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Abstract: This study investigates the Effectiveness of Manepolicy in achieving Economic Growth: The
case of Nigeria for the period 1980-2009.

Monetary policy has become a major tool in econamémagement in Nigeria because of the dominance of
the financial sector in its economic activitiesisTstudy employed the Ordinary Least square meitod
carrying out the research. From the various testethout it was find out that monetary policy r@éPR)
(formerly minimum rediscount rate (MRR)),exchange ratd treasury bill investment have negative impact
on GDP. Also it is seen that during the period uirdeiew that the manipulation of monetary policy
instruments have not proven to be effective inegdhg economic growth. It is therefore recommenithed

the monetary authorities should strengthen the ingriknechanism of the monetary policy instruments to
ensure their success in helping to achieve theatesiacroeconomic growth. In addition the policy
instrument should be a well coordinated optimal ofiinstruments. 133
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1 Introduction

Monetary policy refers that branch of economic @plivhich attempts to achieve the broad objectives
of policy — stability of employment and prices, romic growth, and balance in external payments —
through control of the monetary system and by dpeyan such magnitudes as the supply of money,
the level and structure of interest rates and otbeditions affecting the availability of creditikie
other arms of policy, monetary policy operateswdiiely through its influence on expenditure flows.
Since the late 1980s, monetary policy has becomejar policy /instrument in Nigeria. The reasons
for this are not inconsiderable. First is the daminrole of the financial sector in major formal
economic activities in Nigeria. This can be tratedeveral factors. Among them are the oil boom of
the early 1970s, the need for reconstruction #fiercivil war, the industrialization strategy adagpit

the time (import substitution and industrializatipalicy) and the militarization of governance. The
second reason for the increasing dominance of rapneblicy in the management of the economy is
the fall in the international price of oil in thaté 1980s. Furthermore, the persistent fiscal ypolic
deficiencies since the early 1970s (and given #ddire in oil revenue) required effective monetary
policy focus that saw the emergence of the mondtetitutions and the financial sector in major
economic activities. The socioeconomic dimensiohghe collapse of oil prices and the general
mismanagement of the economy in the 1980s brohghissue of economic growth and development
to the fore. By the mid 1980s, it was observed that formal private sector was going extinct,
economic activities as measured by aggregate qutplutstrial production, non-oil exports, etc., wer
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all showing distress signs. Above all, there wasrng}, widespread evidence of pervasive and massive
poverty in the land in spite of growing public erpgdure and fiscal deficit. By 1986 all major
socioeconomic indicators were pointing downwardwe Tate of unemployment was (and is still) high,
purchasing power of the people was down, poverty b&coming entrenched and economic growth
became negative. In sum, there was severe macrm®aoimbalance — domestically and externally. It
was apparent that the economy required major adgrst

The structural adjustment programme (SAP) was diiced in 1986 to correct the perceived

imbalance in the economy. Just immediately after ithiroduction of the structural adjustment

programme, it was observed that socioeconomic @tdis were not responding positively to the

reform measures—they were getting worse. Hencerakemeasures were introduced to reduce the
social cost of adjustment. In fact, it was a comrfeature of fiscal behaviour to observe that before
the end of the second quarter of any particular,y&etual fiscal activities of the government were

totally at variance with budget proposals, thusessitating the adoption of appropriate monetary
policy options in the economy. The government ragylfinds itself engaging in extra-budgetary

expenditure that is occasioned, largely, by theeoled suffering of the majority of the people.

Looking at various monetary policy measures inlgs two decades in Nigeria, one would observe
that attention has been focused on the financaibsstability and growth of the economy.

2 Statement of the problem

Despite the several monetary policy measures inted since 1986, and given the prominence of
monetary policy in macroeconomic management in lagegrowth has not accelerated. Monetary
policy is still widely recognized as a potent tdot enhancing growth, redistributing income and
reducing poverty (though the Nigerian experiencéergling to suggest otherwise). One could thenq 34
ask, to what extent is monetary policy effective imducing growth, redistributing income and
ensuring price stability in Nigeria? Furthermoreuld monetary policy be designed so as to ensure
growth and development while maintaining macroecaincstability? These are crucial questions to
ask given the renewed interest of the current deatiocstructure in Nigeria in achieving rapid
economic growth and given that monetary policyhis arrowhead of the policy package of the current
policy framework in Nigeria, particularly in the fddang industry. Growth and development have
received attention in Nigeria (see, for examplagybdkhan, 1996 Obadan, ,1996,1997; among several
of such studies). However, none of these studigs htempted to examine our puzzle analytically.
Furthermore, previous studies on Nigeria have dadie partial frameworks. The differential effects o
monetary policy on various productive sectors amthe different income groups are neither explored
nor captured. Most of these studies have preocdugiremselves with presenting indices of
underdevelopment in Nigeria.

