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ABSTRACT

Banks reserve is one of the monetary policies of the Central Bank of Nigeria (CBN) in other to monitor and regulate the
monetary activities of all the recognized commercial banks in Nigeria. This study examines these monthly banks cash
reserves in Naira from January 2000 to December 2016 with the aim to use the model developed to forecast monthly
banks cash reserves for January 2017 to December 2017 in Nigeria. The results shows that an Autoregressive Integrated
Moving Average (ARIMA) of order (0, 1, 1) with the value of AIC = 5520.474, AICc=5520.534 and BIC = 5523.792
gives the best ARIMA model. The time plot of predicted CBN banks cash reserves shows that there will be continuous
increase in CBN monthly banks cash reserves which will follow a linear trend from January 2017 to December 2017. The
study concludes that more money will be kept at the Central Bank of Nigeria by our commercial banks as cash reserves
for proper monitoring of their financial and monetary activities.

1. Introduction

The Central Bank of Nigeria (CBN) is the sole issuer of legal tender currency in Nigeria. It regulates
the volume of money supply in the economy in order to ensure monetary and price stability. The
Currency Operations Department is responsible for currency management, through the
procurement, distribution/supply, processing, reissue, disposal/disintegration of banknotes and
coins (CBN Data base, 2017, http.//www.cbn.gov.ng/rates/mnycredit.asp).

The Central Bank of Nigeria (CBN) takes a number of monetary policy decisions including keeping
cash deposits for banks called banks cash reserves.

Banks cash reserves refers to the deposits that banks are required to hold with the central bank.
The larger the deposit balances on bank balance sheets, the higher their ability to create more
money. While External Reserves refers to International Reserves, Foreign Reserves or Foreign
Exchange Reserves. There are several definitions of international reserves, the most widely
accepted is the one proposed by the International Monetary Fund (IMF) in its Balance of Payments
Manual as "consisting of official public sector foreign assets that are readily available to, and
controlled by the monetary authorities, for direct financing of payment imbalances, and directly
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