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Abstract: This paper empirical study the effectiveness of monetary and fiscal policy instruments in stabilizing Nigerian
economy from 1981 - 2015. The data were sourced from Central Bank of Nigeria, National Bureau of Statistics and World
Development Index (WDI). The data was tested for stationarity using Augmented Dickey Fuller (ADF test while the co-
integration was conducted using Johansen’s methodology. Error Correction Model (ECM) was employed for the empirical
analysis. The results show that, there is long run equilibrium relationship between monetary and fiscal policy instruments and
economic growth in Nigeria. ECM has the expected negative sign and is between the accepted region of less than unity. This
was confirmed by the positive relationship between money supply, government expenditure and revenue while interest rate and
budget deficit have negative relationship with economic growth. Therefore, it recommended that there should be effective use
of money supply and government expenditure as key instruments of monetary and fiscal policy in Nigeria in order to improve
the economy. Also, government annual budget implementation and execution of projects should be monitored to ensure that the
objectives of the budget is achieved, which include price stability, economic growth, increase employment, income distribution
among others. This can be done by eliminating corruption, leakages of resources and inappropriate use of resources. Interest
rate should the reduced to one-digit to encourage borrowing, increase investment and output. These will bring the economy to
a steady state.
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fiscal policy is mainly concerned with the public
expenditures and revenues, monetary policy deals with the
discretionary control of money supply. Namely, through
fiscal policy instruments and measures, modern governments
participate in almost every part of social and economic life
by influencing aggregate demand and supply, attempting to
create the full employment conditions and moderate inflation,
leading the policy of stable foreign trade balance and
supporting steady economic development. Additionally,
prudent and sustainable fiscal posture promotes ‘“non-
inflationary economic growth, low and stable levels of fiscal
deficit and public debt, reduction of budget imbalances in
situations of high fiscal deficit and public debt” [12].

On the other hand, monetary policy is mostly focused on
accomplishing stability of prices thus avoiding high inflation
rates, stable and stimulating exchange rate resulting in
positive balance of payment and satisfactory level of

1. Introduction

The macroeconomic policy plays crucial role in providing
sustainable and credible economic stability in a country, thus
creating the environment for the fast economic growth. This
task is primarily achieved through monetary and fiscal
policies as its fundamental components. But, the necessary
precondition for the successful functioning of an economy is
the existence of coordinated activities of monetary and fiscal
policies, since the absence of this coordination leads to a
poor overall economic performance. Although these policies
are conducted by two separate authorities, they are mutually
dependent, and therefore, it is extremely important to
accomplish a consistent and sustainable policy-mix
framework, within which monetary and fiscal policies will be
harmonized, to avoid possible inconsistencies [22]. While
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employment. Besides, it influences the output level and
economic growth rate and moderates excessive aggregate
liquidity in the economy [28]. Since the late 1970s, fiscal
policy has become a major instrument in Nigeria. The
reasons for these are not inconsiderable. First is the domestic
role of the public sector in major (formal) economic activities
in Nigeria. This can be traced to several factors. Among them
are oil boom in early 1970s, the need for reconstruction after
the civil war, the industrialization strategy adopted at the
time (import substitution industrialization policy) and the
militarization of governance. The second reason for the
increasing dominance of fiscal policy in the management of
the economy is the fall in the international price of oil in the
late 1980s. Furthermore, the persistent fiscal deficit since the
early 1970s and role of underwriting CBN treasury securities
to commercial agents as also influenced the dominance of
fiscal actions. Government subsequently opted for discount
houses which specialized agency focusing mainly on this
function.

Today, money supply and government expenditure are
both commonly accorded prominent roles in the pursuit of
macroeconomic stabilization in developing countries but the
relative importance of both has been a serious debate
between the Keynesians and the monetarists. The monetarists
believe that money supply exerts greater impact on economic
activities while the Keynesians believe that government
expenditure rather than the money supply exert greater
influence on economic activities. Giving the fact that both
money supply and government expenditure have great impact
on economic growth, it is not surprising that they are
entwined [3]. Fiscal and monetary policies are inextricably
linked in macroeconomic management, development in one
sector directly affect developments in other. Undoubtedly,
fiscal policy is central to the health of any economy, as
government’s power to tax and to spend affects the
disposable income of citizens and corporations, as well as the
general business climate. In this regard, the interrelationship
between public spending and private sector performance is of
paramount importance. On one hand, government
expenditure can provide an impulse for private sector growth,
while on the other hand, it can be harmful if it results in
budgets deficits and leads to competition for scarce financial
resources from the banking sector as the government seeks to
finance the deficits. In such circumstances, the crowding out
of the private sector by the government sector outweighs any
short term benefits of an expansionary fiscal policy. The key
to all these, therefore, lie in striking a good balance in the
fiscal management. Having enough expenditure outlays to
meet the needs of government and support growth but not so
much as to deny the private sector the resources it need to
invest and develop [20].

