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 The study investigates the influence of currency depreciation on the 

financial performance of  Nigerian deposit money banks. Ex-post facto 

research design was adopted and ten (10) banks were selected using 

convenience sampling technique. Secondary data were collected from the 

annual financial reports of the selected deposit money banks and the 

Central Bank of Nigeria (CBN)publications over a period of ten 

years(2008-2017).The analysis was done using a panel Estimated 

Generalized Least Square method (EGLS) in the form of multiple 

regressions. The indices of determination for currency depreciation are 

Inflation Rate (INFR); Interest Rate (INTR); and Exchange Rate 

(EXCHR).The Return on Asset (ROA) serves as a surrogate for 

performance. The results of the study show a negative and significant effect 

of INFR on ROA (p < 0.05);and a negative and significant effect of INTR 

on ROA (p < 0.05).  However, there is a positive and insignificant effect of 

EXCHR on ROA (p > 0.05).It is recommended that effective fiscal and 

monetary policies are required by the Federal Government of Nigeria 

through the Central Bank of Nigeria and the Ministry of Finance to address 

the adverse effects of inflation and interest rates in Nigeria as these have 

potential of influencing the performance of deposit money banks. 
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1. Introduction 

Currency devaluation is the reduction in value of the currency of a country to 

another country’s currency. A currency hardly depletes in value without a smack in 

factors such as interest rates, inflation rate, exchange rate, unemployment levels, 

money supply and government budget. The impacts of these factors on the bottom 

line of a business entity often override the currency's influence. A devalued currency 

often results in a weaker domestic economy, which hits home businesses. Some of the 

factors that cause currency depreciation such as economic policies that produce too 

much money into the economic system or political uncertainty that discourages 

foreign investment. Hence, the consequence of currency devaluation mounts force on 

economic activities (Victor, 2017). After political independence in 1960, the Nigerian 

government made significant effort to revamp the economy by embarking on the 

importation of items of equipment and other hi-tech expertise. This brought about an 

increase in visible and invisible accounts while exports suffer set-back, resulting in an 

unfavorable balance of payment. Aguiar (2005) argues that a country that experiences 

unfavorable balance of payment should implement short and long run palliative 

actions to mitigate the imbalance. One  such action is devaluation of currency, since 

currency is the major determinant of a nation's economic well-being and the survival 

of every economic agent in an economy (Daniel, 2016).  

Inflation relates to higher costs andincome. Positive influence will be exerted on 

profitability if a bank's income increases faster than costs. Also, interest rate, being 

the price a debtor pays for the use of the hired fund is central to economic price 

because interest rate has final consequences on the economy either impacting on the 

cost of capital, inducing the accessibility of credit by increasing savings, to determine 

the level of investment within an economy. The exchange rate as one of the metrics of 

currency depreciation is the volume of domestic currency needed to buy a piece of 

foreign currency. According to Ross, Westerfield, Jaffe and Jordan (2008), the 

interaction of demand and supply determine the exchange rate of foreign investment. 

Exchange rate influences domestic prices through the importation of consumable 

goods and services thatdetermine the domestic prices of imported goods, which 

affects domestic production cost of goods and servicesestimated in foreign currency 

(Gatobu, 2012). Adetayo (2013) opined that the currency fluctuation exchange rates 

produce substantial gains or losses and this gives a misleading impression of 

occurrence to the entity financial institution.   Hence, banks with international 

authorization are more affected than any others in this regard (Gatobu, 2012). 
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Contingent on the above background, this study viewed currency depreciation 

from three perspectives, namely the inflation rate which represents the loss of value 

of a currency over a period of time, the interest rate that denotes the borrowing cost of 

fund, and the exchange rate epitomizing loss of value of one currency against another. 

Hence, the study has established the possible effect of currency depreciation on the 

performance of Nigerian deposit money banks. Specific objectives are to: 

i. assess the effect of inflation rate on the performance ofNigerian deposit mon-

ey banks; 

ii. evaluate the effect of interest rateon the performanceofNigerian deposit mon-

ey banks; and 

iii. examine the effect of the exchange rate on the performance of Nigerian de-

posit money banks. 

2. Theoretical framework 

Currency devaluation arises when the forces of supply and demand force down 

the value of the currency and its effect depends on the types of transaction. The 

effects of currency depreciation are negative on goods manufactured locally that rely 

on intermediate foreign products while domestic exports are positively affected by 

cheaper prices (Victor, 2017). The volume of borrowing by investors is also affected 

while stock prices traded in an economy will fall due to domestic currency 

depreciation (Umoru&Osemwegie, 2016). Among the reasons is that investors who 

hold local stocks where the currency is depreciated would receive a lower return on 

investments. 

