER = Real Exchange rate 

INTR = Interest Rate 

b0 = the constant 

B1- b4 = the coefficients of the explanatory variables 

Ut = Error term 

The model was Adapted and Modified by introducing exchange rate fluctuations 
ROA= f (NER, RER, INTR, ERF)       

The econometric form of the equation      

ROA = β0 + β1NER + β2RER + β3INTR + β4ERF + µ       1 

Where: 

ROA = Return On Asset  

NER = Nominal Exchange Rate  

RER = Real Exchange rate 

INTR = Interest Rate 

ERF= Exchange Rate Fluctuations 

b0 = the constant 

B1- b4 = the coefficients of the explanatory variables 

Ut = Error term 

β0 and µ are the constant and error term respectively while β1, β2, β3, and β4 are the coefficient of 

exchange rate  on the performance of commercial banks in Nigeria  

Method of Analyses: 

The study employe Augmented Dickey Fuller tests for Unit Roots and The Ordinary Least Squire 

(OLS) method of analysis.  
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DATA ANALYSIS 

Unit Root Test  

The variables were tested for stationarity. The test aimed at understanding the state at which the 

variables can be held stable for regression analyses. This test becomes pertinent because time series 

variables are often prone to non-stationarity which is capable of distorting the reliability of regression 

results. The variables used in the analysis were subjected to Augmented Dickey Fuller (ADF) Tests, 

to determine whether they are stationary series or non-stationary series.  

The result revealed that return on asset, nominal effective exchange rate, real effective exchange rate, 

interest rate and exchange rate fluctuation were differenced were stationary at [1(0)]  

From the analyses of stationarity of the variables, it was seen that all the variables have stationarity of 

level. Thus, the most suitable tool of analyses is the Ordinary Least Squire (OLS) approach which is 

capable of handling stationary at level I(0) was used for the data analysis.   

Table 1: Summary Unit Root test for Stationarity 
Variables At Level        

1(0) 
At  First 

Difference 

1(1) 

At  Second  

Difference 
Order of 

Integration 
Probability 

ROA -3.730558   1(0) 0.0039 

NER -4.561864   1(0) 0.0112 

RER -4.595801   1(0) 0.0016 

ITR -5.814004   1(0)  0.0022 

ERF -4.340303   1(0) 0.0048 

Source: Researcher’s Estimation using Eviews 9.0 

 

The Ordinary Least Square Regression  

In this section, we provide the benchmark test of the significance of the independent variables in 

explaining the effect exchange rate on the Performance of Deposit Money Banks in Nigeria.  

 
Dependent Variable: ROA   

Method: Least Squares   

Date: 05/13/21   Time: 09:42   

Sample: 1986 2021   

Included observations: 32   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 12.31307 9.954622 2.36920 0.0000 

NER 3.476402 1.105583 2.35405 0.0003 

RER 2.930699 0.596716 2.91133 0.0001 

INTR -1.009500 0.002601 -1.61984 0.7253 

ERF -0.043458 0.228947 -1.18817 0.8510 
     
     R-squared 0.698004     Mean dependent var 127.3943 

Adjusted R-squared 0.676755     S.D. dependent var 27.74212 

S.E. of regression 9.739223     Akaike info criterion 7.567056 

Sum squared resid 2276.459     Schwarz criterion 7.847296 

Log likelihood -107.5058     Hannan-Quinn criter. 7.656707 

F-statistic 42.26073     Durbin-Watson stat 2.787165 

Prob(F-statistic) 0.000000    
     
     

Source: E-View 9.0  

From the above regression coefficients, we can express the model as follows: 

ROA= 12.31307 +NER = 3.476402 + RER= 2.930699 +INTR =-1.009500+ ERF =-0.043458 + U 

From the results of the OLS, the constant parameter is positive at 12.31307. This means that if all the 

independent variables are held constant, ROA as a dependent variable will grow by 12.31307 Units  

Nominal Exchange Rate: the coefficient of nominal exchange rate (NER) is positive at 3.476402 

with probability of 0.0003 and t-Statistic of 2.35405 which means that nominal exchange rate has 
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positive and significant effect on return on asset (ROA). A unit increase in nominal exchange rate 

(NER) will cause ROA to increase by 2.660510 units.    