The problem is that poor management of money supply
and government expenditure will lead to increase in general
price level, high unemployment rate, balance of payment
deficit, unequal distribution of income, poverty etc.

The research questions emanating from the study are:

1) Do monetary policy instruments improve economy

activities in Nigeria?

2) Do fiscal policy instruments positive impact on the

level of output in Nigeria?

3) Which of the monetary or fiscal policies instruments in

more effective in stabilizing Nigerian economy?

This study is structured into five sections. Section one is
the introduction discussed above. Section two is Empirical
review while section three is the methodology. Section four
and five are empirical analysis, conclusion and policy
recommendations respectively.

2. Empirical Review

Several studies have examined the effectiveness that fiscal
policy and monetary policy. The argument about fiscal policy
can be dated back to Keynesian times, which predicts that
expansionary fiscal policy (increasing government
expenditure or decreasing tax) will increase disposable
income, and raise the private consumption. However,
investment will be partially crowded out because the increase
of interest rate. Most of empirical studies support this idea.
[8, 24, 15] confirm the positive effect of government
expenditure and revenue on consumption and output.

The study which was carried out in United State using
quarterly data and tested three null hypotheses on the effect
of fiscal policy relative to monetary policy on economic
growth (proxy by government expenditure, money supply
and gross domestic product is greater, more predictive and
faster). The result of the test is consistent with the alternative
hypothesis, the effect of money supplies relative to
government expenditure more predictable and faster on
growth. The study recommends monetary policy for the
purpose of economic stabilization [4]. A cross-selected time
series study based on data from seven developed countries
outside USA found that money supply exerts more influence
on GDP than changes in government expenditure [21]. The
result supported the study by Anderson and Jordan study. A
study carried out in three Scandinavia countries namely,
Denmark, Finland and Norway to determine the relative
effectiveness of money supply and government expenditure,
it was observed that government expenditure dominates
economic activities in all the three countries studied even
after transforming the results to beta and elasticity
coefficients [29]. The results therefore contradicted the
earlier conclusions by Anderson and Jordan collaborated by
that of Keran. The original data of (1933-1968) was extended
by [16] used in the study of [4] to 1976, his empirical
research found that government expenditure becomes
significant. Though, [10] was of the opinion that Friedman
was suffering from the problem of heteroscedastcity and
suggested that the regression should be estimated in
percentage first difference form.

A research in 15 African countries including Nigeria done
by [30] which used three variables: GDP, money supply (M;)
and total government expenditure (G). Time series data
spanning 17 years were obtained from them; first and second
differences were calculated and applied to obtained
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regression estimates like in the early studies, beta coefficients
of the monetary and fiscal instruments were computed for
direct comparison of the impact coefficients. The result
indicated non-existence of serial correlation in the data.
Moreover, chow test confirms the structural stability of the
model. On the basics of findings, Ubogu recommends the
need for policy tool for purpose of selecting the correct
stabilization instruments.

A study titled the role of fiscal and monetary policies in a
depressed economy, a case study of Nigeria extricated a
slightly modified form of St. Louis equation. Data from
1986-1991 was employed, the analysis of their results
showed that fiscal policy exerts more influence on the
economy than monetary policy. The result, therefore,
suggests that fiscal policy have been more effective in
Nigeria at least in the point of depression. They are however,
of the opinion that government expenditure will be an
appropriate measure of fiscal policy [27]. A modified version
of the St. Louis equation was adopted by [6] as in [7] and
provide estimates based on first differences and percentages
changes of the data. The results also include the respective t—
ratios, beta elasticity coefficient to facilitate direct
comparisons. The result of the estimate showed that
coefficients of money supply were statistically significant
while those of government expenditure were not significant.
This agrees with the hypothesis that monetary actions are
more potent than fiscal policy. However, coefficient of export
is not significant and this confirms earlier results by [30]
such that exclusion of export variable in the earlier studies in
Nigeria and that emphasis on fiscal action of the government
has led to greater distortion in the economy. However, the
study recommends that both policies should be
complementary.

