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Cix.
ABSTRACT

Efforts to bring under control, cyclical fluctuations
in economic activitylﬂﬂ@'béen largely elusive in the
Nigerian economy. Stégflation has been a persistent
problem in Nigeria since 1960, Fiscal and mohétary policies
are stabilization policies which are considered relevant
in the battle against disequilibria in the economy,
alternately or as a mix. The focal problem of this research
is to investigate the relative impact of alternative
stabilization policies -~ fiscal and monetary - on economic
activity with the view to bringing about ecdnomic stabili-
zation., Previous empirical studies have investiggted this
subject based on the evaluation of one or two hypotheses
within a time span of about 10 years. These hypotheses
are investigations on the relative magnitude of impact and
the predictability of the response of economic activity -
gross domestic product - to fiscal and monetary policies.
The present study investigates the subject on the’basis
of %hree hypotheses which includes a further investigation
on the time pattern of the relationship between economic
activity and fiscai and monetary policies - the speed and
time of impact. Also this study is made within a longer
historical “time span 1960-1989.

Amidst three alternative methods of study the single

equatidn model is chosen as the operative model used in
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this research. ‘Hgwever, this study'intfoduces distributed
lags to the model and the ordinary least square technique
is used to estimate the functional relationships between
gross domestic product and fiscal and monetary variables
respectively., Evidently, this technique is considered weak
in the subseQuent case of estimating the time pattern of
the relationship between gross domestic product and

fiscal and monetary variables respectively. However, the
Stock Adjustment model is employed as a suitable econome-
tric technique to estimate the speed of adjustment while
thé Half-lives are Qomputed to aid the analysis of the
speed and time of impact of‘theée alterﬁative stabiliza-
tion policies.

It is found that mohetary policy has greater impact
on economic activity,-if is more predicatable and reacts
on economic activity faster than fiscal policy. However,
this study does not}ullify-the potency of fiscal policy,
rather, it offers empirical explanation for the-reasons
for greater faith in the effectiveness of monetary policy
in bringing about desired changes to stabilize the economy

of Nigeria.



CHAPTER ONE

INTRODUCTION

Developments in Economic Theory show a humber of
independent forces which influence disequilibria in macro-
economic aggregates such as prices, interest rates and
output. These independent forces include fiscal policy
and monetary policy otherwise known as stabilization
policies. Random events such as the outbreak of war,
strikes in key industries aiéo exert other influences.
Monetary policy is the management of the expansion and
contraction of the volume of money using central bank's
discretioha;; and selective instruments of policy to
achieve‘the'desired objectives of generai economic policy
(Uzoéga, 1985, p. 161). Also fiscal policy is the govern-
ment's management of the économy by varying the size and
content of taxation and public expenditure for échieving
specific objectives such as economic stabilization and
growth (Obinna, 1985, P. 54), The measures of monetary i
policy employed in this research are the monetary base
which is the sum of currency in the hands of the non bank
public and the reserves of the banking system; the money

stock M, which is the sum of currency and demand deposits

/l
of the non bank public; money stock M2 which is the sum of

M1 and quasi money. The measures of fiscal policy employed
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are governmght revenues and expenditures including their
residual otherwise known as budget defiéits or surpluses.
A random event employed in this fesearch is the influence
of the Nigerian civil war 1967-1969. The gross domestic
product GDP is used in this research as the measure of
economic activity. It consists of total output of goods
and services by households, businesses and government.

However, fiscal policy and monetary policy are two
policies which are applied ag mutually complementary
instruments of economic policy, to achieve economic
stabilization. Although there is often considerable over-
lap»between fiscal and monetary policies, because it is
almost impossible to envisage any major fiscal or monetary
measure which does not affect the other; yet it is necessary
to evaluéte fiscal operations separately from monetary
oberations in order to circumscribe the<scope of both
policies as instruments of economic stabilization. Thus
this research, essentially is an investigation into the
relative impact of fiscal and monetary policies on
ecoriomic stabilization in Njgeria within the pefiod 1960~

1989 and with particular reference to the periods 1960~
1969 and 1970-1989.
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Background to the Statement of Problem.

While it is generally accepted that the two policy

tools - fiscal and monetary policies. - are relevant, opi-~

nions differ as to the relative impact of both on economjc

stabilization (Ajayi, 1974, P. 559).

Extreme monetarists are of the opinion that:

1.

the state of the government budget by itself has no
significant effect on thé course of ﬁominal income,

on inflation, deflation or cyclical flunctuafioﬁs;
while the rate of change of money supply by itself has
a very important effect on nominal income and prices

in the long-run and on nominal and real income in the
short-run (Friedman, 1969).

the myth about the ineffectiveness of small‘femporary
changes in income taxes threaten to prob fiscal policy
of its most legislatively feasible and socially accept-
able tool for combating economic fluctuations (Okun,
1972).

that monetary influences dominate fiscal influences on
economic activity in all periods except in times of war
(Keran, 1969, P.15).

monetary policy is powerful because it acts quickly,
without a long time lag. It is reversible and easily

manipulated (Vaish, 1977, P. 358).



A

On the other hand extreme fiscalists are of the

opinion that:

T,

variations in goverhment expenditures on goods and
services remain a direct and highly potent factor for
economic stabilization., This is because government .
investiment and consumption expenditures are prime
weapons in the war against debression and they take
analogous importance in the struggle égainst inflat-
ation (Eisner, 1969).

In a situation where the_conventional_roles of mone-
tary policy do not work and the fiscal policy activi-
ties of government are dominant, the efficacy of the
traditional monetary policy particularly in less
developed economies where the money market is not
developed becemes questionable (Okah, 1985).

Since thé main problem of the developing countries

is that of effective demand, fiscal policy is more
suited to meé%ing that problem because it makes a
more direct intervention from the demand side than
from the rather uncertain supply side —(Sethi,-1961).
Fiscai policy could bring about changes in private
demand through‘substitution effect induced by changes
in relative priceS'which monetary policy could not do;
hence monetary measures by their nafure are incapable

by themselves of having an effect sufficiently prompt
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and far reaching for their purpose (Newlyn, 1962).

However, amidst these extremes are some policy

makers and professionals who are of the opinion that:

1. Fiscal and monetary policies are interdependent
because of the;existencé'of the government budget
restraint. |

2. Since government policy variables - fiscal and mone- .
tary - Zre subject to a budget restraint, the effect
of a change in any single policy vafiable depends on
how other variébles are’ varied:incorder to satisfy
the budget restraint;

3. The effects of fiscal policy depend on how deficit
financing is divided between printing money and
borrowing from the private sector (Christ, 1967).

'4; The possible alternative is the Jjoint contemporaneous
state of fiscal and monetary_policies‘otherwise known
as the fiscal - monetary policy mix (Brimmer and
Sinai, 1986). |

In any case, the criteria By which a stabilization policy

may be evaluated are its capability to induce movements in

aggregate demand, its flexibility in administration and its

swiftness in producing desired effects (Vaish, 1977).



1.2 The Statement of the problem,

Evidently this fiscalist/monetarist controversy is
no longer new in economic theory, Essentially, the existing
line of agreement is the joint contemporaneous state of
both policies otherwise knqwn as the fiscal - monetary
poiicy mix. This is usually specified as the tight fiscal -
tight monetary ﬁolicy, the easy fiscal - tight monetary
policy, the tight fiscal - easy monetary policy and the
easy fiscal = easy monetéry policy. The basis for the
adoption of this concensus is the cage for the implicatigns
of the government budget restraint for fiscal and mohetary
policies respectively.

Apbarently, inspite of the relevance of this concensus
in the achievement of economic policy objectives, the set
goal of economic stapilization is largely unachieved.
Obviously, the Nigerian economy suffers the twin problems
of unemploywent and inflation, and thié_has rather been
attributed to the inadequacy and underdevelopment of the
nation's financiai interrelations, finangial institutions
and financial instruments (4gu, 1988). These problems
fraustrate efforts to predictnpr estimate the impact of
fiscal and mdnetary policies én'economic activity.

ilso, an understanding of the nature and magnitude of

disequilibria in the Njygerian economy since 1960 induces



a need for an up-to-date study of the relative impact of
alternative stabilization policies on economic activity in
Nigeria since 1960, For example, sincé 1960 certain deve-
lopments such as the Nigerian civil war, 1967 - 1969, the
0il boom 1970 - 1975, the Udorji saléry increases 1974/75,
the various changes in tax policy including the monetisation
of the nations petroleum resources have characterised the
Nigerian economy; The implcations of these developments
upon the growth of domestic oﬁfput'and the efficacy of
monetary and fiscal policies in achieving the goal of
economic stabilization warrant an indept study of the
relative impact of these alternative stabilization policies
on economic activity.

However, Shapiro (1967) contends thét.if instruments
of fiscal control are to have any influence on ecéhomic
stabilizaiién, they must not only be able to induce move-
ments in the components of aggregate demand, but also, the
effects of a particular policy action qpén aggregate
demand and the time pattern of response of this relation
to the instruments of fiscai and monetary policies must
be estimated. This means that if fiscal and monetary
policies are to be ﬁsed as tools for cyclical stabilization,
the speed with which they operate on their target is a

crucial factor in such considerations. Therefore, the
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explicit problems which this research has addressed are:
1.  What is the relative magnitude of influence of fiscal

policy and monetary policy on economic activity in
Nigeria®?

2., To what extent can one predict the response of
economic activity to fiscal and monetary policies
respectively? -

De How long does it take fiscal policy and monetary
policy to influence economic activity respectively?
Importantly, it.is our contention that when we profér
answers to thes% explicit prdblems we would be in a
better bositioniz adyocate an appropriate policy

- approach to the stabilization problems of the Nigerian
economy.

1.2 The Opjectives of the study.

Perhaps we need to indicate here that‘few studies on
this subject, with fespeét to Nijgeria came to our notice,
These are, Ajayi, (1974), Upogu (1985), and Odedokun
- (1988). These studies shed some light on the relative
'effectiveness of monetary and fiscal policies and they
reached the same conclusion that monetary policy is stronger
thaﬁ fiscal policy;particuiary in high income countries
than in low income countries. Nevertheless, there is still
the need to either validate or refute their findings uysing

data whiéh!govers a longer period of time 1960 - 1989, and
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a somewhat different methodology with distributed lag

values. This is what ourvpresent study sets to accomplish

hence, the explicit.objectives of this research are:

1. To find the relative magnitude of impact of fiscal
and monetary policies on economic activity.

2, To find the predictability of the response of GDP to
fiscal and monetary policles.respectively.