3 Objectives of the study

The main objective of the study is to empiricaliyestigate the effectiveness of monetary policy in
helping to achieve economic growth in Nigeria. Bpecific objectives are as follows:

i. To identify the various monetary policy tooldrgpused in Nigeria.

il. To highlight the various monetary policy objeeis in Nigeria.

iii. To evaluate monetary policy as a tool for egonic growth

iv. To analyze monetary policy as a tool for ecoimodevelopment

STATEMENT OF RESEARCH HYPOTHESES
The research work is guided by the following hyests:

HO: There is no significant relationship betweemmetary policy tools and
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economic growth.
HO: There is no significant relationship betweemetary policy tools and
economic development

ORGANIZATION OF THE STUDY

This research work is divided into five parts. Tiheeoduction, which present the background of the
study; the statement of problem; the objectivethefstudy, the statement of research hypotheses and
the organization of the study which is part onesTi& followed by the Literature review, as parbfw

the methodology of the research is part three. &/pdrt four is the presentation and analysis of
regression results. Part five shows the findingsracommendation.

4 Review of related literature

Monetary policy rests on the relationship betwdenrates of interest in an economy, that is theepri
at which money can be borrowed, and the total suppmoney. Monetary policy uses a variety of
tools to control one or both of these, to influencécomes like economic growth, inflation, exchange
rates with other currencies and unemployment. Wharesncy is under a monopoly of issuance, or
where there is a regulated system of issuing cayrémrough banks which are tied to a central bank,
the monetary authority has the ability to alter th@ney supply and thus influence the interest (tate
achieve policy goals).

A policy is referred to as contrationary if it rexs the size of the money supply or increaseslyt on
slowly, or if it raises the interest rate. An exp@mary policy increases the size of the money lsupp
more rapidly, or decreases the interest rate. Eurtbre, monetary policies are described as follows:
accommodative, if the interest rate set by theraémonetary authority is intended to create ecanom 135
growth; neutral, if it is intended neither to cee@rowth nor combat inflation; or tight if intendéal
reduce inflation.

There are several monetary policy tools availabladhieve these ends: increasing interest rates by
fiat; reducing the monetary base; and increasirggerie requirements. All have the effect of
contracting the money supply; and, if reversedaegpthe money supply. Since the 1970s, monetary
policy has generally been formed separately frasoali policy. Even prior to the 1970s, the Bretton
Woods system still ensured that most nations wiaria the two policies separately.

Within almost all modern nations, special instba (such as the Bank of England, the European
Central Bank, Reserve Bank of India, the FederaleRe System in the United States, the Bank of
Japan, the Bank of Canada or the Central Bank géii) exist which have the task of executing the
monetary policy and often independently of the eXge. In general, these institutions are called
central banks and often have other responsibilgiesh as supervising the smooth operation of the
financial system.

The primary tool of monetary policy is open mar&perations. This entails managing the quantity of
money in circulation through the buying and sellofgrarious financial instruments, such as treasury
bills, company bonds, or foreign currencies. Ugyahlie short term goal of open market operations is
to achieve a specific short term interest rateetarig other instances, monetary policy might iadte
entail the targeting of a specific exchange ratative to some foreign currency or else relative to
gold. For example, in the case of the USA the Fddeeserve targets the federal funds rate, theatate
which member banks lend to one another overnight.

The other primary means of conducting monetarycgaticlude: (i) Discount window lending (lender
of last resort); (ii) Fractional deposit lendindghénges in the reserve requirement); (iii) Moralsiom
(cajoling certain market players to achieve spedifbutcomes).Therefore, monetary decisions today
take into account a wider range of factors, such as

. short term interest rates;

. long term interest rates;
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. velocity of money through the economy;

. exchange rates;

. credit quality;

. bonds and equities (corporate ownership and debt)

. government versus private sector spending/sayings

. international capital flows of money on largelssa

. Financial derivatives such as options, swapsirést contracts, etc.

4.1 Theoretical literature

Monetary policy is the process by which the govesnincentral bank, or monetary authority of a
country controls (i) the supply of money, (ii) aahility of money, and (iii) cost of money or ravé
interest to attain a set of objectives oriented ams the growth and stability of the economy.
Monetary theory provides insight into how to cr@ftimal monetary policy.