A study on the relative effectiveness of monetary and fiscal
policy on economic activity in Nigeria was determined
through co-integration and error correction modeling
techniques. The time series properties of the variables were
investigated by conducting a unit root test using annual series
data for the period 1970-1998. The result of our analysis
shows that monetary rather than fiscal policy exerts a great
impact on economic activity in Nigeria. The emphasis on
fiscal action of the government has led to greater distortion in
the Nigerian economy. We are, however, of the opinion that
both monetary and fiscal policies should be complementary
[31].

An empirically work examined the relative effectiveness of
fiscal and monetary policy on economic growth in Nigeria.
Annual time series data from 1970 — 2007 is employed. Error
correction mechanism and co-integration technique have
been used in the study. Gross domestic product, broad
money, government expenditure and degree of openness have
been used in the study. Results indicate that the effect of
monetary policy on economic growth in Nigeria is much
stronger than fiscal policy. They recommended that policy
makers should emphasize on monetary policy for the purpose
of economic stabilization in Nigeria [1]. An investigation on
the comparative effect of fiscal and monetary policy on

economic growth in Pakistan using annual time series data
from 1981 to 2009 using co-integration test, confirms
positive long run relationship between monetary and fiscal
policy with economic growth. However, monetary policy is
found to be more effective than fiscal policy in enhancing the
economic growth of Pakistan. They suggested that policy
makers should focus more on monetary policy than fiscal
policy to ensure economic growth however; the short run
relationship should also have been checked [19].

An Econometric investigation on the relative effectiveness
of monetary and fiscal policies conducted by [18] focused on
the relative effectiveness of broad money supply and
government fiscal deficits with respect to their influences on
economic activity represented by the gross domestic product
(GDP). Two equations were estimated on the relative
effectiveness of monetary vis-a-vis fiscal policy. The model
was an adaptation and subsequent modification of the St.
Louis model of the Federal Reserve Bank of USA by [4].
They used error correction mechanism with annual time
series data for the period 1970 through 2001. The results of
the study confirmed [9] result that the contemporaneous
contribution of broad money supply (MS,) to the inflationary
cycle in Nigeria is weak, but it one year lagged value is
strong, positive and significant. The effects of Money Supply
factors on inflation in Nigeria appear dominant, while the
role of fiscal deficit is pervasive. The study also confirmed
that the role of fiscal policy (especially fiscal deficits)
although positive, is negligible and in some instances
statistically insignificant in influencing cyclical inflation rate
in Nigeria within the period under review. Output model
confirms that money matters in Nigeria and that the
appropriate monetary target is the Broad Money Supply. It
concludes that the effect of monetary policy on output growth
has an edge over fiscal policy variable as a measure of output
stabilization while fiscal policy efforts of the Federal
Government of Nigeria are not positive in stimulating output
growth.

The study of [5], however, suggested that monetary
influence is relatively stronger and more predictable than
fiscal policy in determining economic activity in Zimbabwe.
Nevertheless, [24] found no significant role for monetary
policy but have support for fiscal policy. Contrary to this
finding, [13] revealed that monetary policy in a developing
country plays an important role in increasing the growth rate
of the economy by controlling inflation and maintaining
equilibrium in the balance of payments.

A research conducted by [11] examined the impact of
monetary and fiscal Policies on Nigerian economic growth:
1990-2010. VAR model and graph were some of the
econometrics techniques used for data estimation. Phillip-
perron test statistic revealed that the time series properties of
the variables attained stationarity at first order. The variables
were co integrated at most 1 with at least 2 co-integrating
equations. The variable used are: minimum rediscount rate,
interest rate, liquidity rate, cooperate income tax, federal
budget and gross domestic product. From their results,
federal budget is not statistically significant to gross domestic
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product. However, interest rate and liquidity rate impacted
negatively on the GDP but minimum rediscount rate
cooperate income tax and federal budget affect the GDP
positively. The reaction of monetary and fiscal policies
measure on the level of economic growth in Nigeria was
found to be unstable over the years of study which indicated
no long run relationship. However, the study further revealed
that fiscal policy measures are more effective in gearing
economic growth in Nigeria. The study recommended that
there should be effective strategic policies that enhance better
fiscal policy implementation in Nigeria that will in the long
run contribute to the national economic growth and also more
robust and viable monetary policy measures should be made
to achieve sound economic growth.