De To find the speed of impact of fiscal and monetary
policies on economic activity.

1.4 The Scopé and Limitations of the Study.

The period covered by this research is the thirty-
year period 1960-1989, This choice is guided by the fact
that the various measures of fiscal and monetary action
employed in ‘this research, are operational in the Nigerian
economy during the specified period. Also other consider-
ations such as the implications of the Njgerian civil war
1967-1969, the boom of the 1970s, the depressing effecfs
of economic recession in the 1980s and the availability of |
data on the relevant variables, guided our choice.

This research essentially, is an up-to-date study of

the relative impact of fiscal and monetary policies on

economic stabilization using a dynamic single equation
model with distributed lags. Tye peeling of the various

measures of fiscal policy by the subtraction of transfers
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(to international organisations such as the UNO, OAU etc
and external debt - servicing) is to enable us delineate
the actual amount of government expenditure made within |
the domestic economy. The other limitations of this study
are basically statistical. The exogeniety’éf the indepen-
dent variable, required by the operative model of this
rescarch raises controversy over the inclusion of the
mohetary variaples particularly the monetary base as
independent variables. Also the statistical limitations
are copgruent with the size of the model and its inability
to capture the transmission mechanism and the links between
all the sectors of the economy. Finally, the use of the
gross domestic product GDP rather than the gross national
product GNF é; a proxy for economic activity is for
convenience and serves to solve the probléms of this
research. Finally, the data may not be too reliable.

1.5 Organisation of the Résearch.

Chapter one is the introductory chapter. It has an
introductory statement, the background to the statement of
problems; the statement of problem, the justification and
objectives of the study are included in this chapter.
Chapter two highlights the theoretical framework which
provides a theoretical base for this study to despel any
tendency for abitrariness. 'Chapter three is a review of

empirical literatures, their limitations and the statement
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of hypotheses, Chapter four,:treats the methodology of
this reseafcﬁ. It highlights the altérnative methods of
study, the choice of the model and its behavioural
assumptions. The specification of.the modei;éstimation
procedure and the techniques.of evéluation of results are
included in this chapter. Also the,daté requirements and
sources of data are included in this chapter. Thé results
of the econometric estimation are presented in chapter
five where the various statistical tests are also conducted.
Thelspeed of adjustment and the computation of the half-
lives forms part of this chapter, Chapfer six highlightg
“the analysis of the regression results while iﬁ.chapter
seven, - the implications of the résults for mohetary policy,
fiscal ﬁolicy and economic- stabilization are delineated.

Conclusions are drawn and policy recommendations are made.



12
CHAPTER TWO

THE THEORETICAL FRAMEWORK.

To set the theoretical base for this research, three
alternative theories which are relevant to this study are
reviewed, These are the Keynesian theory, the theory of
real balance or wealth effect and Milton Friedman's
reformulation of the guantity theory as a theory of the
demand for money. |

2.7 The Keynesian theory.

The Keynesian theory suggests that monetary policy
would be an ineffective cure for umemployment and recession
for two reasons, First; wonetary injections might be
absorbed immediately into idle hoards withoutAtlowefing
interest rates sufficiently to stimulate in?estment spend-
ing. This conclusion is based on Keynes}'théory of an
absolute preference for liquidity at low interest rate
levels otherwise known as thexliquidity trap doctrine,

The doctrine of the liquidity trap states that under certain
circumstances such as a severe depression characterised by
an abnormally low rate of interest and by virtually
unanimous expectations of capital losses owing to antici-
pated rises in bond yields and declines in ‘bond} prices

idle cash balances become perfect substitutes for bonds in



' 12
wealthholders' portfollios., That is, Qhen the anticipated
capital loss on bonds is 1érge enough to at 1eést offset
the low current interest return, there would be no
inherent édvantage to holding bonds rather than zero-yield
cash., Consequently, the quantity of money demanded would.
become ingatiable, that is,infinitély sensitive to the
slightest change in the rate of interest. In this liqui-
dity trap case, only minute reductions in interest rates
would be necessary to induce portfolio optimizers to hold
virtually any amount of additional cash injected into the
system, Increases in the money supply, théfefore would
be ineffective in reducing interest rates and thus in
stimulating investment spending because the new money may
simply disappear into idle hoards.,

Second, Keynes argued that if monetary injections were
successful in 1lO0Mering market rates, those injections still
would not stimulate,economic‘éctivity if investment spend-
ing was unresponsive to changes in interest rate. To
summerize, Keynes argued that either a liquidity trap or

a»

an interest insensitive investment expenditure scheduled
ineffective in a depression

could render a monetary expansion/ (Keynes, 1936). However,

Keynes further argued that the income - expenditure approach

was a superior analytical model to the quantity theory.
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Expectedly, this model emphasised the determinants of.
expenditure raﬁhér thah the quantity of money. Moreover,
it stressed a non-monetary adjustment mechanism otherwise
known as the income multiplier, rather than the direct
and indirect monetary linkages. Specifically Keynes
argued that there is a multiplier relationship between
autonomous expenditure (otherwise known as non-income
induced expenditures such as government outlays for
armaments and pﬁblic works projécts) and income.

Humphrey (1974, P. 14) asserts that the chief policy
implication of the Keynesian income - expenditure anglysis
is that fiscal policy woﬁld have a uore powerfﬁl impact
on income and employment than would monetary policy.
accordingly, K_ ynesians argue that greater reliance should
be placed on government budgetary (tax and expenditure) -
policy rather than on monetary policy  to stabilize the
econonmy, Post-Keynesian extentions argue that attempts
to induce changes in aggregate demand through monetary
control measures are futile in a_finanoial system that can
economise on money by producing an array of money substi-
tutes, They further argued that attempts to reduce

inflation through contraction of money supply could be
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fraustrated by a compensatory increase in money sub.
stitudes, which in the equation of exchange would appear
as a rise in the velocity of money.

2.2 The theory of real balance or wealth effect.

The theory of the real balance effect is used to
demonstrate that money matters at least in principle,
even in the extreme Keyﬁesian case where the intérest rate
channel is blocked by a liquidity trap and an interest -
inéensitive investmenﬁ spending schedule. The real balance
argument weakéﬁed the Keynesian ﬁropositions, in favour
of monetary policy. It casts doubt on the Keynesian view
of money as a spebific substitute solely for bonds because
it ehphasises the relafién_between real balance and spend-
ing, thus suggesting that mone;sa general su?;titute for
a wide range of goods and services. Finally, it suggests
that the Keynesian view of the monetary.transmission
mechanism is seriously incomplete. A¢cording to the real
balance argument, prices would fall in a depression thereby
raising the purchasing power of wealth held in money form.
The price-induced rise in thé reallyalue of cash balances
would then stimulate spending directly until full capacity
utilization héd been attained. As the wealth effect
operates independently of changes in interest rates,

closure of the indirect channel ‘would not prevent the
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restoration of full employment, This argument proves
the potency of monetary policy even in a depression
(Wonnacott, 1984, P. 162).

2.3 The guantity theory of money: a restatement.

Friedman (1956, P,3) believes that the demand for
money is highly stable. H, regards the demand function
for money more stable thaﬁ the prnesian consumption
furiction. But his belief in the high stability of the
~ demand for money does not mean that the real gquantity of
money demanded per unit of output or the velocity of
circulation .of money is constant over time, ‘Thus a rapid
increase in the velocity of money during inflation is no
contradiction of the stability of the demand for money
if the function includes a variable refering to expected
price changes. The stability which he expects lies in
the functional relation between the quantity of money
demanded and the variables which determine it. Therefore
a sharp rise in velocity of money during inflafion is
entirely consistent with a stable functional relationship.
This countermands Keynes liquidity trap doctrine which is
built around the notion that the demand‘fbr money function
is unstable. Essentially, the modern quantity theory of
money concludes that the impa;t'of money on economic activity
is overwhelming. He recommends that discretionary stabi-

lization policy should be abandoned in favour of a rigid
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monetary rule whereby the poney supply grows at a fixed
percentage rate corresponding to the long term growth

rate of real output (Humphrey, 1974 P. 15).
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CHAPTER THREE

LITERATURE REVIEW AND STATEMENT OF

HYPOTHLESIS

3.7 DBmpirical Literature.

Empirical attempts at resolving the controvérsy
about the relative impact of fiscal and monetary policy
on economic activity, have been divergent and conflicting
in their statistical methods and approaches to the subject.

According to Saunders and Taylor (1976, p. 186) the
relative impact of fiscal and monetary policieé can be
seen most clearly by taking total differentials of the
fiscal and monetary equations respectively and solving
for the change in equilibrium income. This produces a
reduced form equation which relates changes in government
expenditure and money stock to changes in gross national
product through constant multipliers. They stated that
the numerical values of both the fiscal multiplier and the:
monetary multiplier are crucial to the effective operation
of stabilization policy, monetary or fiscai; - Furthermore,
empirical research in this area has teken two different
methodological approaches. The first is the friedman -
Mieselman approach which attemptadto calculate the value
of monetary and fiscal multipliers directly from a reduced

form equation which sought to determine whether consumption
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was more responsive to a change in money supply or
autonomous government expenditures., In otherwords, the
aim of the study was to find out which policy instrument
monetary or fiscal was more powerful in affecting economic
activity. The reéult of their study showed that a stable
and predictable relationship existed betwéen money stock
and aggregate demand while no such relationship was
observed for autonomous gévernment spending. The
simplicity of this approach béing that'it does not require
any specific view of the transmission mechanism between
money stock and income changes (Friedman and Mieselman,
1963).

Another appreach which is an estimation of separate
structural equation for different sectors of the
macroeCOngEy. This alternative approach was first
publishéd in the work of De-leeuw and Gramlich (1969)
and is otherwise known as the Federal Reserve Board -
Massacheussetts Institute of Technology (FRB/MIT) podel.
This study was fhe first large-scale economy wide
econometric model employéd in an attempt to find the
relative impact of fiscal and monetary policies on economic
activity. The simulation exercise carried out with this
model showed that monetary policy exerts a larger impact

on the aggregate level of income than fiscal policy.
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In addition, the authors’found that monetary policy
works more slowly than fiscal policy even though the
former is more powerful in affecting the level of income.