Monetary policy rests on the relationship betwdenrates of interest in an economy, that is theepri
at which money can be borrowed, and the total suppmoney. Monetary policy uses a variety of
tools to control one or both of these, to influencécomes like economic growth, inflation, exchange
rates with other currencies and unemployment. Wharesncy is under a monopoly of issuance, or
where there is a regulated system of issuing cayrémrough banks which are tied to a central bank,
the monetary authority has the ability to alter th@ney supply and thus influence the interest (tate
achieve policy goals).

It is important for policymakers to make credibtfeauncements, and deprecate interest rate targets a
they are non-important and irrelevant in regardimgnonetary policies. If private agents (consumers
and firms) believe that policymakers are commiti@dowering inflation, they will anticipate future
prices to be lower than otherwise (how those exiects are formed is an entirely different matter; 134
compare for instance rational expectations withptida expectations). If an employee expects prices
to be high in the future, he or she will draw wyage contract with a high wage to match these grice
Hence, the expectation of lower wages is refleatedage-setting behavior between employees and
employers (lower wages since prices are expectbd tower) and since wages are in fact lower there
is no demand pull inflation because employees egeiving a smaller wage and there is no cost push
inflation because employers are paying out lesgages.

To achieve this low level of inflation, policymakemust have credible announcements; that is, privat
agents must believe that these announcementseflidict actual future policy. If an announcement
about low-level inflation targets is made but naliédved by private agents, wage-setting will
anticipate high-level inflation and so wages wil bigher and inflation will rise. A high wage will
increase a consumer's demand (demand pull inflaoid a firm's costs (cost push inflation), so
inflation rises. Hence, if a policymaker's announeats regarding monetary policy are not credible,
policy will not have the desired effect.

Two fundamental propositions about the effect ef guantity of money on the economy predate the
emergence of monetary economics as a recognizeildis of study. The first is that increases ia th
guantity of money that is not associated with cgpoading increases in real output will eventually
lead to inflation, and the second is that a shertayjmoney can depress the volume of economic
activity (Chuku 2009).The former have the potenfiial stimulating the economy when it is sluggish
while the latter cools it down when it overheats.

4.2 Theoretical framework
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The basic theoretical framework for analyzing manetpolicy effects is the Keynesian IS-LM
framework with a Philips curve superimposed o itlétermine inflation. The mechanism is such that
changes in monetary policy (usually specified asgerous shifts in monetary aggregates) affect the
money supply, which changes interest rate to baléime demand with supply. The changes in interest
rates then affect investment and consumption whatiler cause changes in output and eventually
prices.

Contemporary studies on the effects of monetaricpalow generally favour a more encompassing
dynamic stochastic general equilibrium (DSGE) fraumek (see for e.g. Walsh, 1998; Goodfriend and
King 1997 and the references therein). Here, wesymira simple general-equilibrium framework,
similar to that of Clarida et al. (2005) but diffet in the sense that we exclude the assumption of
perfect price flexibility and stick to the stickyigpe assumption.

The analysis begins by fully articulating a modgthe Nigerian economy, where the model details
include (1) a statement of agents optimizing protgde(2) a mechanism of monetary non-neutrality
and (3) a source of monetary shock imparting onett@nomy. The purpose is to show the central
bank’s objective function in maximizing the welfapé agents through policy choices. Rather than
work through the details of the derivation, whicte aeadily available elsewhere, (Walsh, 1998;
Bernanke et al., 1998; Fuerst, 1998 and Claridal.et1999) we instead directly introduce the key
aggregate relationships.

The model is as follows: let Yt be the actual otitpind Zt be the natural level of output both igdo

Let the difference between actual and potentigbaiLibe called the ‘output gap’ xt. Hence,

X = Y.-42 e 2.0

In addition, letet be the period t inflation rate, defined as theceet change in the price level from t-1 137
to t and let be the nominal interest rate. Eaclatabe is expressed as a deviation from the long-run
trend.

It is then possible to represent the baseline mod&rms of two equations: an IS curve that ralate
the output gap inversely to the real interest ratel a Phillips curve that relates inflation pesily to
the output gap. Hence:

X = olit— Brwa] + Eenntge 000 - 21
Ty = O + ﬁEﬂl’Hl +0e e 2.2

Where Et is the expectations operatomt¥t is the future expectation of inflation, Etxtislfuture
expectation of the output gap, [it —nEt1l] measures the real interest rate, measuresntbeest
elasticity in the IS curve and is a disturbancentdequation (2.1) is obtained by log-linearizing th
consumption Euler-equation that arises from theshbald optimal savings decision, after imposing
the equilibrium condition that output equals conption plus government expenditure (see Walsh,
1998 for a step by step derivation).