The research of [20] on the analysis of Nigeria democracy
and its impact on fiscal and monetary policies adopted
descriptive statistics, regression and correlation analysis on
fiscal and monetary variables (i.e., inflation, interest rate,
narrow money, broad money, government recurrent and
capital expenditure). The results revealed that there has been
fluctuation in the trend of policy variables in Nigeria (i.e.,
inflation rate, interest rate, narrow money, broad money,
government re-current and capital expenditure) considered
with reference to the stable democracy in Nigeria (1999-
2008). The results also show that 96.3% of the variation
(model 1) has been explained by the explanatory variables,
98.1% of the variation in dependent variable (model 2) has
been explained by the explanatory variable, 99.4% of the
total variation in dependent variable has been explained by
the explanatory variables (model 3) and 85.7% of the
variation in dependent variable (model 4) has been explained
by the explanatory variables. The results further showed that
broad money and re-current expenditure have positive
relationship with RGDP. The correlation results further
showed that narrow money, broad money and government
recurrent expenditure are significant at 1% probability level
while government capital expenditure is significant at 5%
probability level with inflation and interest rate having no
significant relationship and negatively related with RGDP.
The study concluded that narrow money, broad money,
government recurrent expenditure and capital expenditure are
significant variables that affect economic growth in Nigeria.

The empirical link on the effect of fiscal and monetary
policy on the Economic Growth of Nigeria (1986-2010)
conducted by [26]. The study employed the ordinary least
squares method of statistical analysis. Two models were
used. Model I is the fiscal model while model II is the
monetary model. It was found out that government revenue
had a positive impact and statistical significant on gross
domestic product. Government expenditure was also
positively significant on the growth of Nigeria Economy. The
second model depicts that money supply had a positive
impact on gross domestic product and it discovered that this
variable was statistically significant. Exchange rate variable
had a positive impact on the performance of Nigeria
economy. The finding revealed that inflation had a positive
impact but there was no significant relationship between

inflation and gross domestic product. It therefore suggests
that government should increase the number of fiscal policy
instruments over and above the ones currently in use. The
study recommended that measures should be adopted that
would ensure income generation and government revenue
generating ventures.

An empirical study by [17] on the relative importance of
monetary and fiscal policy on economic growth in Ghana and
to determine which of these two policies is more powerful in
promoting economic growth in Ghana. The study used time
series data from 1980 to 2012 and Ordinary Least Squares
estimation technique. They used three multiple regressions
and showed that monetary policy impacts is potent in
Ghanaian economy. Also, the study found that fiscal policy is
also effective in Ghanaian economy. Comparing the impact
of both policies on Ghana’s economy, the study revealed that
monetary policy is more effective in promoting economic
growth in Ghana than fiscal policy. The study recommends
that monetary policies implemented by the Bank of Ghana
should promote favourable investment atmosphere through
appropriate stabilization of interest rates, lending rates,
inflationary rates, and exchange rates to promote and ensure
economic  growth, economic  stability, = economic
sustainability and economic development in Ghana.

In his study, [14] examined the relative effectiveness of
fiscal and monetary policy instruments on economic growth
sustainability in Nigeria. The methodology employed is error
correction mechanism whereby the time series properties of
fiscal and monetary variables were first examined using
Augmented Dickey-Fuller and Philip Perron unit root tests,
followed by Johansen co-integration test among the series
using annual data for the period 1970-2013. The result
suggests that there is a long run relationship among fiscal and
monetary variables and economic growth. It however, found
that the current level of exchange rate and its immediate past
level, domestic interest rate, current level of government
revenue and current level of money supply are the
appropriate policy instrument mix in promoting economic
growth both in the short and long run. The paper concluded
that fiscal and monetary are still complementary.

The work carried out by [2] on the relative impact of
money supply and government expenditure on economic
growth in Nigeria. The beta Coefficients techniques and Two
Stage Least Square were employed to analyse the data. Using
three different models, monetary model, fiscal model and
monetary and fiscal model; the empirical result showed that
broad money supply is more effective among the two
monetary policy instruments (broad money supply and
interest rate). While the fiscal model, government
expenditure is more potent than any of the other two fiscal
policy instruments (tax revenue and budget deficit). On the
third model (monetary and fiscal), the result showed that
government expenditure is relatively more effective
compared with money supply on economic activities. They
found out that the impact government expenditure as a fiscal
policy instrument is greater, more reliable (predictable) and
faster in stabilizing the Nigerian economy than money supply
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as a monetary policy instrument. They therefore advised that
both policy instruments can be mixed to bring about
economic growth and stability for Nigeria.