Andersen and Jordan (1968) . studied the
empirical relationships between the measures of fiscal
and monetary actions of government and total spending.
These felationships were studied by regressing quarterly
change in gross national product on quarterly changes in
money: stock and in the various measures of fiscal action.
Also similar studies were conducted using the monetary
base instead of the money stock. However, the result of
these studies inferred that monetary'pblicy is move
depdndable in the drive towards economic stabilisation.

Deleeuw and Kalchbrenner (1969) disagreed

with this conclusion reached by Andersen‘and Jordan
(1968). They guestioned the exogeniety of the monetary
base and wént ahead tb redefine it as the sum of unborrowed
reserves, resérves and currency. Against this background,
Deléeuw and Kalchbrenner propo;ed, on statistical criteria
‘only, using unborrowed reserves rather than money supply
or the monetary base as a measure of monetary action.
In another study, Keran (1969) considered the issue of
relative impact of fiscal and monetary policies on
econoinic activity, on a longer historical context, using

data SPaMnNing gyer fifty years. His aim was to find out
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whether monetary influences dominated economic activity
in the Upited States in periods when financial and
institutional factors were different, and the general
economic outlook was substantially depressed., Keran's
results showed that monetary in¥fluences were superior to
fiécal influénces on economic activity in all the periods
considered except for the years.covering the seéond world
war, Furthermore, Keran (1970) studied the relative
effectiveness of fiscal.and monetary influences basgd on
data from seven foreign countries and the United States.
lle adopted the same methodology as in his earlier study.
In all the eight countries studied, Keran found that
monetary measures exerted more influence on the'level of
economic activity than fiscal measurés. In addition,.
Teigen (1975) in his study of three Scandinavian countries
(Denmark, Finland and Norway) attempted to ascertain
empirically ‘which of the two instruments - fiscal and
monetary -_is relatively'a more effective stabilisation
policy measure. However, in all the three countries
studied, Teigen observed that fiscal actions dominated
economic activity. This finding contridicted earlier
research on this subject, Lybeck and Teigen (1975) jointly
conducted another study using Swedish data. They also

adopted the methodology of the Andersen and Jordéh study.
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Unlike the results of earlier research on this subject
their findings were inconclusive as to Which of the two
policy instruments has strohger influence on gréss
domestic product; Furthermore, they indicated that their
results depended on whether or not a constant term was
included in the regression equation and on whether or not
correction for auto-correlation in residuals was made.
The imposition of a €onstait term, for example, reduced
the performance of fiscal impulsés while those of monetary
- actions improved. The results shifted remarkably in
favour of fiscal policy when correction was made for
autocorrelation. However, they found that'for'a longer
time period, fiscal instruments dominated while monétary
instruments proved relatively superior over shorter time
span.,

In another study Ajayi (1974) undertook an econometric
case study of the relative importance of monetary and
fiscal policy in Nigeria, 19060 to 1970. He applied the
St Louis model to Njgerian time series data. Apparently,
he regressed nominal changes in gross domestic product on
changes iﬁ.£Zve different measures of fiscal and monetary
influences. These include the money stoék described as M1
which is the sum of currency and demand deposits, M2 which
is the sum of M1 and quasi money, M3 which.is the sum of

currency'outside the banmking system and total commercial
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bank deposits, high powered money or monetary base H,
whiéh is the sum of currency and reserves; H * which is
the sum of H and treasury bills outside the central bank.
The fiscal variables-include high employment budget
surplus, full-employment tax revenue, government current
and capital expénditures. Compressing the explanatory
variables into three namely, changes in government
expenditure, revenue and money supply; he regressed changes
in gross domestic'product on them.- The results of his
work showed that monetafy Qariables performed better than
fiscal variables in influencing economic activity in
Nigeria. However, this result casts doubt on the undue
emphasis that was placed on fiscal policy in Nigefia
till about 1970. In recent yearsrthe importance of money
for economic activity has become more apparent since the
era of petroleum revenué and its attendant effect on
policy and such economic variables'as prices and output
(0jo and Ajayi, 1981). |
Ubogu (1985) studied the potency of fiscal and‘mohetary‘
instruments on economic activities of fifteen African .
countries, H“ applied the single equation or St. Louis

e

model on annual time series data from these countries.
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The overall findings of his study are that changes in
monetary policy tend to exert much impact on economic
activity of middle income African countries such as
Nigeria, while fiscal policy instruments tend to be more
potent in. effecting changes in economic activity of low
income African countries.

Finally, Ojedokun (1988) studies the impacts of
fiscal variables, financial vériables and composition of
financial aggregates on Njgerian economy. He concluded
that empirical results of his study suggest that monetary
and credit policies are more potent on the economic
activity than the fiscal policy.

3.2 leltatlons of previous studies.

Excluding Andersen and Jordan (1968) and Keran (1969)
most of the studies reviewed tested one out of the three
major hypothesis which could validate or refute various
hypothetual propositions on the relative impact of
alternative.stgbilizatioﬁ policies on economic activity.
Essentially, they concentrated their investigation on
the computation of beta coefficients as a statistical tool
for finding the relative magnitude of influénce of fiscal
and monetary policies. Also excluding Ajayi (1974) none

of the studies based on Njgeria tested the predictability
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of the response of grossvdomestic product to monetary
and ﬁiscal policies in economic stabilization. Further—
more, Ajayi (1974) did not-specify a dynamic model hence
he did not introduce distributed lags to the system.
Although Ubogu (1985) and.Ogedokun (1988) introduced
distributed lags into the single equation model, they
did not go on to find the speed of impact of fiscal and
monetary variables on gross domestic product. Apparently,
the technique used by Andersen and Jordan (ﬁ968) to ..
‘evaluate the speed of impact of the alternative stabiliza-
tion policies on economic activity is considered to be
gquite mechanical and outdated. There are. current dynamic
models to undertake such tests, for example, the stodk
adjustment model and the computation of half-lives.
Besides, one common limitation of all these studies emanates
from the specification of their operative model which
requires that the independent variables be exogenously
determined. This has generated controversy over the
eligibility of the monetary base as an exogenous variable.
Finally, most of these studies did not consider the
implicatioﬁ} of the 'transfers' componént of both current
and capital expenditures of the government. Howevér,

it is erroneous to include transfers into the expenditure
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varigble of fiscal policy. This is because trénsfers
such as payments of international obligations outside the
economy of Nigeria, transfer of funds to international
bodies such as the United Natiéns, the Organisation of
African Unity (OAU) etc do not constitute part of the
actual expenditures of the government on the domestic economy
of Nigeria, Also debt service charges or debt retirement
and relief funds t6 international financial institutions
and poor neighbouring countries respectively do not consti-
tute acﬁua%sexpenditures within the domestic economy of
Nigeria, Finally, the previous studies on Nigeria are
limited to ten-year periods which is considered too short
for this study.

3.3 The Statement of hypotheses.

Drawing from our stated problems, objectives and the
limitations of previous studies, this research is guided
by the following hypotheses:

1. Fiscal policy exerts a greater impact on the gross
domestic product, than does monctary policy in Nigeria.

2."The response of the gross domestic product to fiscal
policy is more predictable than its response to
monetary policy in Njgeria,

Fiscal policy influences the gross domestic product,

Ol

faster than mohetary policy.
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CHAPTER FOUR

METHODOLOGY .

4,1 Alternative methods of the study

The 1S - IM model

This model specifies that macroeconomic performance can
be controlled either by changing the money‘SuPP¥Yﬂ; in the
financial market or by changing govefnment's demand for
goods and services and tax policies in the product market.
Let us consider an economy's macroeconomic framework with
the following functions as components of tﬁe product

market (leonard, 1979, P. 304);

AD. = (1 = z)(Cy + 1, + Gy + X,) | (1)
Cp =m (D1.) +a (Ci=1) | | (2)
Iy =AMy + v (Y) = x (3-1) o (3)
Gy = Oy : (&)
Xp = X, o - (5)
D1y = w(Y ) + TPy - o (6)
TP, = ATP, . ‘ o (7)
Y, = ADy : (8)

Drawing from the above functions, equilibrium in the
producf market can-be specified as follows:
Y, = (1-z) a(Ct-1) + (m)(¥,) + Al + V¥t - x(i,-1)
+m(ATPt) + Gt + Xt (9)
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The financial market can be reduced to an interest
rate equation:
¢ k (v,) -1 (M) (10)

. q
Equation (9) = 1S equation
Lqudtlon (10) = LM equation

i

The equlllbrlum solutlon of the lS LM model is;

= (I-z) a(Ci-1) + Al - x (k) (Yt-1)+(§) M

q q
. -
+m(ATPt) + Gyt Xy T=(1-2)(m) (w)-1=2) {v)

-1

Drawing from the above equlibrium solution of the.product
and financial markets we obtain the folléwing Fiscal and
mnoney mulﬁipliers:

Government Demand multiplier

(I - 2)
I = (I-z)(m)(w)-(1-2) (v)-(1-2z) (a)(m)(w)+(1-z)x(k)
’ aQ

Money multiplier

(X/q)(I-z)
I (I~ 2)(m)(W) (I-z)(v)-(I-z) (a)(m)(W)+(I Z)X(k/q)

where:

AT = Autonomous Investment démand
G = Government Deménd |

X = Export Demand

I = Investment Demand

Z = Import coefficient

C = Consumption Demand

a = lagged consumption coefficient
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D1

M

ATP

29
slope of investment Démand Function
inte%est rate
Aggregate Demand
marginal propensity to' consume
slope of L2 function
slope of Lq_functidn
relationship of Disposable Income to GNP |
Employment coefficient
Disposable'Income
Money Supply
Employment
Autonomous Transfer Payments
marginal propensity to invest
real output

Demand for money.,

It is important to note that the numerical values of

both fiscal and monetary multipliers are crucial to the

effective operation of stabilization policy and depend on

all the parameters of 'the system (Saunders and Taylor,

1976, P. 187). Drawing from the above explanations it is

possible to find the quantitative impact of a- given change

in money stock by simply calculating the value of the

monetary multiplier,
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Also, we could find the quantitative impact of a given
chahge in government expenditure by calculating the wvalue
of the fiscal multiplier., Therefore, a comparative
‘analysis of the relative impact of monetary and fiscal
policies can be calcglated by finding the-difference
between the numerical values of the monetary multiplier
and. the fiscal multiplier.

