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ABSTRACT 

The study examined the effect of interest rate indicators (lending rate, monetary policy rate, and treasury bill rate) on the financial performance of development 

banks in Nigeria, using Return on Assets (ROA) and Return on Equity (ROE) as measures of performance. The findings show that the overall regression models 

were statistically significant and explained a substantial proportion of variations in both ROA (71.1%) and ROE (88.8%). Lending rate had a positive and significant 

effect on both ROA and ROE, indicating that higher lending rates improve profitability through increased interest income. Monetary policy rate exhibited a positive 

but insignificant effect on ROA, while it significantly enhanced ROE. Similarly, treasury bill rate showed an insignificant positive influence on ROA but a significant 

positive effect on ROE. Firm size was found to positively influence both performance indicators, with a stronger and significant impact on ROE. However, census 

sampling techniques were used. The study concluded that interest rate dynamics are important determinants of the financial performance of development banks in 

Nigeria, particularly in enhancing shareholders’ returns. The study recommends that development banks adopt effective interest rate management strategies, 

strengthen asset-liability management practices, and leverage favorable monetary policy conditions to improve profitability and sustainability. Furthermore, 

policymakers should ensure a stable interest rate environment that supports the developmental mandates and financial viability of these institutions. 
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1. Introduction  

Nigeria's economic growth is still largely driven by the banking industry, whose performance is mostly dictated by monetary policy decisions, especially 

those pertaining to benchmark interest rates Afolabi, & Wapji (2024).  More specifically, achieving improved performance and promoting the expansion 

of the banking sector depend on choosing an appropriate interest rate Ha, et al (2025). An organization's performance can be defined as the assessment 

of its functional components that aims to determine how well a business can use efficiency and effectiveness to reach its desired goals Ramirez, (2024).  

Organizational managers' methods of measuring and controlling performance translate into improved management evaluation, increased value creation 

for customers, improved measurement of the organization's knowledge, and the ability to monitor the effectiveness and efficiency of performance metrics 

Alsharari and Aljohani (2024). High interest rates make borrowing more expensive, which in turn hinders economic growth, lowers aggregate demand, 

increases unemployment, and slows down domestic investment. Regarding the available financing and investment options, it presents important questions 

for policymakers Agu, and Ayegbe, (2025).. Conversely, lowering interest rates boosts export competitiveness, corporate confidence, employment, 

production, investments, and aggregate demand Alazaki, and Okumuş,(2024).  Interest rates play a crucial role in the financial operations and performance 

of development organizations Ka, et al (2026). The relationship between interest rates and financial performance is complex and multifaceted, with 

implications for funding availability, cost of capital, investment decisions, and overall stability of the organization. Understanding this relationship is of 

paramount importance for policymakers, investors, and managers of development organizations. Interest rates are a key driver of the overall cost of 

borrowing for development organizations. Fluctuations in interest rates can significantly impact the profitability and financial health of these 

organizations. High-interest rates can increase the cost of capital, making it more expensive for development organizations to fund their projects and 

investments. On the other hand, low-interest rates can stimulate economic growth and investment but may also lead to potential risks such as inflation 

Oyadeyi, et al (2025). 

Development banks play a critical role in providing financial support and promoting economic growth in countries like Nigeria Iliyasu, et al (2024). The 

relationship between interest rates and the financial performance of development banks is a topic of significant interest due to its implications for 
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sustainable development and financial stability Huy, and Dinh, (2025). This study aims to investigate the effect of interest rates, specifically lending rate, 

monetary rate, and Treasury bill rate, on the return on assets (ROA) of development banks in Nigeria (Ogbaka & Eze, 2020).  

Interest rates, including lending rates set by commercial banks, monetary policy rates determined by the central bank, and Treasury bill rates in the 

financial market, are key determinants of the cost of funds for development banks Amidu, (2006). Fluctuations in these interest rates can influence the 

profitability and financial performance of development banks, impacting their ability to support developmental projects and initiatives. In Nigeria, where 

the financial sector is dynamic and interest rates are subject to market forces and regulatory interventions, understanding the effects of interest rates on 

development bank performance is crucial. The financial performance of development organizations is largely dependent on their ability to manage interest 

rate risk effectively. Interest rate risk refers to the potential impact of interest rate changes on an organization's financial condition, including its 

profitability, cash flow, and solvency Chen,et al (2025). The return on assets metric is a widely used indicator of financial performance, reflecting the 

efficiency of an organization in generating profits from its assets. The relationship between interest rates and return on assets can be complex and 

multifaceted, with various studies in the literature reporting mixed findings on the direction and magnitude of this relationship. There are empirical 

evidences which suggest that higher interest rates can improve a bank's profitability by increasing the spread between borrowing and lending rates, while 

others Uppal, (2025) and Wang, (2025). use that high-interest rates may reduce investment and loan demand, affecting overall profitability. 