Equation (2.1) differs from the traditional IS carmainly because current output depends on expected
future output as well as the real interest ratghii expected future output raises current oufu.
reason is that individuals prefer to smooth condionpexpectations of higher consumption next
period (associated with higher expected output)ctvheéads them to want to consume more today
(Clarida et al., 1999). The negative sign of thefficient of real interest rate on current outmftacts

the intertemporal substitution of consumption. Hertbe coefficiente represents the intertemporal
elasticity of substitution.
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The disturbance gt is a function of expected chamgaeyovernment expenditure relative to expected
changes in potential output. Changes in gt cormedpo shifts in the IS curve which can be refeteed
as demand shocks. This would have also been tleifcag were abstracting using investments or
private consumption.

To better understand how expectations about theduaffect current aggregate activity within the
framework, we iterate equation (2.1) forward toadrut

xt = EQ {-o[it+i — nt+1+i] +gt+i} - 2.3

Equation (2.3) implies that the optimal gap dependsonly on the real interest rate and demand
shock, but also on the expected future paths cfetltwo variables. It therefore follows that expdcte
as well as current monetary policy (in this caseasured by changes in interest rate) can affect
aggregate demand.

The Philips-curve depicted by equation (2.2) ispjma log-linear approximation of the steady state
aggregation of individual firm’s pricing decisiof€larida et al., 1999). The equation resembles the
traditional expectations-augmented Phillips curgsatibed by Blanchard (1997) because it relates the
inflation rate with the output gap and expectedbiidn. However, it is different from the traditiain
specification in that expected future inflatiom#tl, enters additively as opposed to expected curre
inflation Et-Irt. The implications of this distinction can be otveel if we iterate equation (2.2)
forward thus:

nt = EDB[OXt+H + put+] - 2.4

From equation (2.4) we observe that unlike theitiadhl Philips curve, inflation depends entirely o
current and future economic conditions rather tlzyged inflation expectations. The variable xt+i
captures movements in marginal costs associatdd waitiations in excess demand. Whereas, th 8
exogenous shock pt+i usually referred to as “casthp captures anything else that may affect
expected marginal costs.

Putting this framework in context, and focusingtbe nominal interest rate as the choice variable of
monetary policy, the above framework provides @aoaable description of the operating procedures
of the Central Bank of Nigeria. With sticky pricegnovations in the nominal interest rate
immediately affects the real interest rate whichises agents to adjust their expectations and adtion
such a way that output and prices are affecteldrdirection specified in the IS and LM equations.

To sum up, we introduce the Central Bank’s objecfiunction which converts the behavior of the
target variables into a welfare measure to guideyaohoices. Following contemporary practice, we
assume the Central Bank’s objective function isr@reinflation targetit and an output xt target and
takes the form:

Max - ¥z Et{ plox2t+i + m2t+i]} e 25

Where the parameter is a relative weight assigndiget output deviations. SincextYyt—2zZt , the
objective function takes the potential output &f #tonomy Zt as the target output and implicitketa
zero as the target inflation rate. The appropmateght to be assigned to the parametéas generated

a lot of controversies among monetary policy ptimeters and researchers. However, there now seems
to be a growing convergence to the consensushbairtimary emphasis of monetary policy should be
to control inflation and not to target output asrigeke and Mishkin (1997) argue. We nurse our
reservations about the appropriateness of pla¢iagemphasis on inflation targeting especially in a
developing country like Nigeria that requires enoasand sustained stimulation of aggregate demand
to engender development.

