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The Implication of Effectiveness
of Demand for Money on Economic Growth
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Abstract: The demand for money plays a major role in macnoegoc analysis, especially in
selecting appropriate policy. This brings in themdaed for money function which expresses a
mathematical relationship between the quantity ohey demanded and its various determinants;
interest rate, income, price level, credit avallghifrequency of payments etc. Aggregate demand
will be affected only in so far as consumption mvastment is affected by the change in the interest
rate. Against this background, the task in thisgpaijg to empirically analyze and examine the
implication of the effectiveness of demand for mpo@ economic growth performance within the
Nigerian context between the periods of 1970-2008ugh the use of the application of Ordinary
Least Square method, the multiple linear regressiwalysis on E-views 7.0. The paper therefore
concludes that money demand has a major effech@raggregate demand which accounts for the
GDP of the economy. This implies that by ensurifiiciency in demand for money, aggregate
demand would be achieved and adequately sustaireuttg that will ensure that inflation is at
minimum will be achieved in the economy.
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1 Introduction

The demand for money plays a major role in macnoeguc analysis, especially in
selecting appropriate policy. It is a very crudiastrument in the conduct and
determination of the effectiveness of monetary qyliThe demand for money
represents the desire of households and busintesketd assets in a form that can
be easily exchanged for goods and services. Spéityglaor liquidity, is the key
aspect of money that distinguishes it from otheesyof assets. For this reason, the
demand for money is sometimes called the demandidaidity or liquidity
preference, and the demand for money theory deititsthie desire to hold money
rather than other forms of wealth (for example lstcand shares).
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Money is regarded as important because it is thotmhinfluence the level of
aggregate demand by affecting spending either ttiirdwough the availability of
credit or indirectly through the induced changethimrate of interest. If aggregate
demand does vary directly with the supply of mortegn central bank of Nigeria
could seek to operate their stabilization policy vayying the supply of money.
Economic agents may hold money either as an inwerito smooth differences
between income and expenditure, or for its yieldagset in a portfolio. Either
motive suggests a specification in which the denfanenoney depends on a scale
variable such as real income or wealth and thes rateeturns to money and to
alternative assets.

In open economy macroeconomics, money is considased part of portfolio,
which consists of domestic financial assets, amdigo assets. The return on the
domestic money is the own rate of interest. Therredn real assets is the expected
rate of inflation. According to Friedman (1956)etpurchasing power of money
erodes quickly under high inflation, while the \alaof real assets is maintained,
and as a result, economic agents may wish to swiitithreal assets when the
inflationary expectations are strong.

There is, and has always been, considerable déeagmt among economists over
what determines the levels and rates of growthudput, prices and employment.
The appropriate tool for macro-economic stabilmatdepends on the underlying
theory in use. Keynesians would go for fiscal pplighile monetarists would
clamour for monetary policy. Monetary policy refdsthe use of interest rates,
money supply and credit availability to achieve roaeconomic objectives. The
use of monetary policy as a tool for macro-econostébilization depends largely
on the behaviour of the demand for money or reshdzalances in the hands of
economic agents. This brings in the demand for mdumection which expresses a
mathematical relationship between the quantity ohey demanded and its various
determinants; interest rate, income, price levetdit availability, frequency of
payments etc. The stability of these relationsh{pasticities) is vital for
determining the appropriateness and effectivenégbeotools or instruments of
monetary policy.

An excess demand for money: If a single firm or dehold is short of money
balances, it can sell some of its bonds and immelgliaeplenish its shock of
money. On the other hand, if the firm or househ@d excess stocks of money, it
can invest these forthwith by buying bonds on theromarket. If everyone tries to
do this simultaneously, however, it will not be pibte unless there are changes in
the stock of money or bond. If the stock of moneg Bond are fixed in size, then
general attempt to add or subtracts from bond hgkliwill only succeed in
altering their price. Assume, for example, that ifeney supply is reduced so that
all firms and households are short of money. Theya sell bonds and add to their
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money buildings. This causes the price of bondaltoA fall in the price of bonds
is the same thing as a rise in interest rate.