Carter, Rogers and Simkins (2013) opined that firms' input cost increase 

devaluation in a characteristic semi-industrialized economy where manufacturing 

inputs are mostly importedand hardly manufactured locally. The most significant 

point to note is that currency depreciation escalates net exports and production 

costswhereas currency appreciation cuts down the net exports and production costs 

(Soludo, 2004). The common effects of demand and supply networksfix the 

netoutcomes of exchange rate variations on price and real output (Umoru & 

Osemwegie, 2016). 

Inflation contributes to the poor admiration attributed to the banks by the stock 

market. It is argued that inflation sometimes does banks well because disclosed assets 

in the financial statement rise quicker when there is inflation. During the period of 

inflation, credit (bank credit and bank deposits) will increase and when the rate of 

interest is high; the general belief is that bankers will make a lucrative profit from the 

occurrence of high-interest rates (Sanusi, 2012). Stakeholders often overlook the fact 
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that bankers are net creditors and the misgiving is that inflation is inimical to the 

performance of banks. Banks are creditors and creditors are believed to bear the 

burden of loss during inflation (Soludo 2004). The banks’ paper assets are bigger than 

liabilities; therefore capital investment is made in paper assets and paper assets 

devalue during inflation along with the bank's capital. 

The interest rate describes the amount of interest paid per unit of time expressed 

as a percentage ofloans (Isaac 2015). Without mincing words, loan and advances form 

the major earnings on assets of deposit money banks and these are usually influenced 

by many factors which include interest rates. Hence, it is no longer news that interest 

income remains a major source of income for banks, and therefore serves as a true 

parameter of measuring bank performance. Interest rates differ mainly in 

term/maturity and advancing loans to customers may be on a short, medium or long-

term basis. This is one of the services that deposit money banks perform to customers. 

In the same vein, deposit money banks do give loans and advances to individuals, 

business organizations and government so that all these economic agents can embark 

on investment and development activities (Felicia, 2011). 

The Central Bank of Nigeria (CBN) regulates the activities of deposit money 

banks with a view to attaining sets of monetary policy targets (Mark, 2017). One of 

the ways CBN achieve this is by setting a Monetary Policy Rate (MPR) which is the 

minimum rate in which deposit money banks lend to customers. This is also the rate 

at which deposit money banks borrow from the CBN. 

The exchange rate is the rate at which a country is able to determine the quantity 

of her currency that will be needed to pay for imported goods and services from other 

countries (Sanusi 2012). In Nigeria, it is the proportion of the value of Naira to other 

currencies such as the United States Dollar, Japanese Yen and British Pounds. 

Chamberlain, Howe and Popper (1997) showed that exchange rates affect banks with 

foreign currency businesses and foreign activities and exchange rates can indirectly 

affect banks through influence on foreign competition even without foreign activities, 

the demand for loans and other aspects of banking conditions. A lesser exchange rate 

encourages firms’ competitiveness because the price of goods manufactured locally 

declines and demand for foreign goods will rise (Luehrman, 1991). Hence, loans, 

advances, and deposits with banks tend to improve banks’ profits. A higher exchange 

rate reduces domestic purchasing power, as imported goods are more expensive and 

results in non-performing loans that negatively affect the bank's profitability.  

The exchange rate in Nigeria has experienced regulated to deregulated regime 

over time (Cooper 2007). The formulation and implementation of foreign exchange 

policies in Nigeria, over time, has been a major concern to different regulatory 
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agencies of the government in Nigeria (Ani, Ugwunta&Okanya, 2013). The inability 

of these policies to stabilize the foreign exchange rate and solve the resultant 

macroeconomic disequilibrium has been a major source of worry to the government. 

Different currency exchange rate strategies have been adopted by various countries 

when engaging in a transaction which makes it essential to have a degree of the 

exchange rate thatgoverns the relative value of translation for the goods and services 

as expressed in diverse currencies of respective countries where transactions in 

foreign currency are made. Domestic price of foreign currency is the values of foreign 

exchange conversion (Cassel, 1918).  