4.3 Monetary policy in Nigeria
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The Central Bank of Nigeria (CBN) is mandated by @BN act of 1958 to promote and maintain
monetary stability and a sound financial systermigeria. Just like other central banks, the CBN has
the objective of achieving price stability and sirsible economic growth through the means of
monetary policy. Embedded in this twin objectives él) the attainment of full employment, (2)
maintaining stability in the long-term interestemtand (3) pursuing optimal exchange rate targets.
achieve these objectives, the CBN operates thraugstem of targets. These are; the operational
targets, the intermediate targets and the ultitsgget (Ibeabuchi, 2007). The Central Bank uses its
operational target (unborrowed reserves), over lwiiichas deterministic control to influence the
intermediate target (broad money) which eventuatfgcts the ultimate targets (inflation and output)
In setting its targets, the CBN considers an inftfan set that is feed into by contemporaneous and
lagged values of real Gross Domestic Product (GD€3| investment prices, real wages, labour
productivity, fiscal operations and balance of pagits performance, among others. Depending on the
relative importance attached to the various infdromaelements, the CBN sets its target parameters
for its quantity-based nominal anchor and its pbased anchors. The bank generally implements its
monetary policy programmes using the market-basédrale-based techniques. When implementing
monetary policy using the rule-based technique GB&l uses direct instruments like selective credit
controls, direct regulation of interest rates amatahsuasion. While indirect instruments like thee@®
Market Operation (OMO), discount rate and the neseequirements are used when implementing
monetary policy programmes using the market-baggmtoach. Since its inception, the CBN has
implemented monetary policy using various comboraiof these two techniques with more or less
emphasis on the one. Depending on the emphasissthalaced on either of the techniques, the
evolution of monetary policy in Nigeria can be sified into two phases: (1) the era of direct colstr
(1959-1986) and (2) the era of market-based can(®86-date). The era of direct controls was a
remarkable period in monetary policy managemenNigeria, because it coincided with several
structural changes in the economy; including thdt sh the economic base from agriculture to
petroleum, the execution of the civil war, the bdom and crash of the 1970s and early 1980s
respectively and the introduction of the Structukdjustment Programme (SAP). During this period
CBN’s monetary policies focused on fixing and coliitng interest rates and exchange rates, selective
sectoral credit allocation, manipulation of thecdisnt rate and involving in moral suasion. Reviawin
this period, Omotor (2007) observe that monetaticpovas ineffective particularly because the CBN
lacked instrument autonomy and goal determinatioging heavily influenced by the political
considerations conveyed through the Ministry ofalfice.

Progressively, the implementation of the SAP progre which commenced in 1986, ushered in a
new era of monetary policy implementation with nerkiendly techniques in Nigeria. The capacity
of the CBN to carry out monetary policy using markeendly techniques was letter reinforced by the
amendments made to the CBN Act in 1991 which sppadliy granted the CBN full instrument and
goal autonomy. Using this technique, the CBN inmtdlgeinfluences economic parameters through its
Open Market Operations (OMO). These operationscanglucted wholly on Nigerian Treasury Bills
(TBs) and Repurchase Agreements (REPOs), and amg bemplimented with the use of reserve
requirements, the Cash Reserve Ratio (CRR) andithedity Ratio (LR). These set of instruments
are used to influence the quantity-based nominah@n(monetary aggregates) used for monetary
programming. On the other hand, the Minimum Redistdrate (MRR) is being used as the price-
based nominal anchor to influence the directiothefcost of funds in the economy. Changes in this
rate give indication about the monetary dispositibthe Bank, whether it is pursuing a concessipnar
or expansionary monetary policy. This rate has gdlyebeen kept within the range of 26 and 8
percent since 1986. As a companion to the useeoMRR, the CBN latter introduced the Monetary
Policy Rate (MPR) in 2006 which establishes anresterate corridor of plus or minus two percentage
points of the prevailing MPR. Since 2007, this rats been held within the band of 10.25 and 6
percent. Despite the empirical evidence found fier éfficacy of monetary policy with market-based
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techniques, the effectiveness or otherwise of nawggdolicy during this era is still an issue in dih
Though we take a position on this issue at the losien of the work, we recognize that monetary
policy in Nigeria is confronted with several chalies. Some of them include; fiscal dominance and
non-synchronization of fiscal and monetary polictbe existence of a large informal sector, debit an
liquidity overhang, data inconsistencies and ladsnand the cash-in-hand nature of the economy.
These peculiar characteristics of the economy phaspecial emphasis on the dynamism of monetary
policy in Nigeria.

5 M ethodology

5.1 Model specification

In the model specified, Monetary Policy Rate (MPRaximum Lending Rate (MLR), Exchange Rate
(EXR), Commercial Banks’ Credit (CBC) and TreaslWs Issue (TBI) form the independent
variable. The dependent variable is the Gross Die&soduct (GDP), which is a measure of a
nation’s economic performance — economic growtthis instance. Explicitly, the model for the study
is specified below:

GDP = oa9+a; MPR + 0o, MLR + 03 EXR +0,CBC + a5 TBI +ei

) () G ™ (+)

Where: 140

GDP = Gross Domestic Product

MPR = Monetary Policy Rate

MLR = Maximum Lending Rate

EXR = Exchange Rate

CBC = Commercial Banks’ Credits

TBI = Treasury Bills Issue

ei = Stochastic variable or error term

0o = Intercept

010, O304& a5 = Parameter estimates

5.2 Sour ces of data for the study
Annual time-series data on the variables underystud used in this study for estimation of the

functions. The Gross Domestic Product (GDP) isdépendent variable in model. Then the relevant
explanatory variables are Monetary Policy Rate (YRMRaximum Lending Rate (MLR), Exchange
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Rate (EXR), Commercial Banks' Credit (CBC) and Bugg Bills Issue (TBI). The data for the
variables were sourced from various issues of Géetral bank of Nigeria Economic and financial
Review; Annual reports and Statements of Accoumtsgd Principal Economic and Financial
Indicators, and Central bank of Nigeria Statistlmalletin.