As the interest rate rises, people will try to emmize on cash holdings; they will
also tend to reduce speculative balances of caste bonds now seem like very
good investments. Eventually, the rate will risghhenough so that people will no
longer be trying to add to their cash balancesdljng bonds. The demand for
money will again equal the supply. There will nmder be an excess supply of
bonds, so the interest rate stop rising. The rfetedf the original excess demand
for money will have been an increase in the rat@tefrest. Aggregate demand will
be affected only in so far as consumption or innesit is affected by the change in
the interest rate.

Against this background, the task in this papéo ismpirically examine within the

Nigerian context the implication of the effectiveseof demand for money on
economic performance between the periods of 1908-20n testing for the

empirical analysis of the implication of efficienayf demand for money on
economic performance, one hypothesis is drawn hadhypothesis to be tested
given the above objectives is to test the implaaif effectiveness of demand for
money on economic growth performance. Thus,

Ho : bo =/bi (Null hypothesis).
H, : bo = bi (Alternative hypothesis).

If the null hypothesis () is accepted it means that effectiveness of money
demand does not have a significant impact on tbaauic growth performance of
Nigeria economy.

1. Literature Review

The conventional money demand equation has beenfdhe most widely studied
relationships in macroeconomics. It generally fezgureal money balances being
affected by contemporaneous levels of real incosna proxy for transactions, and
a nominal interest rate that describes the oppitytwost of holding money. The
variables that enter the demand function for moray] the definition of the
quantity of money appropriate for the demand fumctihas received substantial
attention in economic literature.

First, there is the question of the constraint ikaimposed on money balances,
whether the appropriate constraint is a measuree#lth or income, or some
combination of the two. The second issue in mdstdiure has centred on the
importance of interest rates and price changesgasreents (independent variables)
in the demand function. The third issue is the tiae<f the definition of money
balances. Is a more stable demand function obtafrmadney is defined inclusive
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or exclusive of time and/or savings deposits, aathg@ps other assets that have
value fixed in money terms? That is either M1 or.M2

A rich tradition exists on the estimation of mor®mand in the United States than
in any other country. Going by economic literatuthe differences in the
specification of the variables in the money demdndction have produced
important differences in implications or result@bin (1956) and Baumol (1952)
as cited in Odularu and Okunrinboye (2008), sepbratconsidered the
transactionary demand for money as a problem irtatapeory and each obtained
a demand function for cash balances which dependsosts and yields. Both
Baumol and Tobin deduced from their models thatetlaee economies of scale in
holding transaction balances. An income or wedktieity less than unity would
confirm this implication.

However going by empirical literature, most econstsiseem to accept Friedman's
empirical result in preference to those of Bauni@52) and Tobin (1956) as cited
in Odularu and Okunrinboye (2008), though therarseto be some debate over
the specification of the variables in Friedman’'s neyp demand function.
Specifically, Friedman's use of per capita permarecome combines wealth,
interest rates, population, and lagged incomeargogle variable which combines
and masquerades their separate effects.

Tobin (1958) as cited in Odularu and Okunrinboy@0@) accorded the rates of
return on financial and non-financial assets anairtgnt role in his theory of asset
choice. Friedman's essay on the quantity theosssts a view of the quantity
theory as a theory of the demand for money. He bsesdl and equity yields as
direct arguments in the demand function. But hipieical findings suggest the

importance of per capita permanent income and drclaterest rates as direct
arguments of the function or assign them a rolesemfond order of importance.
Bronfenbrenner and Mayer (1960) as cited in Odukard Okunrinboye (2008),

estimated the separate effects of wealth and siteates along with income and
lagged money balances. Their results show thatesteate, income, and lagged
money balances are statistically significant by tisual tests, but the wealth
variable is non-significant.

In terms of econometric work, Courchene and Sha{dié®4) as cited in Odularu
and Okunrinboye (2008), identified certain dynamioblems with early literature
on the demand for money; difficulties with autoetetion arising from the

presence of the lagged money stock which possessaghificant role. Thus, the
distinction between the long-run and short-run destsaor money surfaced. Chow
(1966) as cited in Odularu and Okunrinboye (20@8yued that short-run money
demand adjusted slowly toward long-run equilibriuthjs stock-adjustment
specification has weathered significant storms esmains the centre piece of
many money demand studies. The stock-adjustmentifiggdion did not go
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unchallenged, however. Feige (1967) as cited inl@dwand Okunrinboye (2008),
demonstrated that a model of the long-run demandnfiney produces equations
similar to those emanating from the stock-adjustmaodel without requiring slow

adjustment of money demand when the determinantienfand are permanent,
rather than current, values. No distinction extstéween long-run and short-run
demands for money.