Return on assets ratio shows the effectiveness of an organization to generate re-

turns on business assets.  Return on asset shows the efficiency of a business to trans-

form resources used to acquire assets into net income. Since all assets can either be 

funded by equity or debt, many investors disregard the costs of procuring the assets in 

arriving at return by including interest outlay. Investors are more favorably disposed 

to a higher return on asset because it implies that organization managers are very effi-

cient in coordinating the business assets that generate net income. A positive ROA 

ratio indicates an improved profit and ROA is the most useful tool for comparing the 

performance of firms within the same industry (Bosch-Badia, 2010). 

The Modern Portfolio theory introduced by Markowitz in 1952 supports this 

study. It is a finance theory that tries to exploit portfolio risk or minimize for a given 

level of anticipated return, by carefully selecting the volumes of assets with special 

consideration to the four elementary steps involved in portfolio analysis like valuation 

of security, allocation of the asset, optimization of the portfolioand performance as-

sessment. Technically, the model of modern portfolio theory is a return on assets’ 

randomly distributed variables, which describes risk as the standard deviation of re-

turn and models a portfolio as a weighted mixtureof assets, so that the return on a 

portfolio is the weighted mixture of the assets' returns (Cooper, 2007). By combining 

various assets whose returns are imperfectly and not positively associated, thetheory 

strives to ease the total variance of the portfolio return. It proposes that investors are 

both sensible and risk-averse and as such have a number of investment decisions to 

make from the portfolio.  

The other theory that supports this study, according to Obidike, Ejeh and Ug-

wuegbe (2005),is Purchasing Power Parity theory, propounded by Professor Gustav 

Cassel of Sweden.It explains that the value of homogenous goods is similar in differ-

ent countries based on the currency of each country. This theory is based on the as-

sumptions that there are no transactional costs, no barriers to trade and the commodi-

ties traded are homogeneous. If the trading currency is exchanged at the spot ex-
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change rate, the price of a homogenous commodity should be identical across borders 

(Isaac, 2015). The theory suggested the use of price indexes to determine the exact 

price of a homogenous commodity between countries. The purchasing power parity is 

extensively used among economists to measure the equilibrium values of currencies 

and it is used to determine if a currency is over or undervalued.  

Oleka, Eyisi and Onyeze (2014) assessed the association between the inflation 

rate and banks’ performance and the influence of the lending decision on the perfor-

mance of selected banks. The result revealed a positive and insignificant association 

between inflation and banks’ performance. Ajekigbe (2016) investigated the relation-

ship that exists between inflation rate and banks performance in Nigeria. The result 

established a positive relationship between inflation rate and the performance of de-

posit money banks in Nigeria. 

Ogunbiyi and Ihejirika (2014) examined the effect of interest rates on the 

profitability of deposit money banks in Nigeria. The study covered a period of 1999 

to 2012. The study adopted a multivariate regression analysis within the econometric 

framework. The results showed that maximum lending rate, real interest rate and 

savings deposit rate have negative and significant effects on the profitability of 

Nigerian deposit money banks as measured by return on assets at the 5% level of 

significance.  

Owoeye and Ogunmakin (2013) examined the impact of volatility of exchange 

rate on bank performance in Nigeria using loan losses to total advances ratio and 

capital deposit ratio as proxies for bank performance. The models showed that the 

impact of exchange rate on bank performance is sensitive to the proxy used for bank 

performance. Loan loss to total advance ratio revealed that the fluctuating exchange 

rate affects the ability of lenders to manage loans bringing about a high level of non-

performing loan while the capital deposit ratio has an insignificant relationship with 

the exchange rate. 

3. Methodology and data 

3.1. Research design and data source 

This study adopted ex-post facto research design approach.The population for 

the study comprised twenty-one (21) deposit money banks in Nigeria out of which a 

sample of ten (10) was selected through convenience sampling techniques. Secondary 

data for analysis were extracted from the Central Bank of Nigeria (CBN), Nigerian 

Stock Exchange and published annual reports and accounts of selected deposit money 

banks.This study covered a period of ten years (2008 to 2017).The reliability and 
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validity tests were optimistically guaranteed because the data were extracted from 

audited financial statements that have undergone serious scrutiny by the Central Bank 

of Nigeria (CBN), Financial Reporting Council of Nigeria (FRCN) and Securities and 

Exchange Commission (SEC). 

3.2. Data analysis instrument 

An Estimated Generalized Least Square (EGLS) in the form of multiple 

regression analysis was used to analyze the data with the aid of E-view 

software.Regression was chosen as a tool for hypotheses tests, due to the fact that it is 

one of the strongest and most used estimators for unknown parameters. 