The Large Structural Model.

Another alternative model for an ecohometric study of
the relative impact of fiscal and monetary policies on
economic activity is the large structﬁral model. An
example is the Federal Reserve Board - Massachaussett
Institute of Technology model (FRB-MIT) (De leeuw and
Gramlich, 1969). This model illustrates two basic
characteristics of neo-Keynesian models:

1 a highly detailed sector-by-sector build up of
aggreg%te demand; |

2. a detailed specification of the portfollio adjuétment
process that attaches a central role to interest rates
as an indirect 1ink_between monetary policy and

final demand;

3. also prices are determined in this model by real
sector forces, that is by a variable markup over wage

costs (Crews, 1973, P. 7). The characteristic
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feature of this model is that fiscal and monetary
variables are irtroduced in the structural model :at
those points where their functional roles are indicated
by economic theory and their measured impact on
economic activity is dependent upon the explicit
transmission mechanism which is postulated and built
into the structural model (Kgran, 1969,P. 6).
However, an important advantage of the model is that
it allows one to distinguish between direct and
indirect fiscal and monetary influences and to see how
subsectors of the economy are affected. Also the
major disadvantage of this model is that an omition
of an important transmission channel results to an
incorrect estimate of the magnituae of the fiscal or
.monetary influences. It also has the problem of
selecting monetary and fiscal measures which are
statistically exogenous.

The Single Equation Model

This model is another alternative method for an
econometric stuay of the relative impact of fiscal and
monetary influences on economic activity. An example is
the Federal Reserve bank of St. louis model (Andersen and
Jordan, 1968, and Andersén.and Carlson, 1970). The hodel

does not specify the structure of the economy; rather it
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explains such broad measures as total spending, prices
and unemployment in terms of chapges in money, govern-
ment expenditure, pofential output and price expectations
(Crews, 1973, P.11). An advantage of the model is that
if the fiscal and monetary variables are correctly
specified, and if fhey are are not themselves determined
by economic activity, they will capture the impact of
fiscal and mohetary influences on economic activity,
irrespective of the transmission channels. The single
equation model avoids the problem of specifying and
measuring the sﬁecific'links betWeén fiscal and monetary
influences and economic éctivity which is consistent with
a wide range of views gbout the structural interrelations
in the economy (Kgran, 1969, P. 6). However, the useful-
ness of the model is narrowed to studying the relative
impact of fiscal and ﬁonetary measures on economic
acfivity. I+ does not specify the impact of these policies
on subsectors of fhe‘economy.

4,2 The Choice of the Model.

Considéring these alternaﬁive methods of study, the
single equation model is chosen as the operative model
of this research; Our choice is guided by its simplicity
and the ability of its variants to give clearer and more
definite estimates of the'impéct of fiscal and monetary

policies on economic activity (Dﬁesenberfy, 1974 ).
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4,3 Behavioural assumptions of the model.

The single equation model is a multiple regression

model and its assumptions are:

A,

bt

The model specification takes the form:
Yo = Do + b1 X1+ Doy +ue. 4 bk.xkt+ €
The disﬁribution of each of the explanatory variables
is independent of the trﬁé regression parameters.

ILach of the'explanatory varigples is distributed
independent of the true errors in the model.

There is no exact linear felationship among two or
more of the independent variables,

The error term has zero expected valﬁe and,pqnstant
variance for all observations.

Errors corresponding to different observations are
incorrelated.

The error variable is normélly'disfributed.

The independent variables are not influenqed by
movements in the depeﬁdent variable hence the
independent ﬁariables should be exogenously determined
(Pindyék and Rubenfield, 1976)

Model Specification.

The working hypotheses underlying the analysis in

this study is expressed by the following relation:

Yy = f£(E,R,M,Z) . (1)

where:
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Y = Gross domestic product GDP

E = Government ekpenditure

R = Government revenue

W = Money Supply

Z = Other factors influencing GDP

An expression of this relation in terms of thé.changes in
each variable yields:
Y = f(AE, AR, AM, AZ) (2)
Since we are to empirically estimate equation (2) then
it has to be expressed as a linear reiation of fhe form:
Y, = bo + b1AEJC + b2 AR

where:

g * b3 AMJC | (3)

bo = the constant term whose estimate summ@rises the
impact of other factors affecting the level of
~economic activity

b1, b2, and b3 = the coefficients of the fiscal and
monetary variables respectively. They measure
the magnitude to which changes in the exﬁlanatory
variables affect the level of economic activity.

4,5 TFunctional Equations.

Considering the measures of fiscal policy and monetary
policy, the following lagged variants of the siﬁgle
equation model are specified and estimated. However, these

equations cgnstitute the large number of éxperiments which
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were estimated. Out of these experimental equations we
then chose the ones that have the best fit, to guide our
evaluation of the working hypotheses of this research.
1.1 Y, = botb1AE, +b2A11.t_,| +b3A_Et_2 +bl+AI:,t_3

+05/AR, +p6AR -1 +b7AR,_, + bsARt_3
+b9AM, .+ D10AM, 4 + b1’lAth_2 “012/\M, | -
+b13 Wph

1.2 Y, = bo + b’IAEt“rbZAEt_,]+b3AEt_2+bbAEt_w3
+b5ARt+b6A Ry 1 wo7lR '] el R -3

+b9AM2t_ + b1OAIV12t_,]+b’l’IA Moy

+b1 ZA MZt-B

+b13 WD
1.3 Y, = bo + b’]AEt + bZAEt_1+b3AEt_2+b4AEt_3
50 R+ P6AR, _+by N R ,+DBAR, o
+b9A M, "+ b10A He_+b11IAH, _,+p12AH, 4
~ +b12 WD .
2.1 Y, =ubo+ pIBE, + b2A L +p3AE

+AAEL 5 b5 AMie 4 pe AMrga

7 AM ¢ oy pg AMeo3 + b9 WD

PO
N
<

= bo +p1 AR, + b2 AE,_+0ZAEL
souDN B 5 D5 DM, + DEAM,,

+DTA M,y 98 Al 5 409 WD
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Y. = Dbo+b A(Et + bZQEt_q +3AE,
Db AE, 5 + b5 AH_ + b6AH, _,
7D H_, o+ bBAH 4 +b9 Wb
Y, = borb1A(R-E), + b24 (R-E), _, +b3 (R-E), ,

ot B (R-E), 5 +b5AM, +D5SAM, L

o7 A, +0BAM, 5 +b9 W

Y, = borb1D (R-E), + b2 A(K-E),_,+b3A (R-E), _,
+bu\ (R-E)t_3+b5AM2t +06 AM,
+p7AM,, 5 +08AM,, 5+b9 WD

vt =bo+bl+A(R-E), + b2A(R-E), _, +b3A (R-E), _,

+ob A(R-E);_5 +b5 MMy + DEAH,
+07A Hy 5 + b8AH, 5 +09 WO
* K *
Yo = DorDIAT ¢y 88 4 g 4 p3AF ¢

B’ X *
+o4 AE =3 +b5 AR ¢+ ps AR £o1
% *
+b7 AR t=2 +b8 AR t-3 + b9 AMH:

+b10A M, , - - '
it-1 +bj‘| ANI1t—2 +b12 AM.'lt-B + b13 WD

A #* o E*
Y = bo+b1AE + b2 AE te1 4+ bﬂ& t=2

#* L *
+bl AE +b5 AR, +P6 ARt-1

t-3
* X . :
DTARG 5 + DB ARy 5 *DIAM ¢ + DIOAMyy 4

DU AN o + P12y, 4p13 W

-3
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6.1
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* * *
= botb1AE, +p2 AL, _, +b3AE

.
+bL+AEt_3 iy

LK .
+p7 ARy _, +b8ARt_3 +b9AH

+b5ARt + AR,

+p108H, | +p11AH,_, + DI2AH, 5 ,, .5

= Do + b1 AE* + b2 AE, _, +b3 AL} _,
+b4AEt 5 +D5 A, +b6AM1t ;
q44op *PBAM . o +D9 WD

* * \ *
= Do+b1 AE, + D2 AE,_, *D3AE,

+b7A M

+*
+bl+A}1.t_ +b5_A1V12t+b6AM2t_,I |

+b7AM2 ‘- 2+b8 AM, s 5+b9 WO
= bO+b1 AE +1;>2ALJC 1 +b5Aht 5

bl A By 5 +b5AH, 4 +D6 A,
D7 ARy, +PBAH,_+b9 WD |

= bo + b1 A R*-E¥) + p2A (R*-E¥), ,
+b3 A‘(R*"‘E*)1;..2.";bl+ A (RE-E*) ¢ 3
+p54A My, + D6AM, b7 Al o |
+BA M, ;5 + bO W

= po+bT1A(R¥*- ~EX) o+ bZA(R*-E*)
+b3 A(R*-E*),_,+bh4 A(R¥-E*)

t-1
t-3 +b5A1V1

*6AM,, o +b7 AN, , +b8 AMy, - £ b9

Wb

Wo
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6.5 Tt = bo+b A (R¥-E*), +b2 A(R¥-EX)
+b3 A (R*-L¥), , + 'bLFA(R*-E*)t_B
+b5AHt + b6 AH,_, +b7AH ,

+b8OH, 5 +bg WO
4,6 Notations

R = Government tax Revenue
E = Government Current expenditure less transfer
(R-E)= Government budgetary residual:
Current surplus/deficit

R* = Government Retained Revenue
E* = Government Expenditure: Current expenditure
less transfers plus capital expenditures

less transfers

(R¥-E*)= Government budgetary residual: overall

surplus/deficit.
M1 = Currency + demand deposits
MZ = M1 + Quasi money
H = Currency + reserves

WD = War Dummy.