The long-run money demand depends on permaneng-(lor) values of the

determinants of money demand. To the extent thehgeent variables can be
modeled with distributed lags of measured valuesjnclusion of measured, rather
than permanent, variables into money demand minthes stock-adjustment

specification. Second, the stock-adjustment modeplies unusual dynamic
adjustment when the money stock is exogenous. H®ierrdinants of money

demand must overshoot their long-run (permaneniyegato clear the money
market on a period-by-period basis (Walters, 1966) (Starleaf, 1970) as cited in
Odularu and Okunrinboye (2008).

This demand for money specification has receive@wed attention in the 1990s
with econometric advances in the area of cointegra®A large body of literature

has emerged that investigates long-run propertfesh® conventional money

demand equation for various countries. Evidencé wagard to a long run money
demand relationship in the United States, partibulaith M1 during the postwar

period, is mixed. Miller (1991), Hafer and Jans&@91), Friedman and Kuttner
(1992), Stock and Watson (1993), and Norrbin anéfelRe(1995a) as cited in

Dutkowsky and Atesoglu (2001) find little supportr fcointegration for the

conventional static money demand equation with M1.

Several studies have been carried out on the deffioamdoney in Nigeria though
not all made explicit attempts at investigating #tebility of the money demand
function as regards financial innovation. Asogu avidrdi (1987) as cited in
Busari (2005) examine the monetary sector in gémnenancover some of the main
determinants of the money demand function. Ikhide Bajingbesi (1998) as cited
in Busari (2005) also examine whether deregulabbrinterest rate in Nigeria
under the Structural Adjustment Programme (SAP)S&6 has had any significant
impact on the demand for money in Nigeria. Studiles Essen et al. (1996) as
cited in Busari (2005) have dwelt extensively asues relating to money demand
in a liberalizing but heavily indebted economy gsiNigeria as case study. The
study observed that indebtedness could signal iteatpr economic agents, the
direction of government fiscal and monetary polelich in turn influences the
demand for money in the domestic economy. Audu §19% cited in Busari
(2005) represents one of the first post-regulagi@efforts to examine the stability
of money demand function. Using selected West Africountries, the study
observed mixed results but was quick to observetables money demand
relationship for Nigeria.
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The study by Nwaobi (2002) as cited in Busari (90B&s also made efforts to
examine the stability of the demand for money igé¥iia. Using a relatively simple
model that specifies a vector valued autoregrespieeess (VAR), the money
demand function was found to be stable and theoawstiggests that income is the
appropriate scale variable in the estimation of @eyodemand function in Nigeria.
In another study, Anoruo (2002) as cited in Buga@i05) explores the stability of
the M2 money demand function in Nigeria during tBeuctural Adjustment
Program (SAP) period. In the study it was obseryed the M2 money demand
function in Nigeria is stable for the study periédrther it was argued that M2 is a
viable monetary policy tool that could be used timslate economic activity in
Nigeria.

2.1. Theoretical Framework

The demand for money is often broken into two didtcategories: the transactions
demand and the speculative demand.

2.1.1 Transactions Demand for Money

The primary reason people hold money is because ékpect to use it to buy
something sometime soon. In other words, peopleaxp make transactions for
goods or services. How much money a person holtts girould probably depend
upon the value of the transactions that are amtiegh Thus, a person on vacation
might demand more money than on a typical day. Wieal people might also
demand more money because their average daily dxpess are higher than the
average person.

However, changes in GDP are very likely to affeahsactions demand such that
anytime GDP rises, there will be a demand for moreney to make the
transactions necessary to buy the extra GDP. If @&, then people demand less
money for transactions. The GDP here is nominal GDRis means GDP
measured in terms of the prices that currently gite(GDP at current prices where
real GDP corresponds to a quantity of goods andicgsr produced after
eliminating any price level changes that have aetlisince the price level base
year. To convert nominal to real GDP, simply dividaminal GDP by the current
price level, B, thus

Real GDP = Nominal GDP / P

If we use the variable Y to represent real GDP, adrange the equation we can
get,

Nominal GDP =P Y
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By rewriting in this way we can now indicated tisatice the transactions demand
for money rises with an increase in nominal GDRyilt also rise with either an
increase in the general price level or an incregaseal GDP.