6 Presentation of data and results

This part focuses on the analysis of, and integtimet of the result generated from the regression
analysis. This serves as a yard-stick/benchmarthbomeasurements of the various impacts which the
different variables have on economic growth (GDRthe country.

Presentation of data

The data employed in the study are presented le tab below:

Table 4.1 Regression Data

DATA FOR REGRESSION

YEAR GDP MPR MLR EXCH. CBC TBI
1980 50,848.60 6.00 9.50 0.55 6,379.20 10,619.00
1981 102,686.80 6.00 10.00 0.61 8,604.80 13,970.00
1982 110,029.80 8.00 11.75 0.67 10,277.00  28,458.00
1983 119,117.10 8.00 11.50 0.72 11,100.00 47,815.00
1984 125,074.80 10.00 13.00 0.76 11,503.40  57,888.00
1985 114,724.10 10.00 11.75 0.89 12,170.30 8,861.00
1986 143,623.90 10.00 12.00 2.02 15,701.50 67,890.00
1987 203,037.10 12.75 19.20 4.02 17,531.90 90,651.00
1988 275,198.20 12.75 17.60 4.54 20,044.90 113,142.00
1989 403,762.90 18.50 24.60 7.39 22,221.20 132,543.00
1990 497,351.30 18.50 27.70 8.04 26,083.90  93,893.90
1991 574,282.10 1450 20.80 9.91 31,762.40 135,147.00
1992 909,754.20 17.50 31.20 17.30 41,810.00 137,961.90
1993 1,132,181.20 26.00 36.09 22.05 48,056.00 114,319.50
1994 1,457,129.70 13.50 21.00 21.89 92,624.00 105,320.50
1995 2,991,941.70 13.50 20.79 21.89 141,146.00 105,321.40
1996 4,135,813.60 13.50 20.86 21.89 169,242.00 105,322.50
1997 4,300,209.00 13.50 23.32 21.89 230,600.00  74,927.90
1998 4,101,028.30 1431 21.34 21.89 272,895.50 90,928.90
1999 4,799,966.00 18.00 27.19 92.69 353,081.10  80,930.90
2000 6,850,228.80 13,50 21.55 102.11 508,302.20  86,951.10
2001 7,055,331.00 1431 21.34 111.94 796,164.80 1,985,453.20
2002 7,984,385.30 19.00 29.70 120.97 954,628.80 2,421,143.20
2003 10,136,364.00 15.75 22.47 129.36 1,210,033.10 3,026,347.10
2004 11,673,602.20 15.00 20.62 133.50 1,519,242.70 3,467,740.50
2005 14,735,324.00 13.00 19.47 132.15 7,483,090.30 2,521,840.00
2006 18,709,786.50 12.25 18.70 128.65 9,542,573.40 1,509,070.00
2007 20,657,317.7 8.75 18.36 120.97 4,813,488.8 1,304,182.4
2008  24,296,329.3 9.75 20.26 121.90 23,358,395.2 9,163,000.0
2009 24,712,669.9 6.00 23.19 150.01 35,167,203.7 13,924,000.0

Source: CBN Statistical Bulletin, various issues
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6.1 Presentation of estimated results
GDP =0, + a; MPR +0a,; MLR + 03 EXR + 0, CBC +04 TBlI + €
() () () (+) (+)
GDP =1.6919 -1.93MPR + 49198.MLR + 95827.EXR + QA@3CBC + -1.2048TBI

S.E. = (1.3764) (3.1042) (2.0417) (9894 (0.20852) (0.42)
t 1.229  -0.622 0.241 856 3.890 0.49021
R®  =0.933883 F-Statistc = 67.799 DW. = 1.33

N.B: The regression result is presented in Appehdiliile the data which was used to carry out the
regression is presented above.

6.2 Discussion of findings

From the regressions result, the R-squared (R3ievalf 0.933883 shows that at 93.39% the
explanatory variables explain changes in the degrnslariable. This means that at 93.39% the
independent variables explain changes in the @dossestic Product (GDP). This simply means that
the explanatory variables explain the behaviouhefdependent variable at 93.39%. The calculated F-
statistics of 67.799 which is greater than the Hetavalue (2.6207) implies that all the variables’
coefficients in the regression result are all soomeland to an extent statistically significant too&s
Domestic Product (GDP). The Durbin-Watson (DW) lagven in the regression analysis is 1.33. From
this, it shows that there is the presence of autelzion.