4,7 ILstimation Procedure,

Two alternative techniques are available for
estimating the parameters of the equations specified in

this research.
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They are!the Almon Lag technique and the ordinary least
square (OLS). The advantage of the Almon lag technique
1s that it is designed to avoid the bias in estimating
distributed lag coefficients which may arise from multi-
collinearity in the lag values of the independent
variables (Almon, 1965 ). On the other hand, according
to Elliot (1975, P. 184) the unrestricted ordinary least
square method constitute a reasonabie alternativeto Almon
lags for our purposes because it is free from prior
restrictions of the distribution of the parameters and
the fact that it also has the unique property of minimum
variance, Again siﬁce we are also interested in the total
welghts of the coefficients of the lagged independent
variableé.then the disadvantage of multicollinearity among
the lagged values under the ordinary least sguare method
seases to be too important.

Conse@uently, the ordinafy least square method is used
in estimating the parameters of the equatidns specified in
this reseafch. Oﬁr choice is further guided by the
simplicity of its computational procedure and the optimal
properties of the'estimates obtained from this procedure.
Among such propérties are linearity, unbiasedness and
minimum variance. Comparison of the OLS estimates is

restricted traditionally to the class of linear unbiased

Al 4
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estimators “which are- popular because they are easy to
analyse and understand (Wonnacott and Wonnacott, 1970)
However, since we are also interested in the time
pattern of the effects of the lagged independent varia-
bles upon the dependent variable; the ordinafy least
square method is not the best, This is because, the
lagged dependent variable enters the regression equation
as an independent variable. However, no other estimation
procedure has been shown to be 'better' particularly in
small samples when lagged dependent variébles are on the
right-hand side of the‘equation (Rac and Miller, 1971,
P. 176). The Variable%ibur model are lagged in three
past periods t, t - 1, t - 2 and t - 3. Changes in all
the variables are computed by the conventional first
differences.

4.8 Techniques of evaluation of results.

To start with, the results of this econometric
estimation are subjected to various tests to ensure the
compliance of the computational procedure to the optimal
rules of econometrics. These tests are:

1. The test of structural stability of the coefficients

of the model as sample size increases - the Chow test.



e
L oe™? gm

)

S
\
e

&
One s 30
i ”.;,u—“‘”w

2. The test for the seriousness of autocorrel Eﬁ n

the Durbin - Waston test. “m_//;z//

3. The test for the presence of multicollinearity -

The Kjein test.
4, The test of significance of the parameter estimates
of the regression eqﬁations - the F test.
Considering the working hypothesis of this research, the
following methods are used in evaiuating our regression
results with respect to each of the hypotheseg.

Hypothesis 1:

To find the relative magnitude of impact of fiscaj
policy and monetary policy on gross domestic product
respectively; there are two alternative techniques of
levaluating this result.

A By computing Beta Coefficients such that, the larger
| the value ©of beta coefficients the greater is the
magnitude of impact. |
b. By computing partiai coefficients of determination
§2’ such that the larger the value of ﬁ% the greater
the magnitude of impact.

Hypothesis I1:

To find the predictability of the response of gross

domestic product to fiscal policy and monetary policy
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respectively, there are three alternative techniques

of evaluating this result.

(a)

(b)

(c)

By computing the 't' values of the regression
coefficients such that the larger the 't' value
the.more confidence there is in the predictability
of the response of the dependent variable to the
iﬁdependent variable.

By computing elasﬁicity coefficients of the fiscal
and monetary variables such that the relative size
of their elasticity coefficients shows the relative
predictability of responseof GDéffiscal and monetary
variables respectively.

By computing the Point and Ixmérvél predicfion
estimates of the fiscal and monetary variables

respectively.

Hypothesis III.

To find the speed and time of impact of fiscal

policy and monetary policy on GDF, there are two alterna-

tive techniques of evaluating this result.

(a)

(b)

By observing which of the variables haé.a shorter
time lag in influencing economic activity from
quaterly or annual patterns of thé beta coefficients.
By computing the speed of adjustment and héif—lives
using.the stock - adjustment model. According to

Ajayi (1978, P.55), in the usual stock - adjustment
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model framework, the change from one period  to thé
next (annual) is assumed to be a fraction of the

differenoe between the actual and desired wvalues.

Thefefore, T
AY: = X(y#-y, ) + U (1)
Y¥ = f(E,R,M ...... ) (2)
where Y% = 'desired leyel of GDP
Yt-1 = actual level of GDP in period t-1
U, = stochastic error term.
let us reyrite equation (2) as
v o= e pE
so that from equation (1) we obtain
ro= Aa T AY U ()

similarly, since Y¥ _
’ t = a + ﬁ»Mt

we also obtainj

AYt = Aa + ’\WMt' ’\Yt—’l +Ut (%)
In equations (3) and (4) )\ is the partial ad justment
coefficient indicating the proportion of thé gap.between
the actual and desiredGDP that is closed in one period.
The closer A is to 1, the faster is the speed of adjust-

ment. Since dependent variable in the equation 1is

expressed as a level, the speed of adjustment ,X is one
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minus the coefficient of the lagged depéndent variable -
(1- A ). |

A convenient statistic‘for summerising the jmplications
of a given value of the speed of adjustment is the half-
_1iVes that is the number of periods required to close one
half of any gap between the desired and actual GDP. This
can be described as follows:
Consider the value of Y in period ttn-1.
Then we have

Liin-1

I

AV + (1=A) Yo, (5)

and

Y AT+ (1= A Y

t4n-2 tn-3 . (6)

substituting successively we obtain

X D B S B CIS S (1= 2y Y (1

t+n-1
(7)

1-(1=- ) Y%+ (1= APy

t-1

vk o+ (T (Y, - Y*)
To obtain the half-life we solve for the value

of n such that

- - VX
' Yt+n-1 Y = 1/2(Yt_1 Y*) (8)
that is the~value of n such that
(1= A = 1/2 ' (9)

Taking natural log of both sides we obtain:
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In (1 -A)"
n In(1 - )

In 1/2

In 1/2

Thus we have

n = _In 1/2 (10)
In (1-ik)

_ e
Therefore the half-iyives :- couputed from equation (10)

4,9 Data Requirements and Sources.

Annual time series data on the variables under
study, within the period 1959 - 1989 are used in this
research, Quaterly time series data would have been an
excéllent alternative since the monetary variables are
likely to exhibit quaterly variations. But because some
of the data ﬁarticularly the GDP are given on annual
basis, the annual data is preferred to ensure consistency.
The data is collected from Central Bank of Nigeria
Publications: Annual Reports and Statement of Accounts,
and the Economic and Financial review for the different

years 1860 - 1989.
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CHAPTER FIVE

PRESENTATION OF REGRESSTON RESULTS

The regression.resulﬁs are presented in fhree groups.
CGroup I is for 1960-1969 data; Group II is for 1970-1989
data, and Group III is for the entire thirty year period
covered by this research, 1960-1989, The Justification
for this choice is not only to aid analysis but also to
captufe the structural stability of the model as the
sample size increases and to check the equality of the
regression coefficients obtained from different samples,
Most importantly, our choice is based on considerations
of movements in aggregate demand and the'influence of
random events such as the civil war, 1867-1869; the oil
boom, 1970-1975, the Udorji Salary Award 1974 and
chenges in tax policy during the thirty year period 1960-
1989, The details of the regreésion results are presented
in the appendix. However, in order to evaluate our
working hypotheses we present the results of our functional

equctions based on 1960-1989 data.

as
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5.7 REGRESSION RESULTS

© " The ordinary least squares estimates of the experi-
mental equations specified in 4.5 shows that equations 2.1,
(2.2} 2.3 and 5.1, 5.2, 5.3, 6.1, 6.2, and 6.3 have the best

fit. Their results are as follows:

(2.1) nyt = 1484.96 - 1.800Et -3.94 BE 1 - L.7h DE,_,
(=1-27)  (-0.48) (-5.27)
- 3.52BE_t_3 + 3:75 aMll_t + 0.36AM1_t_,l
(=2.19 (5.0) - (5.1)
+ 3.518M 5 -‘O.ZQ NM1t;3 '
(4.6) ~ (-2.96)
- 1639.039WD
(1.22)
R = 0.85 Fxo= 5,97
q |
R = 0.73 Fo.05 = 2,74
R = 0.60 D.W. = 2.00

to.025 = 2.05

~~
AV
e}
~_
©
<
1l

1801.49 - 3.LU4E, - 3.90BE, _,

(=3.54)  (-3.79)

~435BE_p - U.5ME 5 + 2.65Hy,

(-4.31) (_2.45) (3.84)

- 0.36MM . ‘ )
| 2t-1 + 2,22 Wy, 5=0.198M,, -
(-4.67) (3.58) (-0.31)

. = 1927.19WD
(=1.34)
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R = 0,83 R = 4,78
R® = 0.70 : Fo.05 = 2.7k
t0.025 = 2,05
T - 0.54 WD = 2.00

(5.1) DY =1257.8 + 0.68BE*_ + 0.320E*

(2.0) (0.89)

- 0.22ME%,_, - 0.5200%,

o2 + 0.250M1

%
(-0.61) (-1.86) (0.38)

0.89MM1t_y + 1.64BU1, _, + 0,881

t-2 t-3
~(-0.98) (1.58) (0.90)

-1257.87 WD
(~-0.68)

F = 1,98 R = 0,69

D.W = 2.00 R = 0,48

(5.2) NY, = 1588.4 + 0,67 AL

* O.44 BEX
£ +

t t-1

(1.52) (1.1)

~0.17BE¥_, + O0.13BE¥ 5 + 0.308M2,

2 3

(-0.45) (0.43) (0.43)

~1LMN2, o+ 0.92MM2,

£-1
(-0.18) (1.35)

+ 0.42 AM2

s

43 = 1576.73 WD

(0.57) (-0.85)
F¥ = 1,92 R = 0.68

D.W RZ = 0.46

1l
N
®
O
O
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(5.3) BY, = 1721.72 + O,24AE¥ + o.15&E§_14
(0.5) (0.25)
+O.1GHEY _, - 0.66MEY  + 1.3500
(0,4) (=1.43) (1.55)
- 1.10MH,_, + 0.26M1,
(-1.05). (0.34)
+ 0.28BH_ 5 = 1714,774D
(0.20) (-0.92)
FFo= 1.86 R = 0.67
_ D.W = 2.00 R® = 0.46 D.W: = 2,00
(6.1) ov, = 1799.05 + 0.20B(R*=E*) - 0.64 A(R¥-E*) .
(0.59) (-2.21)
~0.5IB(RA-EX) o + 0.13B(R¥-E*),

