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ABSTRACT

This paper examines the effectiveness of credit channel of monetary transmission mechanism in Nigeria by exploring both bank lending and balance sheet variables. Credit to government, credit to private sector, prime lending rate, money supply, inflation rate and growth in GDP were used to capture bank lending channel while banks security holdings, total bank deposit, treasury bill rate, total loan of deposit money banks, exchange rate, inflation rate and growth in GDP captured balance sheet channel. Quarterly data from 1987:Q1 to 2015: Q4 were employed using Bayesian vector auto regressions with impulse response functions and variance decompositions. The results revealed that both balance sheet and bank lending variables responded to monetary policy shocks in accordance with Bernanke-Blinder model. Balance sheet channel is more effective when economic growth is the policy target while bank lending channel is more effective when price stability is the policy target. We conclude that credit channel is an effective monetary policy transmission mechanism in Nigeria and recommend that financial institutions in Nigeria should be strengthened to achieve the desired result.
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