Thus, if the amount of goods and services produtéde economy rises while the
prices of all products remain the same, then tGaP will rise and people will
demand more money to make the additional transection the other hand, if the
average prices of goods and services produceceir¢bnomy rises, then even if
the economy produces no additional products, peoplestill demand more
money to purchase the higher valued GDP, hencddh®end for money to make
transactions will rise.

2.1.2 Speculative Demand for Money

The second type of money demand arises by consgé¢hie opportunity cost of

holding money. Recall, that holding money is jusé @f many ways to hold value

or wealth. Alternative opportunities include holgliwealth in the form of savings

deposits, certificate of deposits, mutual fundsglst or even real estate. For many
of these alternative assets interest paymentst tgaat a positive rate of return,

may be obtained. Most assets considered money, asidoin and currency and
most checking account deposits do not pay anydstelf one does hold money in
the form of a NOW account (a checking account itkrest) the interest earned
on that deposit will almost surely be less thanaogsavings deposit at the same
institution.

Thus to hold money implies giving up the opportyrdf holding other assets that
pay interest such that the interest one gives upasopportunity cost of holding
money. Since holding money is costly, i.e., theream opportunity cost, people's
demand for money should be affected by changesindst. Since the interest rate
on each person's next best opportunity may difeeoss money holders, we can
use the average interest rate. Such that highestteate would undoubtedly lead
individuals and businesses to reduce the amourtash they held, preferring
instead to shift it into the high interest yieldirigne deposits. The same
relationship is quite likely to hold even for musialler changes in interest rates.
This implies that as interest rates rise (fall) tieenand for money will fall (rise)
The speculative demand for money, then, simplytesldo component of the
money demand related to interest rate effects.

Therefore, money demand will depend positively tom level of real GDP and the
price level due to the demand for transactions. &odemand will depend
negatively on average interest rates due to sp@eilaoncerns. We can depict
these relationships simply using the following fiioical representation.

MP=f(P,Y", i)
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Here M is the aggregate, economy-wide money demand, tReisurrent price
level, Y is real GDP, and ‘i’ is the average instreate. The "+" symbols above the
price level and GDP levels mean that there is dtipesrelationship between
changes in that variable and changes in money dénfam example, an increase
(decrease) in P would cause an increase (decrieat). A "-" symbol above the
interest rate indicates that changes in ‘i’ in direction will cause money demand
to change in the opposite direction.

For historical reasons, the money demand funcBariten transformed into a real
money demand function as follows. First, rewrite thnction on the right-hand
side to get,

MP=P'L(Y" i)

In this version, the price level, P, is broughtside: the function f and multiplied to
a new function labeled L, called the liquidity faion. Note that L is different from

f since it contains only Y and i as variables. 8irie is multiplied to L it will
maintain the positive relationship to°Mand thus is perfectly consistent with the
previous specification.

Finally, by moving the price level variable to tledt-hand-side we can write out
the general form of the real money demand funaign

MP =L (Y, i)

P

This states that real money demand/®) is positively related to changes in real
GDP (Y) and the average interest rate (i) accordinthe liquidity function. We
can also say that the liquidity function represenésreal demand for money in the
economy. That is, the liquidity function is equimat to real money demand.
Therefore, since any real variable represents tiehasing power of the variable
in terms of prices that prevailed in the base y#athe price index. Thus, real
money demand can be thought of as the purchasiwgrpof money demanded in
terms of base year prices.

An English economist John Maynard Keynes (1882-)94d6tinguished three

motives for holding money: the transaction motiteerGeet day-to-day needs); the
speculative motive (in anticipation of a fall inetlprice of assets); and the
precautionary motive (to meet unexpected futuréags}. The amount of money
held is determined by the interest rate and thelle¥ national income. Keynes

formulated his theory of demand in his well knowsok, “The General Theory of

Employment, Interest and Money” in 1936. Accorditoghim, the demand for

money arises out of its liquidity; liquidity refete the convertibility of an asset
into cash. He then identified three motives fordivady money.