(-1.64) (0.72)
+0.928M1, - 0.86BM1,__, + 0.52m11,

(1.30) - (=69) (0.43) -

+1.708M1, 5 = 1775.15WD
(1.31) (-0.94)
R = 0.66 F* = 1,71
2

R™ = 0.4k D.Ww., = 2,00

6.2) B, = 1964.27+0. 17TA(R¥-E] ) + 0.34B(R*-E*)

t-1
(0.53) (1.26)

-O.BMA(R*—E*)t_Z + 0,6L4A(R¥*-E*)
(-1.54) (3.76)

_t_B
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+0.89RM2, - 0.94RM2, . + 0.29MM2, ,

t
(1.62) (-1.22) (0.36)
+0,73 AM2,_5 = 1929.33WD '
(0.79) (=1.03)
R = 0,67 F¥ = 1,77
R = 0.4 D.W. = 2.00

(6.3) &Y, = 1694.73 + 0.22A(R¥-E*)  + O.L2B(R¥-E*),

(0.88) (1.91)
-O.58ﬁ(R*—E*)t_2 + O'BOD(R*—E*)t—B

(-1.87) (3. 57)
+1.78 D, - O.728H, 4 + O. 15Ht 5

(3. 07) (=1.13) - (0.27)
+ 1. 1OHt 3 - 1692.21 WD
(1.05) (~0.97)
R = 0.72 F# = 2,39
>
R = 0.52 D.W. = 2.04
R = 0.30

The figure in brackets under the parameter estimates
arc the corresponding t-ratios. R is the coefficient of

multiple correlation which measures the degree of association

of the regressmrs taken Jjointly, and the regressand. RZ is
the coefflclent of multlple determlnatlon which is the
proportion of the total variation in Y explained by fitting

‘the regréssidh.
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It is an indication of the goodness of fit or the
explanatory powef of the equation. F¥ is the varilanee
ratio used to test whether the Jjoint influence of the
regressors on the regressand is statistically significant.
The Durbin - Waston Statiétic (D.W.) is useful for teéting

autocorrelation.

5.2 Lixamination of A1gphréic Signs of Parameter Estimates

The sign of the coefficients ofAsome of the explanatory
variables of the regression equations estimated in‘this
rescarch is a cause of worry. The coefficients of the fiscal
explanatory variables E and E*¥ (current and total govern@ent
expenditures) bear wrong signs. However, the alternative

explanations for this development are:

1. It may be & warning, inter alia of incorrect definition,
specification or interpretation of this variable.

2. It could be that an aspect of the problem has not been
unveiled (Rao and Miller, 1971 44-46)

%. It could be that the explanatory variable is misconcieved
to influence the dependent variable in a particular
direction, whereas, such an explanatory.Variable is
actually made up of components which_influende the
dependent. variable in opposing directions.

L, It could be that the explanatory variable is influenced
by movements in some components of the dependent variable.



(@2
.

It cduldwbe that the data is erroneous such that the
impact signs of the aggregated components of the
explanatory variables way not be homogenous.

However, two of these.alternative explanations for wrong
signs are tenéble in the context of this econometric
research,

There is the tendency that movements in the components of the
grass domestic product influence the fiscal and monetary
variables such as government expenditure and money supply M1
and M2, Type danger is that if this is proved to be largely
true then our model breaks - down, since the independent
variables are no longer truely exogenous and violate the
exogeniety assumption of the model. We also notice that
some of the coefficients of E and E* are positve and most

of the coefficients of M1, M2 and H are positive, although
quite a few of the coefficients of the lagged fiscal and
monetary variables are negative. Therefore, the above
explanation does not completely explain the problem., In
view. of this, an importaht consideration aﬁout data used in
this research is made, aﬁd.this could be the source of the

wrong sing considering the unreliability of statistical data

in Njgeria,
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Furthermore, if specification and interpretation of
the coefficients are correct, a coefficient can still attain
a wrong sign because of the sampling distribution of the
estimates. If this is the case, we generally observe the
coefficient to be not significantly different from zero statis-
tically and has the wrong sign, then somé aépect of the problem
has not beén unveiled., Instead of throwing away the variable,
it is better to retain it in the equation so that other
reseafchers may be able to explain the apparent inconsistency.
When the variable with a wrong sign ié superflous in the sense
that its deletion does not affect the other coefficients and
does not decrease R2, then this problem is not serious (Rao
and_Miller, 1971, 46).

However theoretically, the results are consistent with
the view of the modern quantity theorists which holds that
spending, taxing and borrowing poiicies of the government may
have through interest rates and wealth effects different
impacts 6n economic activify under varying conditions. Many
monetarists have pointed out that the governﬁent expenditure
multiplier with a constaﬁt money stock is positive for a few
years but zero in the long run. The argument usually advanced
is the crowding-out effect: that government expenditures, when
unaccompained by monetary expansion, tcrowd out' a significant

volume of private expenditures (Ajayi,. 1974, 564).



Example: 54

(6.3) BY, = 1694.73 + O.226(R*-—E*)t
+0742 Z\(R*-E*)t_,] - 0,58 JA(H*-E*)t_2

ns

+Q.50 D(R*—E*)t_3 + 1.78DHt - O.72th_1

A
+0.1548H + 1.10H - 1692.21WD

t-2 t-3
5.7 Test for Structural Stability of the Coefficients of

the model as sample size increases - The Cttow TEST

This téét is aimed at investigating the stability of
the coefficient estimates as the sample size jncreases and
the equality between coefficienfs obtained from different
\samples. In the former case, we want to find whether the
estinates will be different in enlarged sampleS-and whether
they will remain stable over time. There may have occurred,
events which change the structure of the relationship, for
exanple, changes in tax laws, civil war etc, Such random

events could make the coefficients unstable. Typis test

requires that we compute the F* ratio thus:
2 2 2
S - (52« 3) |

(Se% + 5%5) / (ng + n, = 2K)
| (Koutsyannis, 1977, 164)

Tt

unexplained variation of the pooled

i

2

where e
1Y

sample 1960 - 1989

= variation for 1960 - 1969

]

= variation for 1970 - 1989

o .
NN =N

n, = Sample size for 1960 - 1969
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]

n, sample size for 1970 - 1989

k V = number of explanatory variables.
The result of our Chow test for both stability of and
equality between coefficients is presented below. It shows
that the structural coefficients are stable and the functions
from the different samples do not differ significantly. This
is because F¥< Fo0.05,
I1lustrations: Chow test.

Using equations 6.1 and 6.2

(6.1) eg = 2960.40
>
1 = 41.56
2
€2 = 351.87
k = 7 '
By 2 10
n, . 20 |
(2960.40 - (41.56 + 3515.87)/7
P = . .
(41,56 + 3515.87)/(10 + 20 - 2(7) )

F¥ = -3.84<TFo0.05. at 7/16 d.F = 2.59
~3.84<Z 2.59 |
i F¥*<Fo.05
Therefore we accept that strﬁctural coefficients of the equa-

tion are stable and the functions from the different samples
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do not differ significantly. |

(6.2) &% = 2940.21

p
e = 29.30
e5 = 3413.78
XK = 7
n1 = 10
n, = 20
P - (2940.21 - (29-30 + 3413%.78)/7
(29.30 + 3413,78)/(10 + 20 =2(7) )
M = 23,34 Fo,05 at d.F 7/16 = 2.59
Fit = Fo.05

We uccept that the ‘Structural coefficients of the equation are
stable as the sample size increases and the function from
the different samples do not differ significantly.

5.4 Tests for Multicollinearity L
Rlein's Test for Multicollinearity

According to Klein (1962:64) in a model with two
explanatory variébles, if the overall multiple correlation
of the relationship Rquxz... Xk is greater than or equal
to the simple correlsion between any two explanatory variables,
then there is no problem of multicollinearity in the model.

Pyt differentlyd if R.X, X, ... X, = rxixj, there is no
vy1,72,

problem of multicollinearity.
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where:

RyX1’X2 ceee Xk multiple correlation

rxixj

simple correlation.
Ilowvever in a model with more than two explanatory variablés,
the partial correlation is used. |
Hence if,
RyXinXixz ces Xk_:>>rxixjxix2..xk
This means that multibollinearity is not a problem in the

model But if

R XXXy oow Xy <7 xi xJ X1 %2 oo X

yivjite k
This means that multicollinearity is a problem in the model
Where:
RyXin Xi X2 o Xk = Multiple correlation
rxixjxix2 ... Xk = Partial correlation.

I'rom the results of our multicollinearity test presented in

the table below, the equations are free from multicollinearity.

ns
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Table I

Results of Multicollinearity tests

Equation No Multiple R Partial R Test Result

6.1 0.66 0.32 FM
' 0.16
0.37
0.26
-0.28
0.17
0.35
~-0.11
0.32

6.2 0.67 0.34 M
0.18
0.33
0.3

- -0.28
0.17
0.35

-0,11
0.32

6.3 0.72 0.50 M
0.11 |
0.22
-3:28
0.17
0.35
~0.17
0.32

FM = Free from serious multicollinearity.
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5.5 Statistical test of Significance; the F and t tests.

The two sets of tesfs of significance are carried out for

each each equation:
1. The F-test, to establish the significance of the Joint
impact of the explanatory variables.- |
. 2. The t-test, to.establish .the significance of the impact

individual explanatory variables. In, any given regression
equation with K régressors, there are K parameters that are
estimated and their coefficients'éfe b1, b2 ... bk. The
tests are éoﬁducted at 95% confidence level. For the joint
test of significance, the 'null' and alternative hypotﬁeses
are respecfively,

Ho: b1 = b2 = b3 = ... = bk = 0

Hit b1 £ b2 D3 4, ... #ok # O
Our decision is guided by a comparison_ofvthe observed F-
ration, F¥*, ‘and the theoretical F-ratio, Fo.05 which has-as
degrees of freedom, V, =K - 1 and V, = n-k;
where n is the sample size and k is the number of parameters
estimated. Therefore, if F¥ > Fo,05, Reject Ho
This means that the explanatory variables have ‘a significant
point influence on the regressand;
but if, F¥< Fo.05, Accept Ho
This means that the joint influence of the explanatory

variables on the regressand is not significant.
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For the,significance of the,impéct~of the individual
parameters, two - tailed tests are conducted by comparing the
observed t - ratio t¥ for each of the regressors, with the
theoretidal t-ratio t 0.05/2 which has degrees of freedom
n-k. The observed t-ratio for each parameter estimate ..is
the result of dividing that estimaté by its standard error.
Thg null and alternative hypotheses are, respectively

Ho : b1 =0 |
Hi: bi # O

Therefore, if, t; > t (0.05/2), Reject Ho.