Development banks are seen as an important tool to solve market imperfections that would leave either profitable projects or projects that generate 

positive externalities without financing Loizos, (2025) and Allen, (2025). In economies with significant capital constraints, these banks serve to alleviate 

capital scarcity and promote entrepreneurial action to boost new or existing industries Lv et al (2026).They also lend to companies that would not 

undertake projects if not for the availability of long-term, subsidized funding from a development banks Quoc, et al (2025). These positive effects 

notwithstanding, development banks are often criticized for supporting politically connected industrialists Newton, & Porter, (2026). Or crowding out 

private sources of capital that would otherwise help promote new investment (Matos,2026). 

Statement of the problem 

The financial performance of deposit money banks (DMBs) in Nigeria is intricately linked to the dynamics of interest rates, encompassing lending interest 

rates (LIR), Deposit Interest Rates (DIR), and the interest rate spread (IRS) Ibrahim, (2024). These components are pivotal in shaping the operational 

efficiency and profitability of banks, particularly when assessed through the lens of Return on Assets (ROA). In the Nigerian context, the interplay 

between these interest rate variables and bank performance has garnered significant attention, especially in light of recent economic fluctuations and 

monetary policy adjustments. Lending interest rates, representing the cost at which banks extend credit to borrowers, directly influence the revenue 

streams of DMBs. An elevated LIR can enhance interest income, thereby potentially boosting ROA. However, excessively high lending rates may deter 

borrowing, leading to a contraction in loan portfolios and, consequently, a decline in asset utilization efficiency. Conversely, deposit interest rates, which 

signify the returns offered to depositors, impact the cost of funds for banks. A higher DIR increases the expense associated with mobilizing deposits, 

which can compress net interest margins if not offset by proportionally higher lending rates. The differential between LIR and DIR, known as the interest 

rate spread, serves as a critical indicator of banking sector profitability. A widening spread often suggests improved profitability, yet it may also reflect 

inefficiencies or heightened risk premiums in the financial system (Dike et al., 2025).  

Empirical studies have delved into the ramifications of interest rate fluctuations on the financial performance of Nigerian banks. For instance, Dike et al. 

(2025) examined the period from 1981 to 2022, revealing that while the monetary policy rate and interbank rate significantly affect bank performance, 

the lending rate does not exhibit a substantial impact. This finding underscores the complexity of interest rate mechanisms and their varied influence on 

Development banking operations. The evolving monetary and financial environment in Nigeria necessitates continuous academic inquiry into the impact 

of interest rates on financial performance of development banks. While previous studies have provided valuable insights, the rapidly changing economic 

conditions and policy responses in the post-pandemic era demand updated empirical evaluations. A critical investigation into the interrelations between 

lending rate, monetary policy rate, and Treasury bill rate and ROA among Nigerian Development Banks would not only fill an important gap in 

contemporary literature but also provide strategic guidance to regulators and stakeholders aiming to foster a resilient banking sector. 

Objectives of the study 

The main objective of this study is the effect of interest rate on financial performance of development banks in Nigeria, while the specific objectives are: 

• To determine the effect of Lending Rate on Return on Asset (ROA)  of Development Banks in Nigeria 

2. Literature Review 

Researchers have used a variety of proxies as indicators of the financial performance of banks in the published research that is now available. A mix of 

financial ratio analysis, benchmarking, and monitoring performance in comparison to the budget are all included in these proxies. Return on equity, return 

on assets, net interest margin, and a whole host of other metrics are also used (Alimi, 2014). However, Cai (2025) explained that a good performance 

measurement framework should include more aspects of performance than just profitability embedded in pure market-oriented indicators. Additionally, 

this framework should be less susceptible to manipulation by the markets. Cai (2025), Cheng (2025) and Yuan (2025) cited this explanation in their 

article. According to GARDEZI (2025), "performance" is defined as the capacity of an organization to recognize the value of the investments made into 

business activities, with the expectation that these activities will contribute to the organization's ongoing pursuit of self-improvement and the realization 
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of its objectives. Return on Assets (ROA) is a critical profitability ratio that gauges how effectively a company utilizes its assets to generate earnings. 

Mao (2023; Singh et al. 2024) defines ROA as the ratio of net income to total assets, measuring the company’s ability to convert its assets into profits. 

This ratio indicates the efficiency with which management is deploying the firm’s resources to generate income. A higher ROA signifies that the company 

is more efficient in using its assets to produce profits, which is a clear reflection of strong operational management (Arwan et al., 2024; Umoh, 2024). 