 Real Exchange Rate: The coefficient of real exchange rate (RER) is positive at 2.930699 with 

probability value of 0.0001 and t-Statistic of 2.91133 which means that real exchange rate (RER) has 

positive and significant effect on return on asset (ROA) within the period under study. A unit increase 

in real exchange rate (RER) will lead to an increase in (ROA) by 2.91133  

Interest Rate: the coefficient of interest rate (INTR) is negative at 1.009500 with probability value of 

0.7253 and t-Statistic of 1.651984 which means that interest rate (INTR) has negative and 

insignificant effect on return on asset (ROA). A unit increase in interest rate (INTR) will lead to 

decrease on return on asset (ROA) by 1.009500 units. 

Exchange Rate Fluctuation: The coefficient of exchange rate fluctuation (ERF) is negative at 

0.043458 with probability value of 0.8510 and t-Statistics of 0.8510 which means that exchange rate 

fluctuation has negative and insignificant effect on return on asset (ROA) within the period under 

review. A unit increase exchange rate fluctuation (ERF) will lead to increase in ROA by 0.043458.  

Finally, the Adjusted R-squared is 0.676755 which is approximately 68%. This means that 68% of 

total variation in return on asset (ROA) can be explained by the variables namely nominal effective 

exchange rate, real effective exchange rate, interest rate and exchange rate fluctuation while the 

remaining 32% is due to other stochastic variables. The Durbin-Watson statistics is (2.787165) this 

means the model is free from autocorrelation. 

 

Test of Hypotheses 

To tests the hypotheses, the statistical significance of the individual parameters was used to test the 

hypotheses. These tests were conducted at 5% level of significance 

Test of Hypothesis One  

Stage One: Restatement of hypothesis in null and alternate form: 

Ho1: Nominal effective exchange rate has no significant effect on return on asset in Nigeria  

Hi:  Nominal effective exchange rate has significant effect on return on asset in Nigeria  

Stage Two: Decision Rule  

If the probability value is less than 0.05%, we will reject the null hypotheses and accept the alternative 

hypotheses. But if the probability value is greater than 0.05%, we will accept the null hypotheses and 

reject the alternative hypotheses 

Stage Three: Decision 

From table 2 above, since the probability value is less than 5% (0.0003<0.05) with coefficient value 

of 3.476402 and t-Statistic of 2.35405, the studies therefore reject the null hypothesis and accept the 

alternative hypothesis: these imply that nominal effective exchange rate has positive and significant 

effect on return on asset in Nigeria.  

Hypothesis Two  

Stage One: Restatement of Hypothesis in Null and Alternate Form: 

Ho2: Real effective exchange rate has no significant effect in return on asset in Nigeria  

Hi: Real effective exchange rate has significant effect in return on asset in Nigeria. 

Stage Two: Decision Rule  

If the probability value is less than 0.05%, we will reject the null hypotheses and accept the alternative 

hypotheses. But if the probability value is greater than 0.05%, we will accept the null hypotheses and 

reject the alternative hypotheses 

Stage Three: Decision 

Table 2 above reveals that the probability value is less than 5% (0.0001<0.05) with coefficient value 

of 2.930699 and t-Statistic of 2.91133, the study therefore reject the null hypothesis and accept the 

alternative hypothesis and submit that real effective exchange rate has significant effect on return on 

asset in Nigeria 

Hypothesis Three  

Stage One: Restatement of Hypothesis in Null and Alternate Form 

Ho3. Interest rate has no significant effect in return on asset in Nigeria. 