The above model tested the effect of five differemtiables namely — Monetary Policy Rate (MPR), 142
Maximum Lending Rate (MLR), Exchange Rate (EXR),nm@eercial Banks’ Credit (CBC) and
Treasury Bills Issue (TBI) on Gross Domestic Prad@&DP). In order to obtain the regression result,

the OLS technique with the help of the PC Givewaife was used.

The result obtained from the regression shows tihate is negative relationship between Gross
Domestic Product and Monetary Policy Rate with afficient of -1.93. The corresponding standard
error and t-values show that this coefficient i$ siatistically significant. Hence, Monetary Policy
Rate is inelastic to Gross Domestic Product in NégeThis negativity of the coefficient of Monetary
Policy Rate is in conformity to the economic a griexpectation of a positive impact of Monetary
Policy Rate on Gross Domestic Product.

Also, the regression result shows that Maximum lLmegdRate has a positive impact on Gross
Domestic Product with a coefficient of 49198. Hoeethe coefficient of Maximum Lending Rate is
not statistically significant as shown by both tt@responding standard error and t-values. Thus,
Total Trade is inelastic to Gross Domestic Prodiitis positivity of the coefficient of Monetary
Policy Rate, however, does not conform to the ecto@ priori expectation of a negative impact of
Monetary Policy Rate on Gross Domestic Product.

Furthermore, the result obtained from the regressitows that Exchange Rate has a positive and
significant impact on Gross Domestic Product. Tikigndicated in its positive coefficient of 95827.
Thus, Exchange Rate is elastic to GDP since thedatd error and t-values revealed that the
coefficient is not statistically significant. Thegitivity of Exchange Rate coefficient does notfoom

to the economic a priori expectation of a negatimpact of Exchange Rate on Gross Domestic
product.
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Again, the regression result shows that Commetudalks credit has a positive impact on Gross
Domestic Product with a coefficient of 0.81108. Tewmefficient of commercial banks credits is
statistically significant as shown by both the esponding standard error and t-values. Thus,
commercial banks credit is elastic to Gross DoreBtoduct. This positivity of the coefficient of
commercial banks credit conforms to the economigriari expectation of a negative impact of
commercial banks credit on Gross Domestic Product.

Finally, the result obtained from the regressiooveh that Treasury Bills issue has a negative and
significant impact on Gross Domestic Product. Tisismdicated in its negative coefficient of -1.2048
Thus, Treasury Bills issue is elastic to GDP sittee standard error and t-values revealed that the
coefficient is statistically significant. The neiyity of Treasury Bills issue coefficient does not
conform to the economic a priori expectation ofogifive impact of Treasury Bills issue on Gross
Domestic product.

6.3 Statistical tests of significance

In this study, two types of test are conducted:t#s¢ for the statistical significance of eachreator
(t-test) and similarly the test of the estimata@ignificance (F-test). The tests are conductetieab®o
significance level.

In a given regression equation with k regressors dstimator’s test of significance, the null
hypotheses is:

HO:ai=0

And the alternative hypothesis is

H1l:ai #0

For a decision the observed F-ratio, Fs, is contpasth the theoretical F-ratio, FO.05, which haslV-
= k- 1, V2 = N-K degrees of freedom; N is the sangize and K is the total number of parameters
estimated.

The decision rules are:

i. If Fs > F0.05, Reject HO - the regressor hag@aificant influence on the dependent variable;
ii. If Fs < F0.05, Accept HO - the regressor haweirsignificant influence on the dependent
variable.

Furthermore, two-tailed tests are conducted by @mg the observed t-ratio, ts, with the theorética
t-ratio, t (0.025) that has degrees of freedom N-Ke null and alternative hypotheses are respdytive
HO:ai =0
H1l:ai #0
The decision rules are:
i. If /ts/ >/ t(0.25) /, Reject HO i is not equal to zero and with regressor influente
dependent variable significantly;
ii. If /ts/ < /1(0.025) /, Accept HQyi is not statistically different from zero and wigkplanatory
variable does not influence the regression siggnifily.

Now, from the ‘F’ distribution table, the theoretid=-ratios at 5% significance level is 2.6207.rRro
the student’s ‘t’ distribution table, the theorali¢-ratio for two-tailed test at 5% significancevél
2.060. At this point, these theoretical ratios @mpared accordingly with the Fstatistic of theiuas
estimators and observed t-ratio (ts) for each patam and next we simple summarize which
equations are significant or not.