41



ACTA UNIVERSITATIS DANUBIUS Vol 8, No. 1/2012

2.2 Keynes’s Motive for Holding Money
2.2.1 Transaction motive

This arises out of money’s medium of exchange aol@ arises out of the need for
bridging the gap between periodic receipts and geys Keynes recognized both
the income motive for households and business m®tior firms. Given the
society’s basic institutional and technical custoamsl practices which govern
income receipt and the flow of expenditures, tlamsactions demand depends on
personal income and business turnover. It thusesam direct proportion to
changes in money income. Symbolically it is writeeL, = k; (Y)

Where

L, : Transactions demand for money

K¢ The fraction of money income society desiresdlul las transaction balances.
Y: money income

2.2.2 Precautionary motive

This arises out of unforeseen circumstances oratapens regarding the uncertain
future by economic agents. Keynes posited thatdimlids sometimes keep money
for unexpected contingencies such as medical emeigs or events while firms

held balances above transactionary balances basedxgectations about the

economy e.g. a boom or depression. Keynes heldthieatevel of precautionary

balances varied with income and not interest rasmges.

Symbolically:Lp =kp (Y)
Where;
L, : Precautionary demand for money

K, : The fraction of money income society desires tddhas precautionary
balances.

Keynes usually lumped both motives together as these both affected by the
same institutional factors which he assumed givehfairly stable in the short run
adding to the fact that they were both interediiste.

Mathematically:L; = Li + Ly = K t(Y)+ ky (Y)=K(Y)
Where;

L, : Demand for active balances

2.2.3 Speculative motive

This falls under the idle balances held by econagints according to Keynes. He
posited that people hold or hoard money above theiive balances for the
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purpose of being able to earn some form of gainsg®culating on bond prices.
Since individuals knew that an inverse relationghifsts between bond prices and
interest rate, they held money for the opportubitypartake in such speculative
activities so as to earn some form of interest.odding to Keynes, there thus
existed an inverse relationship between speculdgéveand for money and interest
rates. Functionally, this is expressedlas: f (i)

Where;
L, : Speculative demand for moneyinterest rate

Keynes concluded by positing that the total denfananoney consists of demand
for active balanced () and that of idle balanceky(). Thus,L =L; + L,

L=k(Y) +f (i)

However, Keynes demand for money theory has be&nized for unnecessarily

bifurcating aggregate demand for money into tratisas and speculative demand.
The transactions demand for money depended on mdewel (but Keynes had

assumed a constant relation between money holdimgsncome). His speculative
demand was based on portfolio approach which cermidthe yields of assets viz-
a-viz their competition with money held in indivias’ portfolio. Again, he further

limited his analysis to two assets; money and bomtle combination of demand
motives with two different approaches is inconsis{®aul, 2004).

3. Methodology

In order to examine the impact of injection andhdiwal of money stock on the
growth of Nigeria's economy, there is need to dyean evaluating criterion. The
ordinary least square method of simple regressiodets will be used to analyze
the implication of the effectiveness of demand fiaoney on economic growth
performance. In line with this assertion the Ordinaeast Square (OLS) method
of estimation is used. In order to carry out areeffe statistical analysis of the
regression results, the following statistical toelere adopted; coefficient of
determination ), adjusted coefficient of determinatior?)(rstudent t — test,

analysis of variance (f-test).

3.1 Sources of Data & Explanation

The data used for this study was collected mairdynfthe secondary source. This
information is collected to assist in order to deato draw conclusions on the
study. The data collected is mainly from the CdnBank of Nigeria Golden
Jubilee Statistical Bulletin which is the annualtistical publication of the Central
Bank of Nigeria in 2008. The dependent variableduseGDP which represents
economic growth. It is obtained from the statidtlmalletin and it is divided by the
consumer price index to obtain the real GDP. Thiependent variables in the
43



ACTA UNIVERSITATIS DANUBIUS Vol 8, No. 1/2012

models are M which represents the demand for money in the ecgndre
money demand use in this paper is nominal M2 whiclmey supply or stock in an
economy. This is because when the economy is atitetum, M2 equals M
which is divided by consumer price index (CPI) tatain the real money demand
in the economy and a positive relationship is etguedetween the dependent
variable and the independent variable. And ‘i’ Wwhiepresents the interest rate in
the economy. Since interest rate has a negatileeimfe on money demand and

a positive relationship is expected betweehamd RGDP, therefore a negative
relationship is expected between interest rateRBDP.

