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! Impulse Response Function (IRF)

2 Forecast Error Variance Decomposition (FEVD)
% Basel Committee on Banking Supervision
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! Capital Adequacy Ratio (CAR)
2 Non-Performance Loan Ratio (NPLR)
% Debt-to-Deposit Ratio (DDR)
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! Liquidity Gap Index (LGI)
2 Liabilities (or Debt) of Commercial Banks to the Central Bank to Total Loans
Ratio (LDCBTLN)
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! excess reserves
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' moral hazard
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! real shocks
2 policy shocks
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! Augmented Dickey Fuller (ADF)

2 Kwiatkowski, Philips, Schmidt & Shin (KPSS)

* Hylleberg-Engle-Granger-Yoo (HEGY)

4Yakubu, Salisu, Musa, Omosola, Belonwu, & Isah
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! Dynamic Stochastic General Equilibrium (DSGE)
2 Markov-Switching Model

* Autoregressive Distributed Lag (ARDL)

* Three-Stage Least Squares (3SLS)
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! Vector Error Correction Model (VECM)
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! Akaike Information Criterion (AIC)
2 Likelihood Ratio test
3 Portmanteau test
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Abstract

Inflation is one of the fundamental challenges of macroeconomics, as it
directly affects many key macroeconomic variables such as sustainable
economic growth, investment, public welfare, and financial stability. In this
context, the primary function and ultimate objective of monetary policy is to
control inflation and ensure price stability. Accordingly, the central bank
employs a set of policy instruments to steer inflation toward its targeted path
and to prevent harmful fluctuations.

To achieve this objective, in recent years the central bank has mainly relied on
three policy tools—interest rates, reserve requirement ratios, and quantitative
control of banking balance sheets—to curb inflation and minimize
inflationary deviations. However, since banks and credit institutions
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constitute the main transmission channel of monetary policy, the key
question is how banking system imbalances affect the effectiveness of
monetary policy tools in achieving this objective. Therefore, this study
examines the status and causes of imbalances in the national banking system
and investigates how such imbalances influence the effectiveness of the three
aforementioned policy tools in controlling inflation.

Using a Structural Vector Autoregression (SVAR) econometric model, the
results indicate that under conditions of low banking system imbalance, the
interest rate tool, followed by the reserve requirement ratio, is the most
effective in controlling inflation. In contrast, under conditions of high
banking system imbalance, quantitative balance sheet control, followed by
the reserve requirement ratio, proves to be more effective in controlling
inflation and minimizing inflationary deviations. Finally, it is recommended
that the monetary policy authority rely on conventional price-based tools
when banking system imbalances are low, and on quantitative tools when
banking system imbalances are high, in order to achieve its primary policy
objective.

Keywords: Inflation Control; Monetary Policy Effectiveness; Interest Rate;
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Autoregression (SVAR)
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