This means that the i th explanatory variable influences
the regressand significantly; |

but if, ti< t(0.05/2), Accept Ho.

This means that the ith explanatory variable does not

influence the regressand significantly.

as
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Table IT

Results of Statistical Tests of Significance

{
lquation , ‘
No. F* Fo.05 | Result ¥ to0.025] Result

2.7 5.91 1 2.74 S Et -1.27 | 2,05 NS
Et-1 -0.48 % NS
Et-2 =-5.27 NS
Et-3 | -2.19 NS
M1t 5.0 r S
M1t-1 5.1 S
M1t=-2 | 4.6 ’ S
M1t-3 | =2.96 NS

2.2 4,78 | 2,74 S Et -3.54 2,05 NS
Et-1 -3.79 NS
Et-2 -4.31 NS
Et=3 | -2.45 NS
M2t 3.84 S
M2t-1 | =4.67 S
M2t-2 | 3.58 S
M2t-3 | -0.31 NS

S = Significant

NS = Not significant
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At 95% confidence level, the F-tests show that the

joint influence of the explanatory variables on the gross
domestic product (GDP) is statistically significant for

all the equations tested. On the other hand the t - tests

show that in the current period t, the impact of the monetary
variables is statistically significant in éll the equations
tested. However, the impact of the monetary variables

becomes insignificant in the lagged periods. Hewever #%he
impact of the fiscal variables 1s insignificant in the currrent
period but significant in the lagged periods. Note also

that the coefficient of the war duommy reportin our results

in 5.1 is statistically insignificant.
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5.6 SPEED OF -ADJUSTIENT® AND HALF-LIVES
4960 - 1989 CURRENT DATA -
/1o | Coefficient|Speed of |Half- | Record Model
of Lagged Adjust- lives
Dependent ment
Variable . ,
1 0.35 0.65 0.66 | 8months BYT=bo + BI1AMIT + b2 DYTLI
2 0.35 0.65  |0.66 | 8months | B¥T=bo + BAMM2T + b2 BYL I
3 0,23 0.77 0.47 | 6bmonths DYT=bo + b1 AHT + b2 AYTLI
A 0,43 0.57 0.83 | 10months | B¥T=bo + bl AST + b2 AYTLI
5 0.46 0.54 0.89 1Omonths+
3weeks IYT=bo + b1 &RT + b2 IWTL
6 0.62 0.38 1.404 | 1yr. + ‘
_ Smonths HT=bo + bl DRMET + b2 YT
7 0.37 0,63 0.70 | Bmonths+
. 2weeks ODYT=bo + b1 DEST + b2 OHYTL
8 0,47 0.53 0.92 | 11months |&YT=po + b1 ARST = b2 AYT

The above table shows the speed of adjustment and half-j1ives which shall

be used later in evalusting our hypothesis. It is important to ote that

the cleoser the adjustment coefficient, is to one the faster is the speed

of adjustment.
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Beta Coefficients

64

hguation .
No. Period D(R*-E*){ DM1 DM2 DH
6.1 t 0.16 0,42

t=1 -0.15 -0.29
t-2 -0.38 0.11
t-3 0.47 0.35
Sum 0.10 0.59

6.2 t 0.13 0.62
t=1 0.08 -0.54
t-2 -0.35 0.13
t-3 0.24 0.24
Sum 0.10 0.45

6.3 t 0.17 0.58
t-1 0.10 -0.23
t-2 -0.38 0.01
t-3 0,19 0.23%
Sum 0.08 0.59
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ANALYSIS OF REGRESSION RIESULTS.

6.1 Evaluation of Hypothesis I

Hypothesis I states that fiscal policy exerts a
greater impact on gross domestic product GDP than does
monetary policy.

A test of this hypothesis involves an examinétion
of the size of the beta coefficients for the various fiscal
and monetary variables in the equatiens. The size of the
beta coefficients is directly compared as a measure of
the relative jmpact of each wvariable fo variations in
GDP in the current and 1agged periods as showﬁ in the
table above,

From the table the beta coefficients for changes in
the monetary variables are greater than those for changeé
in the fiscal variable in the current period. A summation
of the beté coefficients for all the period, current and
lageged, shows that the impact of Monetary Pplicy on GDP is
greater than the impact of fiscal policy on GDP. Therefore
we are compelled to reject hypothesis I and accept its
alternative.

6.2 Evaluation of Hypothesis I1

Hypothesis II states that the response of GDP to
fiscal policy is more predictable than the response to

monetary influence. This implies that the regression
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Table 'V

t -~ Values

| Equation : :
No Period D(R*-E*) DM1 DM2 DH

6.1 0.59 1.20
1 -2.27 -0.69

-2 ~-1.64 0.43
3

0.72 1,37
Sum -2.54 2.35

6.2 0.53 1.62

1 1.26 -1.22
-2 -1.54 0.36
3

3.76 0.79
. Sum 4,01 1.55

0.88 3.07
1 1.91 -1.13
-2 -1.87 0,22
3 “3.57 . 1.05

Sum 4,49 3.2

XS
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coefficients relative to their standard errors - t-values -
relating changes in government expenditure or budget def-
icit/surplus to changes in GbP’ should be greatér than the
corresponding measufes for changes in monetary variables.
The greate;sthe t-value, the more confidence there is in
the estimated regression coefficient and hence, the greater
is the reliability of the estimated change in GDP result-
ing from a change in the variable. These t-values are
presented in the table &bove,

From the above table the t-value of the monetary
variables is substaﬁtially larger than the t-value of
the fiscal variable in the current period and diminishes
in the lagged periods. Evidently the response of GDP to
monetary variables 1s more predictable than to fiscal
variables. Therefore we are compelled to reject hypothesis
II and accept the alternative.

6.3 Evaluation of Hypothesis IIT

Hypothesis IIT states that fiscal policy influences
GDP faster than monetary policy. An examination of the
speed of adjustment and half-lives presented in 5.6 shows
that the adjustment coefficient for the monetary variables
iS closer to one than that of the fiscal variables. This
means that monetary variables influence GDP fagter than
fiscal variables., For instance, for fhe monetary

variable we observed the following function
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Ayt =
Yt = bo + bIAM, + B2AY, (1)

Similarly for the fiscal variable we observed the
following function

DY, =bo + bIARE) + b2 AY,_, 2)

In both equations the crucial factor is the coefficient
of the lagged dependent variable b2. This is because the
higher the coefficient the lesser the speed of impact
since (1-b2) is the speed of adjustment. From table III
the adjustment coefficient for the monetary variable is
0.65 while the fiscal .variable has 0.38. Therefore
the impact of monetary policy on GDP is fagter than
fiscal policy.~ Furthermore, considefing the half-~lives
we notice that while it takes monetary variables 8 months
to react on economic activity, it tékeé fiscal variables
1% year to have signifiéant impact on the economy.
Therefore we are compelled to reject hypothesis III and
accept its alternative.

Summarily we assert that test results are consistent
with an alternative set of hypotheses.' The impact of,
monetary policy on GDP compared with fiscal policy is

greater, more predictable and faster.
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CHAPTER SEVEN

IMPLICATIONS OF THE RESULTS

7.1 Monetary Policy Implications.

Lvidently, our ehbirical"results show that the
lmpact of monetary policy measures on economic activity
is greater, more predictable and féster than fiscal policy
measures. .The immediate implication of this outcome is
that the pdlicy,maker is qupelled to have greater faith
in the effectiveness of monetary policy;uin the formula-
tion of any economic stabilization policy packaéé;

A further iﬁplication of this result is that in Nigeria,
monetary policy facilitates the growth of total domestic
output through the availability of .credit for productive
investment both in the public aé well és in the private
sectors of the economy. In the public séctor,.this is
done by the~Central Bank through the acquisition of
Government Development Stocks, Treasury Bills and
Treasury Certificates. In the priyaté sector,.this is
done by the availability of credit:through direct loans
and advances (0Olaloku, 1984 P. 196). Again, flexibility
it has been pointed out is one of the important reatures
of monetary policy. The timing of monetary controls
therefore benefits from the fact that the Central Bank

of Nigeria could take more expeditious actlon once the
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need for control has been established than is possible
for a legislative body to initiate fiscal policy.
Furthermore, the application of the various ihstruments'
of monetary policy to control the supply of money or
credit to the economy explains the potency of monetary
policy to bring about economic stabilization in Niéeria.
For example the demand for particﬁlar types of products
may pe regulated by controlling the terms of credit that
apply'specifically to those products (Uzoaga, 1985, P.164)
Consumer credit and housing loans are examples of types
of credit that are'subjected-to selective credit controls,
Issentially selective credit controls are necessary because
it regulates activites in some areas of the credit market
which are unaffected by general controls. It also
regulates certain types of credit which are essentially
speculative which, if unregulated would cause instability
in the economy. Furthermore, imperfections in the credit
narket associated with the supply of credit, favour the
consumer as against investment borrowing. HOWQVer,
selective credit»cbntrol brings the economy closer to an
optimum cgﬁbination of consumption and investment than

would be achieved by market allocation of credit.

Finelly it is evident, that monetary policy is capable
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of influencing the economy of Nigeria with a view to

bringing about stabilizing changes in the economy.

7.2 Fiscal policy implications.
' Evidently, our economic results show that the
'impact of fiscal policy measures on economic activity is
less than that of honetary policy, less predictable and
slower than monetary policy. This result is tenable
because, in_Nigeria, inspite of the growth of public
expenditure, the volume of revenue consistently falls
short of government fiscal reguirements to under take
various expenditure programmes., Therefore the financing
of government expendifuré through tax revenues and
possibly borrowing from the private sector reduces the
magnitude of impact of fiscal policy - government
expenditure on the economy, Apart from the budgetary
constraints of fiscal measures, another thrust of the
validity of this result is that legislative processes
cause delays in the implementation of government budgetary
proposals each year. |

This.vaiidates our empiricél results. Again one
criterion by which a stabilization policy may be evaluated
it is capability to affect aggregate demand. Another is

flexibility in administration and swiftness in producing.
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their effects. Changes in tax rates may affect aggregate
demand through either consuwiption or investment demand.
The precise impact depends on which taxes are changed.
Either pérsonal income taxes or sales and excise taxeé
will reach a broad spectrum of the population and have

a direct effect on disposable income and consumption.