3.2 Model Specification

The model specified below will be use to achiewedhjectives of the study and to
test the hypothesis of the study. As indicated abimat the transactions demand
for money rises with an increase in nominal GDRyilt also rise with either an
increase in the general price level or an incraaseeal GDP. Therefore, real
money demand can also influence the real GDP oé¢baomy. Thus:

Model 1;

RGDR = f (m") (1)
Where; RGDP= Real Gross Domestic Product
m? = Real Demand for Money

Since money demand depend positively on the lef/gkal GDP and the price

level due to the demand for transactions. Moneyatehalso depends negatively
on average interest rates due to speculative casic®n this note, interest rate will
also influence the impact of Money Demand on GD® ti&refore, equation (1)

can be rewritten as;

RGDR = f (m% i) (2)
Where; i = Interest Rate

In order to express the model to be estimatednigali form and also interpret the
outcomes or the parameters in terms of elastieijyation (2) is log transformed,
and it is written as follows:

LnRGDR = 0O +181In mdt +,BZ In i1+ &t (3)
A priori expectation

£>0,6>0

Where, 1 = standard error term
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Equation (3) is used to capture the objective efgglper using the OLS regression
method and one hypothesis is drawn to analysebjective.

3.3. Tables
Table 1. Showing Regression Result
Dependent Variable: LOG(RGDP)
Method: Least Squares
Sample: 1981 2008
Included observations: 28

Variable Coefficien  Std. Erro t-Statistic Prob.
LOG(m?) 0.77503- 0.10556: 7.341891 0.000(

LOG(I) 0.456974 0.139941 3.265479 0.0032

C 2.195417 1.140444 1.925054 0.0657
R-squared 0.699842 Mean dependent var 10.87316
Adjusted R-squared 0.675829 S.D. dependent var 0.419267
S.E. of regression 0.238714 F-statistic 29.7446
Sum squared res 1.42461. Prob(F-statistic 0.00000t

Log likelihooc 1.96598

Durbin-Watson stz 0.58363!

3.4. Interpretation of Result

Recall that equation (3) captured the objectivehidg paper. Thus, based on the
result in the table above, equation (3) can bee&vrias

INRGDR = 2.195417 + 0.775034 In%m 0.456974 In;i
Also;
S.E.= [1.140444] [0.105563] [221]
tsa=  [1.925054] [7.341896] [3.265479]
The figures in the above parentheses are standantamd t-statistics respectively.
R*> =0.699842
Adjusted B = 0.675829
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Durbin Watson = 0.583630
F-statistics = 29.14467

The objective of the model specification preserabdve is simply to ascertain
how efficiency of demand for money has impacted @onomic growth
performance of the economy. The regression resuniihsarized above has proved
that the a priori economic expectation has bedy #dtisfied since it tallies with
the a priori expectation which expects a positefationship between RGDP and
m‘ also a negative relationship between RGDP antbimRablel above, the result
shows that a positive relationship exists betweand RGDP which is significant
at t* = 7.3 and P 0.05, also, F* = 29.1 and > 0.05 level of significance. The
value of the paramet@; which is 0.775034 shows that a 1 % unit changeah
demand for money would induce 78 % unit changéhentbtal RGDP at 5% and
1% level of significance. This signifies a positivgationship between the two
variables has explained above. Also, the negatihevof the parameté which

is —0.456974, shows that a 1 % unit change in ésterate would induce —45 %
unit change in the total RGDP at 5% and 1% levaigiificance which signifies a
negative relationship.

From the table above, the value of the adjustedficmmt of determination
(adjusted B is 0.675829. This means that at least 68% of \iagipens to the
dependent variable is accounted for by the indepeineariable when the degree of
freedom is taken into consideration. Also, the carigm between the tabulated t-
value of 1.708 and the computfd and p, t-statistic value of 7.34 and 3.27
respectively, shows that the independent variab&gnificant at 5% and 1% level
of significance. And, from the F-table the value Rfys = 4.24 and from the
regression table the value of F* = 29.14467 i.e> IF50s. Therefore, we reject the
null hypothesis and do not reject the alternatitéctv states otherwise.

4. Conclusion and Recommendation

This paper has examined the implication of efficiemf demand for money on

economic growth performance, using Nigeria as & sasdy. One hypothesis was
postulated and analysis was carried out in lindwhie hypothesis using multiple
regression analysis. It was used to specify tregicgiship that exists between real
demand for money, interest rate and real GDP.