3.3. Development of hypotheses 

Following the discussion in the literature review, the hypotheses of the study in 

null form are: 

H01:  there is no significant effect of inflationary rate on the performance of de-

posit money banks in Nigeria. 

H02: there is no significant effect of interest rate on the performance of deposit 

money banks in Nigeria. 

H03: there is no significant effect of the exchange rate on the performance of de-

posit money banks in Nigeria. 

3.4. Model specification 

The general form of the panel data analysis for the multiple regression models 

used in explaining the effect of currency depreciation on the performance of deposit 

money banks is specified in equation 3.1: 

ROA =f (INFR, INTR, EXCHR) (3.1) 

Where: 

ROA = Return on asset 

INFR = Inflation Rate 

INTR = Interest Rate 

EXCHR = Exchange Rate 

β0 = Intercept (Constant)  

β1, β2, β3 = Coefficients of explanatory variables 

ε = Error term  

Hence, the specific model for the study is as presented in equation 3.2: 

ROAit = β0 + β1INFRit+ β2INTRit+β3EXCHRit+ εit (3.2) 
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3.5. A priori expectation 

Theoretically, the coefficients (β1) and (β2) of independent variables are expected 

to be negatively related to the measure of performance (ROA), that is,β1 and β2<0; 

while (β3) is expected to be positively related to the measure of performance (β3>0). 

3.6. Variable measurement 

The measurement of variables used in the study is presented in Table 1. 

Table 1 

Measurement of variables 

Variable Abbreviation Measurement 

Return on assets ROA 
Profit before tax  
Total assets. 

Inflation rate INFR Annual Average Consumer Price Inflation 

Interest rate INTR CBN Monetary Policy Rate 

Exchange rate EXCHR CBN Annual Average US Dollar to Nigerian Naira 

Source: Owoeye and Ogunmakin (2013), Ogunbiyi and Ihejirika (2014) and Obidikeet 

al. (2015). 

4. Results and discussion 

The summary of the descriptive statistics of the data collected is presented in 

Table 2. 

Table 2 

Descriptive statistics 

Variable Mean Minimum Maximum 
Standard. 
Deviation 

INFR 11.770 8.100 16.500 2.745 

INTR 10.790 6.080 14.000 2.474 

EXCHR 181.342 119.000 305.800 53.760 

ROA 0.019 -0.062 0.169 0.028 

Source: Authors’ computation (2019). 

 

Inflation rate as measured by the Consumer Price Index (CPI) has a mean value 

of 11.77% with minimum and maximum values of 8.1% and 16.5% respectively. This 

is relatively high because it exceeded the annual inflation level of 5-7% considered 

appropriate for developing countries and 6-9% target inflation range set by the 
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Central Bank of Nigeria during the period under review (CBN, 2015). A very high 

inflation rate is not too good for the economy. Unless the interest rate is higher than 

the inflation rate, the value of money will always be reduced. The interest rate has a 

mean value of 10.79%, a minimum value of 6.08% and a maximum value of 

14%.There is no best or standard interest rate because it is a monetary policy tool to 

address inflation; therefore, inflation determines the interest rate. The exchange rate 

as measured by CBN annual average rate of USDollar to Naira has a mean value of 

N181.34, a minimum value of N119.00 and a maximum value of N305.80. This 

implies that an average amount of N181 is paid in exchange for a dollar, indicating a 

high rate of depreciation in Naira values. 

The model summary of the regression using Estimated Generalized Least Square 

method (EGLS) is depicted in Table 3. 

Table 3 

Model summary
 

Variable Coeff Std. Error t-Statistic Prob. 

C 0.02977 0.009541 3.120416 0.0025

INFR -0.00231 0.000787 -2.932481 0.0043

INTR -0.00011 0.000875 -0.128301 0.0032

EXCHR 9.67E-05 5.25E-05 1.841579 0.0689

R-squared 0.467354 Mean dependent 0.03587

F-statistic 6.361292 Durbin-Watson 2.0669

Prob(F-statistic) 0.000000  

Source: Authors’ computation (2019). 

 

The result as shown inTable 3revealed a negative and significant relationship 

between inflation rate and return on asset. The p-value of 0.004 isless than 5%level of 

significance prescribed by statistical decision theory. The coefficient value of inflation 

rate was -0.002 which implied that a unit increase in the rate of inflation, holding all 

other independent variables constant, exerts a negative effect of 0.2% on the return on 

asset, thereby reducing the performance of deposit money banks.  