For instance, if a company has invested heavily in assets but is unable to generate proportionate income, it would reflect a lower ROA, signaling 

inefficiency in resource utilization. Conversely, a higher ROA (Krstić et al., 2023; Puhakka, 2025) means the company is effectively converting its 

investments into profits, thus reflecting better resource management. The efficiency of a company’s asset utilization directly impacts its profitability and 

overall financial health, making ROA a crucial metric for investors and stakeholders when evaluating a firm's performance. As Cao et al (2026) suggests, 

businesses with higher ROA tend to be more efficient and competitive, as they can generate greater returns with the same level of resources compared to 

their counterparts with lower ROA. 

The maximum bank lending rate is the interest rate that deposit money banks may legally charge their borrowers for loans they make to their clients. If 

the highest interest rate that banks are ready to lend at is too high, the banks run the danger of inducing adverse selection difficulties. This occurs when 

high-risk borrowers are willing to accept the high interest rates. It is possible that Nigeria's deposit money banks may discourage long-term investment 

by charging excessively high interest rates, which would limit the country's capacity for economic expansion (Ibrahim, 2024; Okegbemi, 2024). A rise 

in the base rate that the central bank uses to determine other interest rates would lead to an increase in the maximum interest rate that commercial banks 

charge their clients when they borrow money. A rise in the maximum lending rate will have an effect on individuals, particularly if the interest rate on 

any loans they hold is variable. This would result in a decrease in the amount of money that people have available for spending, saving, or investing. 

People have to pay their bills, and as those costs grow more costly, families are going to have less money available for other expenses (Wilson et al., 

2024; Caplovitz, 2025). The Central Bank of Nigeria, like in several other nations, has long used monetary policy as a crucial framework for enacting the 

intended macroeconomic goals. The monetary policy rate (MR) is a crucial tool the monetary authority uses in this context. The minimal rediscount rate 

(MRR) was replaced by the MPR in 2006 by the Central Bank of Nigeria (CBN), since the MRR was deemed to be relatively unsuccessful. The CBN 

has used the MPR as one of its monetary policy tools since it was adopted to set goals and guidelines for other rates (Olawoye & Erediauwa, 2025). 

Interest rate pass-through (IRPT) is thus one method by which the efficacy of monetary policy can be assessed. The method by which bank interest rates 

react to changes in the MPR is known as the IRPT (García et al., 2025). It is anticipated that the MPR will announce the Monetary Policy Committee's 

decision and serve as a reference point for other interest rates. Still up for debate, though, is how well the MPR works to affect other interest rates. 

Treasury bill (T-bill) rates represent the discounted interest rate at which the government sells short-term debt securities (T-bills) to investors, with the 

difference between the purchase price and the face value representing the interest earned at maturity (Ioannidou et al., 2024). The government issues T-

Bills at discounted rate and pays the interest upfront while the investment sum is repaid at maturity. Treasury bills or T-Bills as they are sometimes called 

are short-term debt securities issued by the government to make up for budget deficit and fund projects (Hanson et al., 2024). In Nigeria, T-Bills are 

issued by the central bank of Nigeria (CBN) on behalf of the federal government. The investment is backed by the full faith and credit of the federal 

government of Nigeria (FGN), hence, it is considered one of the safest forms of investment (Nwoke , 2024; Ninyio, 2025). 

3. Methodology 

The selection of an ex-post facto, or causal-comparative, design is appropriate for this study as it investigates potential relationships between variables 

that have already occurred and cannot be manipulated by the researcher. As defined by Kerlinger (as cited in Lord, 1973), this design is a systematic 

empirical inquiry where the independent variable is not controllable because its manifestations have already taken place or are inherently not manipulated. 

This approach is particularly suited for research questions concerning past events or pre-existing conditions. 

Several practical advantages support the use of this methodology. First, ex-post facto research leverages pre-existing data, which streamlines the research 

process by eliminating the need for lengthy, prospective data collection efforts. For example, Murungi et al. (2025) effectively utilized this design to 

analyze the impact of pandemic-era learning strategies on educational outcomes by examining data from events that had already transpired. This 

retrospective approach is invaluable for examining historical phenomena.  