In equation both tests revealed that exchangecatBinercial banks’ aggregate credit to the economy
and treasury bill issue were significant in explagneconomic growth via the Gross Domestic Product
(GDP) during the period of analysis, 1980-2009. et tests showed that Monetary Policy Rate and
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Maximum Lending Rate were not significant to ecoiigrowth in Nigeria during the period of
analysis, 1980-2009.

6.4 Examination of algebraic signs of parameter estimates

How far do the directions of the influences of #agious explanatory variables on the Gross Domestic
Product (GDP) conform to the a priori expectatiaasshown in 3.1. This question is warranted since
any reliable estimated regression equation is @égdelo conform to the priori restrictions imposed o
determined by the theoretical underpinning of tivelysin question. They are examined below.

In the regression equation, the coefficients of Mmxn Lending rate and Exchange Rate did not
conform to the expected negative sign respectiviglg. coefficient of Treasury Bills issue did naal
conform to the expected positive sign. But the toeht of Monetary Policy Rate conformed to the
expected negative sign. However, the coefficientCoimmercial Banks’ credits conforms to the
expected positive sign.

An observation of the monetary tools show an irgiren pattern while Gross Domestic Product
(GDP) show non-systematic pattern and finally, th¢est and t-test tend to suggest the non
significance of some of the explanatory variables.

6.5 Test of multicollinearity and autocorrelation

In auto correlation test, we use D.W. limits onda evel of significance and k degrees of freedam; t
compare the theoretical lower and upper limits bé tDurbin-Watson statistics dl and 4-dl
respectively, with the observed or computed D.\&tigtics dc.

i If D.W = 2 there is no autocorrelation; 144
ii. If D.W # 2 then autocorrelation exists.

Now, the regression results reveal that autocdroel@xists in the model equation as the D.W. value
of the equation is 1.33, which is not equal to @

6.6 Evaluation of working hypotheses

The empirical evidence or test results presentesation 4.1 do not support our first null hypotkes
that there is no significant relationship betweesngtary policy tools and economic growth with the
exception of exchange rate, commercial banks’ tsedid treasury bills. The significance of exchange
rate, commercial banks’ credits and treasury bals be seen in their respective standard erroesalu
and t-tests.

The second null hypothesis that there is no sicgnifi relationship between monetary policy tools and
economic development is an extension of the fiygtothesis, in hope that economic growth would
eventually translate to economic development. 8® etvaluation of the first hypothesis holds for the
second one too.

7 Summary, conclusion and recommendations

7.1 Summary of findings

The results of the ordinary least squares regnessidghe key functions specified were presented in
part Four. Two types of test were conducted: teefta the statistical significance of each estonat
(t-test) and similarly the test of the estimataignificance (F-test). The tests were conducte@bésb
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confidence interval. The tests showed that theiémite of some explanatory variables was statibtical
significant while some were statistically insigndnt. On the examination of algebraic signs of the
parameter estimates, the signs of the coefficiohtmost of the algebraic signs of the explanatory
variables did not conform to the expected signsefithat the specification and interpretation & th
coefficients were correct, future researchers hem turged to investigate further on the probable
causes of the wrong signs.

Still on the analysis, the test of multi-collindgrand auto-correlation revealed that the estimated
equations were free of serious auto correlation @wad multi-collinearity was not a problem. In
evaluating the working hypotheses, it was seen ttiatempirical evidence or test result somehow
supported our first and second null hypotheses.bHsés of this support was seen in the statistisil

of significance, examination of algebraic signgpafameter estimates and standard error value of th
estimated equation. Despite the fact that Econdh@ory should be complemented with empiricism,
the researcher noted that the interpretation of@hometric studies leaves much room for judgment
and thus expected that the possible implicationshefresults of this study should be taken with
caution. The researcher therefore concludes tleaNtheria monetary authorities should give greater
priority to other policy instruments or measureanthmonetary tools to achieve rapid economic
growth.

RECOMMENDATIONS. From the various tests conducted hypotheses evaluated, it is clear that
the manipulation of monetary policy tools over tihas not proven to be effective. Therefore, th

In view of the findings of the study, the researahekes the following recommendations:

i. It is suggested the use of a coordinated optmmal of policy instruments since to achieve a
particular macro economic objective might not kaistically attainable.

il. Policy makers should always avail themselvégj@antitative research works such as the1 45
present study in ascertaining the weight to begassi to each policy instrument.

iii. And at the same time, government must prodeetthe direction of reconciling and merging

the various policy tools.

iv. The monetary authorities must look for wayesgthening the working mechanisms of the
monetary policy tool to ensure the effectivenesshef policy tools in achieving the desired macro-
economic goals in the country.
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