From the analysis above, the paper observed thatymbemand has a major effect
on the aggregate demand which accounts for the @DEhe economy. This
implies that by ensuring efficiency in demand foorray will stimulate aggregate
demand which will positively influence the real GDEfficiency in demand for
money occur at equilibrium where money demand equahey supply, which
implies that aggregate demand and aggregate oatpudlso at equilibrium such
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that what is demanded is produced. Invariably tihiplies that equilibrium
efficiency of money demand will be achieved andoadd¢e and sustained growth
that will ensure that inflation is at minimum wile achieved in the economy.

Therefore, the Central Bank of Nigeria should puiplace monetary policy that

would ensure that the volume of money in circulatitmes not exceed the demand
for money. This will bring about efficiency in tlkemand for and supply of money
and which will result into equilibrium in aggregalemand and aggregate output
with the multiplier effect of sustainable econonmowth on the economy as a
whole.

5. References

Baumol WJ (1952). The Transactions Demand for CAshinventory Theoretic Approachi. Econ.
66(4).

Bronfenbrenner M, Mayer T (1960). Liquidity Funct®in the American Economiconometrica

Busari TD (2005) On the Stability of Money DemanahEtion in Nigeria. Financial and Economic
Review, CBN.

Central Bank of Nigeria (2008%0lden Jubilee Annual Statistical Bulletidbuja, Nigeria.

Chow GC (1966) On the Long-Run and Short-Run Denfandloney.J. Political Econ 74(2): 111-
131.

Courchene TJ, Shapiro HT (1964). Money Supply amhéy Demand: An Econometric Analysis for
Canadald. Pol. Econ42 (498-503).

Dutkowsky DH, Atesoglu HS (2001). The Demand for rdg: A Structural Econometric
Investigation South. Econ. B8(1).

Feige EL (1967). Expectations and Adjustments @Ntonetary Sector.Papers and Proceedings of
the Seventy-ninth Annual Meeting of the AmericaonBmic Association. Amer. Econ. R&V(2):
462-473.

Friedman M (1959). The Demand for Money: Some Técal and Empirical Results. Pol. Econ.
67(4).

Garcia GG, Simon JP (1979). Some Clues in the Gasiee Missing MoneyAmerican Economic
Review, Papers and Proceedings 69.

Goldfeld, Stephen M, James Duesenberry, WilliamI®¢073). The Demand for Money Revisited.
Brookings Papers on Economic Activityp73(3): 577-646.

Goldfeld, Stephen M. (1976). The Case of the Migdihoney. Brookings Papers on Economic
Activity 3.

Gujarati DN (1995)Basic econometricdMicGraw Hill international editions economic sejie

Gurley J.G., Edward S.S. (1960)joney in a Theory of Financ&Vashington, D.C. The Brookings
Institution.

Hafer RW, Hein SE (1984). Financial Innovations dhd Interest Elasticity of Money Demand:
Some Historical Evidence: Note. J. Mon&ygedit Bank 16(2).

47



ACTA UNIVERSITATIS DANUBIUS Vol 8, No. 1/2012

Judd JP, Scadding JL (1982). The Search for a&stdbhey Demand Function: A Survey the Post-
1973 Literatured. Econ. Liter 20(3).

Miller RL, Pulsinelli RW (1986)MacroeconomicsNew York. Harper & Row, Publishers, Inc.

Odularu OG, Okunrinboye OA. (2009). Modeling thepant of financial innovation on the demand
for money in NigeriaAfrican Journal of Business Managemafdl. 3 (2), pp. 039-051, February,
2009.

Simpson TD, Richard DP (1980). Some Issues Invgivine Definition and Interpretation of
Monetary Aggregates. In Controlling the Monetaryghegates lll.Proceedings of a Conference
Sponsored by the Federal Reserve Bank of Boston.

Starleaf, Dennis R (1970). The Specification of pmemand and Supply Models Which Involve
the Use of Distributed Lag$.Finan.25(4): 743-740.

Tobin J. (1958). Liquidity Preference as Behavimvards Risk.The Review of Economic Studies.
25(2).

Tobin J (1956). The Interest-Elasticity of Transmts Demand for Casfhe Review of Economics
and Statistics38(3).

48