4. Analysis 

Missing Value 

The respondents were spot-checked on each questionnaire filled before leaving the respondents to avoid a missing observation. This is the fact that all 

the questions asked in the questionnaire were understandable to the average respondents. To avoid possibility of missing value(s), any questionnaire 

received was subjected to skim-checking instantly and follow-up (if any), thereby closing any chance of having missing data. Missing data reduced the 

precision of the calculated statistics. All the assumptions behind any statistical techniques are based on complete cases, and missing values can complicate 

the theory required, hence the researcher and research assistants were trained and extra careful is examined. 
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Table 1: Case Processing Summary 

 Cases 

Valid Missing Total 

N Percent N Percent N Percent 

Lend Rate 9 100.0% 0 0.0% 9 100.0% 

Monetary Rate 9 100.0% 0 0.0% 9 100.0% 

Treasury Rate 9 100.0% 0 0.0% 9 100.0% 

Firms Size 9 100.0% 0 0.0% 9 100.0% 

ROA 9 100.0% 0 0.0% 9 100.0% 

       

Normality Test 

The data collected was subjected to normality test. This is because one of the assumptions of inferential statistics is that the data will be normally 

distributed or approximately normal otherwise the data needs to be transformed for normality. The rule of thumb for the calculated statistic is that, when 

the sample size is less than 50, Shapiro Wilk is to be used otherwise Kolmogorov Smirnov will be used. 

Table 2: Tests of Normality 

 Kolmogorov-Smirnov Shapiro-Wilk 

Statistic Df Sig. Statistic Df Sig. 

Lend Rate .143 9 .037 .952 9 .092 

Monetary Rate .176 9 .003 .820 9 .000 

Treasury Rate .159 9 .013 .967 9 .294 

Firms Size .116 9 .188 .976 9 .554 

ROA .113 9 .200* .970 9 .371 

       

 

For this variable, the sample size is 9, therefore Shapiro wilk test was used. And for all the data points, p = 0.05 in each case, suggesting strong evidence 

of normality, and as such the data is approximately normally distributed. Therefore, normality was assumed for this data set and provided that any other 

test assumptions are satisfied, an appropriate parametric test can be used. This result can be justified by the normal probability plots below. 

5. Summary, Conclusion and Recommendations 

Summary of Findings 

This study examined the effect of lending rate, monetary rate, treasury rate, and firm size on the financial performance of development banks in Nigeria, 

using Return on Assets (ROA) as performance indicators. The descriptive statistics revealed that all variables were fairly distributed, with no severe non-

normality issues, making the dataset suitable for regression analysis. The correlation and regression results provided evidence of both individual and joint 

effects of the explanatory variables on bank performance. This study investigated the effect of lending rate, monetary rate, treasury rate, and firm size on 

the financial performance of development banks in Nigeria, using Return on Assets (ROA) as performance indicators. The analysis was based on 

descriptive statistics, correlation, and multiple regression techniques. The descriptive statistics showed that the variables were fairly distributed with no 

serious abnormalities in their distribution, indicating that the data were suitable for regression analysis. This provided a reliable basis for examining the 

relationship between the explanatory variables and bank performance. The regression result revealed that the model has a strong explanatory power, with 

an R² value of 0.711. This implies that about 71.1% of the variation in ROA is explained by lending rate, monetary rate, treasury rate, and firm size. The 

ANOVA result further confirmed that the model is statistically significant, indicating that the independent variables jointly influence ROA. The coefficient 

results for ROA showed that lending rate has a positive and statistically significant effect on ROA, making it the most important determinant of asset-

based profitability in the model. Monetary rate and treasury rate both showed positive but statistically insignificant relationships with ROA, indicating 
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that their effects on asset performance are weak or indirect. Firm size also exhibited a positive relationship with ROA, but the effect was relatively weak 

compared to lending rate. Findings suggest that while lending rate is the most consistent determinant of ROA is more sensitive to macroeconomic and 

structural variables. This highlights differences in how asset-based and equity-based performance respond to economic conditions and firm characteristics. 

Conclusion 

The study concludes that macroeconomic and firm-specific factors play a significant role in determining the financial performance of development banks 

in Nigeria where the lending rate is a key determinant of ROA indicating that interest rate conditions strongly influence bank profitability. This supports 

the financial intermediation theory, which emphasizes the importance of interest rate spreads in banking operations. Monetary rate and treasury rate show 

mixed effects, suggesting that macroeconomic policy variables influence bank performance more strongly through equity returns than asset efficiency. 

This implies that monetary policy transmission to bank profitability is indirect and more effective in the long run than in the short run. Firm size also 

plays an important role, therefore, the study concludes that development bank performance in Nigeria is significantly influenced by both macroeconomic 

conditions and institutional characteristics. 

Recommendations 

Based on the findings of the study, the  researcher recommend that Monetary authorities should strengthen policy transmission mechanisms, so that 

changes in monetary policy rates effectively translate into improved financial sector performance, especially in terms of asset utilization (ROA).  
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