There exists a significant negative relationship between the interest rate and 

return on assets of deposit money banks in Nigeria. The p-value of 0.0032 is also less 

than 5% level of significance prescribed by statistical decision theory at which the 

hypothesis was tested.Furthermore, the coefficient value of interest rate was -0.0001 

which implied that a unit increase in interest rate adversely affects the performance of 

deposit money banks to the tune of 0.01%.  
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However, a positive and insignificant relationship was established between the 

exchange rate and return on asset. Its p-value of 0.07 is greater than 5% level of 

significance prescribed by statistical decision theory.In contrast, the coefficient value 

of exchange rate was 0.0001 which indicated that a unit increase in the exchange rate 

will exert a positive effect of 0.01% on the return on asset of deposit money banks, 

thereby increasing the performance level. 

Furthermore, the probability of F-statistics,which measures the overall fitness of 

the model, is 0.000. This indicated that all the explanatory variables jointly, were 

capable of exerting a significant influence on return on asset of deposit money banks 

in Nigeria. Additionally, the model reveals that about 47% of total variation of ROA 

was explained by the independent variables as indicated by the R-squared while the 

remaining 53% was explained by other variables not captured in this study.  

The results of the study are in line with the submission of Ogunbiyi and Ihejirika 

(2014) on the effect of exchange rate fluctuation on banks performance in Nigeria for 

a period between 2005 and 2014 while Isaac (2017) had a similar conclusion on the 

investigation carried out which assessed the impact of exchange rate risk on banks 

performance in Nigeria for a period 1997 to 2013 among others. Although, Obidike,et 

al. (2015) established a positive relationship between inflation rate and the 

performance of deposit money banks in Nigeria while,Owoeye and Ogunmakin 

(2013) found an inverse nexus between the exchange rate and the performance of 

deposit money banks, both of which are in contrast with the findings of this study. It 

is apposite to situatethat the impact of the exchange rate, interest rate and inflation 

rate on banks’ performance is contingent upon factors such as economic structure and 

system, and the resultant effect varies, depending on whether a fixed or flexible 

exchange rate regime is adopted. Oleka, et al. (2014) observed that a fixed exchange 

rate reduces the probability of a banking crisis in developing countries, hence profit is 

maximized. On the other hand, Bosch-Badia, (2010) established that those countries 

with fixed and flexible exchange rates are equally susceptible to the banking crisis, 

which suggests low levels of profitability.  

It is pertinent to note that the overall finding of this study may be seen to have 

contradicted expected view that currency depreciation leads to improvement of the 

economy as a whole. This may not be true for all the sectors of the economy. While 

some sectors will show improvement, other sectors may show otherwise because the 

variables of currency depreciation are likely to affect every sector differently. 

Following the outcome of the study, the null hypotheses 1 and 2 are rejected; 

while null hypothesis 3 is hereby fail to be rejected. The study thus established that a 

unit increase in inflation rate and interest rate reduces the performance of Nigerian 
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deposit money banks, while a unit increase in exchange rate has no significant effect 

on performance of the banks. 

5. Conclusion and recommendations 

The study examined the effect of currency depreciation on performance of 10 

deposit money banks in Nigeria for the financial years, 2008-2017. 

The study revealed that currency depreciation has a negative effect on the 

performance of deposit money banks since the adverse effect exerted by the inflation 

rate and interest rate outweighed the insignificant effect of the increased exchange 

rate of United States Dollar (USD) to Nigerian currency (Naira). 

Since the results of the study established a poor return on assets among the 

deposit money banks in Nigeria,it is hereby recommended that banking regulators 

such as Central Bank of Nigeria should periodically review the interest rates in 

particular and other monetary policies in generalin order to suppress the inflationary 

effect on the country’scurrency.Furthermore, the Ministry of Finance and the tax 

authorities should put in place robust fiscal policy that will enhance economic growth 

which will subsequently affect the value of the Nigerian currency positively. 

More importantly, during period of currency depreciation, directors, managers 

and management of deposit money banks in Nigeria should to strive at enhancing 

profitability through judicious and effective use of banks’ assets to increase the 

returns on banks’ assets. Interest on loans and advances should be at a rate higher than 

the prevailing inflationary rate. Granting of credit facility should only be made to 

reputable individuals and corporate institutions with high credit rating in order to 

reduce non-performing loans and doubtful debts to the barest minimum.  

For future line of research, efforts should be made at replicating this study in 

other developing countries and results derived compared with that of developed 

economies. Consideration should also be given to the study of currency depreciation 

and performance of other sectors not covered by this study. 
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