Hi. Interest rate has significant effect in return on equity in Nigeria. 
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Stage Two: Decision Rule  

If the probability value is less than 0.05%, we will reject the null hypotheses and accept the alternative 

hypotheses. But if the probability value is greater than 0.05%, we will accept the null hypotheses and 

reject the alternative hypotheses 

Stage Three: Decision 

From table 2 above, since the probability value is greater than 5% (0.7253>0.05) with coefficient 

value of 1.009500 and t-Statistic of 1.651984, the studies therefore accept the null hypothesis and 

reject the alternative hypothesis: which means that interest rate has negative and insignificant effect 

on return on asset in Nigeria  

Hypothesis Four  

Stage One: Restatement of Hypothesis in Null and Alternate Form: 

Ho4. Exchange rate fluctuation has no significant effect in return on asset in Nigeria 

Hi. Exchange rate fluctuation has significant effect in return on asset in Nigeria 

Stage Two:  Decision Rule  

If the probability value is less than 0.05%, we will reject the null hypotheses and accept the alternative 

hypotheses. But if the probability value is greater than 0.05%, we will accept the null hypotheses and 

reject the alternative hypotheses 

Stage Three: Decision 

From table 2 above, since the probability value is greater than 5% (0.8510>0.05) with coefficient 

value of 0.043458 and t-Statistic of 1.189817, the studies therefore accept the null hypothesis and 

reject the alternative hypothesis: which means that exchange rate fluctuation has insignificant effect in 

return on asset in Nigeria  

 

DISCUSSION OF FINDING  

Nominal Effective Exchange Rate: The result indicates that nominal effective exchange rate has 

positive effect on return on asset in Nigeria  

The result of our findings are consistent with the work of Ani, Ugwunta and Okanya (2013) they posit 

that nominal effective exchange rate has positive relationship with the performance of commercial 

banks in Nigeria  

Real Effective Exchange Rate: The result indicates real effective exchange rate has positive effect 

on return on asset. The result of our findings is consistent with the work Owoeye & Ogunmakin 

(2013). In terms of real effective exchange rate, it was discovered that real effective exchange rate has 

positive   relationship with the performance of commercial banks in Nigeria.  

Interest Rate: The result of our study indicates that interest rate has negative effect on the 

performance of commercial banks in Nigeria. The result of our findings are consistent with the work  

Uchenna (2014), findings from his study shows that  interest rate has adverse affect on the 

performance of commercial banks in Nigeria within the period under review  

Exchange rate fluctuation: The result of our study indicates that exchange rate fluctuation has 

negative effect on the performance of commercial banks in Nigeria. The result of our findings are 

consistent with the work  Owoeye and Ogunmakin (2013), they posit that   Loan loss to total advance 

ratio shows that fluctuating exchange rate may affect the ability of lenders to manage loans resulting 

into high level of bad  

 

CONCLUSION  

The result of regression indicate that nominal exchange rate, real exchange rate has positive and 

significant effect on return on asset while interest rate and exchange rate fluctuation has negative and 

insignificant effect on return on asset. The study therefore concludes that exchange  rate have adverse 

effect on the performance of deposit money banks in Nigeria  and have not helped to improve the rate 

of investment in Nigeria within the period under study.  

 

RECOMMENDATIONS  

Amongst the recommendations is that banks should increase their deposit interest rates in order to 

mobilize deposits since they adjust to normalcy from adverse effects of interest rate. Since savings is 

the main source of funds to commercial banks, banks should give due emphasis to its savings 

mobilization and strive to increase their savings by provide excellent services for their customers. On 
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the ground of inflation, high interest rate developed by liquidity of banks should be reduced to a 

tolerable level. This is to enable appreciable level investment to exist within the economy and in turn 

stimulate economic growth. A good performance of an economy in terms of per capita growth may 

therefore be attributed to the rate of inflation in the country. A major policy implication of this result 

is that concerted effort should be made by policy makers to increase the level of output in Nigeria by 

improving productivity and supply in order to reduce the prices of goods and services (inflation) so as 

to boost the growth of the economy. Inflation can only be reduced to the barest minimum by 

increasing output level  
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