The effect of corporate income tax reciepts on disposable
income depends on the chappge of company dividends. The
stickiness of dividends relative to corporate income
reduces the impact of the Cbrporate income tax on consum-
ption, 'The marginal propensity to Consume of the groups
affected by tax'changeé will also have a bearing oﬁ the
relative effect of the various taxes. [IFurthermore,
accelerated depreciation reduces the impact of the business
income tax and therefore whatever restraining effect the
income tax may have on investment (Uzouga, 1985', P.165).
Finally it is evident that the impact of alternative
fiscal measures on the growth of domestic output, prices
and employment is limited. This could be why extensive
reliance on the effectiveness of‘fiscal policy to bring
about staBiiization may be more expehsive than any

reliance on the effectiveness of monetary policy.
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7.3 Economic Stahilization Implications.

The results of our empirical investigation which
warrdllts the rejection of the three hypothetical proposi-
tions under examination and acceptance of the alterna-
tives offered carry important implications for the
conduct of economic stabilization policy. All of these
implicafions point to the advisability of greater reliance
- on monetary actions than on fiscal actions. Inspite of
this expe}i@ental outcome, moﬁetary.policy as a stabilizer
suffers from a number of details. There is the
uncertainty about the exact effectiveness»of the monetary
authorities' abllity to tighten or liberalize credit
conditions through general'monetary cohtrols. This
uncertainty is supported by the availability df &lose
substitutes for money such as highly liquid assets in the
form of government securities and savings accounts. The
availability of such close substitutes makes the demand
for money more elastic and tends to cushion the impact of
a change in the quantity of money. There is.élso the
.uncertainty about the effect of tightening or loosening
credit»on aggregate demand. In principle, monetary
conditions can be made sufficiently sfringent to achieve

-any desired reduction in aggregaté demand either through
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increasés in interest raté'or through credit rationing.
In practice however there may be‘political 1imi£étions on
how far a tight money policy cah be pushed because of its
discriminatory effepts on certain classes of borrowers
sudh‘as.farmers, traders and small businesses (Uzoaga,
1985, P.163). Agéin, although the  timing of monefary
controls benefits from the fact that the Cenffal Bank can
take expeditious monetary action once the need for control
has been established; yet monetary policy forms part of
the government annual‘budgets alongside fiscal policy,
Therefore, in Nigeria, both moneﬁéry policy anﬁ fiscal
policy undergo the same legislative process -of long
delays in budgeféry debate, Therefore it is evident that
monetary policy may have no timing advantage in the phase
of adoption of a new policy. .Moreover, monétary authiori-
ties may hesitate to apply a policy action strong enough
for short—tgrm"needs of the economy for fear of the
effects of the policy after the state of the economy has
changed (Sirkin, 1970, P. 274). _

These defects in the effectiveness of monefary policy
presents the need for a simultaneous application of
fiscal and monetary policies so as to obtain a coherent

stragegy to stabilize the economy.
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However, fitting monetary and fiscal policies together
into a coherent strategy is further complicated by the
international mobility of Capital (Mundell, 1963 P.475),

On the other hand, any decision to rely on the
effectiveness of fiscal policy more than monetary policy
is faced with many difficulties., Such a debision is
based on the phase when economic expansioh is needed. It
leaves unsettled the gquestion of which policy should be
used'when restraint is necessary to cool an inflationary
boom. Here prices are the main objective; a tight policy
is designed to reduce inflﬁﬁion. Thus when a restrictive
_policy is needed, monetag;:fg particularly effective
because the authorities do not want a recession when a
tight policy is implemented., FKurthermore, the reason is
that a rest{ictive monétary policy will strenghten the
currency.and consequently have a strong and quick effect
in restrianing inflation, Restrictive fiscal policy is
less desirable, because Qf the small response, with much
unemployment and only a little effect on inflation
(wonnacott, 1984, p. 401).

kvidently, if the governient engages in an expansive
fiscal policy, with greater deficit spending, it will have

to borrow more on financial markets. If the money stock
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is held constant, interest rates will rise. Investment
will be crtwded out 1éssening the overall stimulative
effect., This drag on the effectiveness of fiscal policy
moy be eliminated if the Central bank follows an accommoda-
tive monetary policy; that is, if the central bapk
stabilizes the interest raté by purchasing government
securites. Again, Jjust as monetar& policy may be designed
to support fiscal policy, so fiscal policy may be desi-
gned to assist monetaryApolicy. In particular,'in the
fight against inflation, the use of fiscal as well as
monetary restraint will preveht eXcessivély high interest
rates and distress in such interest-sensitive sectors as
housing. While monetary and fiscal policies may be used
cooperatively in regulating aggregate demand, they may
also be used in offsetting directions. For example, tight
fiscal policy may be combined with expansive monetary
policy in order to stimulate investment and growth without
' creating excessive aggregate demand. In a situation of
economic instability, the most predictable results are
achieved when a combination of monetary and fiscal policies
is used to move aggregate demend toward its target
(Wonnacott, 1984, P.403). Finally, in recent years, it

has been recommended that fiscal policy, not monetary -
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policy will result in a stronger currency than will a
monetary policy exerting an equivalent expansive effect
on aggregate demand. With the currency having a higher
exchange value, inflation will be less severe, as the
'prices of imports and export - competing goods are held
down. Nevertheless, this case for fiscal policy‘leéves
the problem as to what'poiicy is to be used when restraint
is needed. A strong currency may result in protectionism,
which will work against the goal of price stability.
Therefore,-a clear economic stabilization implidation is
that an accommodative monetary policy 1s a good measure
of the total thrust of any stabilization prograr,

7.4 Summary and Conclusion

The purpose of this researghnis to investigéte the
relative impéct of fiscal and monetary policies.on
economic activity with a view to bringing about economic
stabilizétion; over a long perid of Nigerian history.

In order to accomplish the very purpose of this fesearch
we specified and estimatéd:sihgle eégation modelsvwith
diétributed lags employing data for Nigefia over-‘the 30
year period from 1960 to 1989. We chose various
mezsures of fiscal policy, monetary policy and the gross

domestic product GDP as a measure of economic activity.
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Three alternative measures are used for the money stock,
IVI,I Ma and’ H or the monetary baSé. For fiscal policy we
used federal tax revenue (R), federal retained revenue
(R*), current expenditure less transfers (E);
government expenditure - jurrent and capital less
transfers (E*), current surplus/defict (R-E), and overall
surplus/deficit (R¥-E¥*),

Our empirical results have revealéd.that the impact
. of monetary policy on economic activity is greater, more
predictable_and faster than fiscal policy. The direct
implication of this finding is thét empirical explanation
is given for greater confidence in the effectiveness of
monetary policy to stabilize the economy. Lvidently,
this does not nullify thg potency of fiscal policy. This
is because we have indicated that despite the empirically
tendered effectiveness of monetary policy; there is
uncertainty about its overriding Capability_to stabilize
the economy in all periods. This is why weé recommend
a joint contemporaneous state of fiscal and monetary
policies otherwise known as fiscal - monetary pblicy mix

for stabilization purposes.
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TABLE 11T

DATA 1960 - 1989 (¥'1iillion)
Year Y = 3-% E* R* M . i
1959 01940 215 235 289 5
1960 2400 o 241 296 336 o
7561 23578 232,46 131,k 000 qegn 1314 243 314 341 0
1962 2516 255.4 136.5 19 4g5.0  136.5 253 333 340 0
1963 2946 268.6  139.8 %5 547.7  439.8 269 362 357 o
1964 3145 o33,0  260.0 -0 363.6  336.2 318 431 419 5
1965 3351 120.2  255.4 192*% 194,88  320.8 328 469 425 0
1966 3614 122.8  240.4  117.6  196.2  306.4 357 520 462 o
1967 2350 138.8 2342 95.4  204.4  327.0 323 454 439 ]
1968 2878 219.0 230.0 11.0  275.2 28L4,8 338 522 397 1
1969 3851 259.8 305.2 45,4 297.4 377.8 L7 662 540 - 1
1970 5521 L05.6 327.2  =78.4  579.8  434.2° 643 980 742 o
1571 7038 223.,0 = . 620.9 397.9  308.6  780.8 670 1042 778 0
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1978 1630.5  5230.9 3600.L  6626.6 5178.1 -1448.5 5271 7873 5593 0
1979 188159 8579.2 6697.3  9445.6  8371.1 -1074.5 6143 9345 5961 0
1980 2271.6 8282,0 ©6010.4  9725.7  904L0.0* - 685,7* 9112 14275 9067 0
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1960 - 1982  (Contd.)

R* R¥-Z% M1 12 H

5

Year Y = R R-= ¥

1981 52255  3519.7 566L.6 21449 124631  L4607.9 ~/092.2% ggif . 15340 G991 0
1982 55673 3548.2 8090.7 4542.5  8747.5 7500.0 ~1247+5 qooug 16594 11026 0

1683 55225 3674,5 ©6316.1 26L1.,6 7680.4 62341 ~14%6f3 11283 19035 118588 0

1984 56716 3772.1 T7197.0  342L.9  4928,7 7571.6 - 2°0%2+9 qpp0n 21243 12151 0

1985 65457  4085.8 g973.3 5887.5 6592.1 9715.0 - 229 43227 23155 12695 0,
1586 ST 3051.4 8227.8 5176,k 5071.5  8505.0  092+7 43033 23981 13470 0

1687 792%0 7608.2 17280.,0C 9671.8 12203,2 - 16129.0 . 3925:8 14906 29935 17200 0

1988 - 82530 9113.,2 183321 8218, 14866,5 15588.6 722 .1 20053 38450 20829 0

1839 85320 11919.6 33099.4 21175.8 16820,2 25762.? 5%42,0 26397 L6922 22326 0

Source: Central Bank of Nigeria:
Annual Reports and Statement of Accounts (different years)
Economic and Financial Review (different years)

CBN Lagos
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