3. Methodology

3.1. Theoretical Framework

From the empirical reviews, it had been noted that there is
some consensus that money supply and government
expenditure are two key instruments of monetary and fiscal
policy. However, there is a considerable amount of agreement
about the relative impact of these actions. It was also noted
that basic macro-static and dynamic analysis of the relative
effectiveness of these instruments, based on the Hicksian IS-
LM framework reveal that change in the government
expenditure, representing fiscal policy, is completely
effective in Keynesian or liquidity trap region, where the
demand for money is perfectly interest elastic, some that
effective is the neo-Keynesian region (i.e. positive slope LM
curve) where the demand for money exhibit an interest
elasticity (which is positive and finite) and completely
ineffective in the classical region in which LM curve is
vertical and the demand for money is perfectly interest
inelastic. The effectiveness of money supply is the reverse of
that of government expenditure in the liquidity trap that is;
money supply is completely ineffective in the liquidity trap
but fully effective in the classical or vertical LM region, and
how effective in the intermediate neo-Keynesian region. This
region, which is that situation of most economics, calls for
monetary-fiscal mix [6].

3.2. Model Specification

On the basis of empirical studies, the study will use Error
Correction Model (ECM) adapted from the work of [3] on
the relative effectiveness of fiscal and monetary policy in
macroeconomic management in Nigeria. The structural
model is stated thus:

GDP = f(MS, INT, EXP, REV, DEF) (1)

Where Gross Domestic Product (GDP), endogenous
variable and, broad Money Supply (MS), Interest Rate (INT),
Government Expenditure (GEX), Revenue (REV) and
Budget Deficit (BDF) as exogenous variables. The study
investigates the relative effectiveness of monetary and fiscal
policy instruments in stabilizing Nigerian economy covering
the period between 1970 to 2015. The linear and multiple
regression is expressed thus:

GDP, = B+ BiMS + B,INT + B;EXP + B,REV + sDEF +p,  (2)

The apriori expected posed that all the independent
variables would produce a positive relationship with the
dependent variable except interest rate. Therefore, B; B3 fs &
Bs> 0 while $,<0.

In order to avoid spurious results, as observed in many
past studies, unit root tests were first carried out on each

series in equations (2) using both the Augmented Dickey-
Fuller (ADF) test. Co-integration tests were also examined
through Johansen co-integration techniques and these were
followed by the estimation of equations (2) using Error
Correction Modelling (ECM) techniques.

4. Empirical Analysis

The result presented in this section are based on all test stated
in chapter three. All results to be analysed in this chapter are
computed using Microfit 5.0 and Eviews 9.0 statistical software
packages. The Augmented Dickey-Fuller test will be used to test
for unit root. All the variables were regressed on trend and
intercept to determine if they have trend, it was discovered that
the six variables have trend and intercept, hence the unit root test
involve trend and intercept. The result is presented:

4.1. Stationarity Result

Table 1. Unit Root Stationarity Result.

ADF
Statistics

Stationary

Variable Status

Critical Value

-4.26274(1%)
-3.55297(5%) (1)
-3.20964(10%)
-4.26274(1%)

-3.55297 (5%) (1)
-3.20964(10%)
-4.26274(1%)

-3.55297 (5%) (1)
-3.20964(10%)
-4.26274(1%)

-3.55297 (5%) 1(0)
-3.20964(10%)

-4.5743 (1%)

-3.6920 (5%) (1)
-3.2856 (10%)

-3.5743 (1%)

2.6920 (5%) (1)
-1.2856 (10%)

GDP

-7.460302

MS -8.382534

INT -6.009893

GEX

-4.611492

REV

-5.860210

BDF -3.860210

Source: Author’s Computation

The critical values for rejection of hypothesis of unit root
were from [23] as reported in e-views 9.0.

The six variables (GDP, MS, INT, GEX, REV and BDF)
underwent unit root test using the Augmented Dickey-Fuller
(ADF) test. As is the case most times, all three variables were
found to be non-stationary at levels except GEX which was
stationary at levels. The remaining five variables (GDP, MS,
INT, REV and BDF) were found to be stationary after first
difference.

4.2. Co-Integration

Table 2. Johansen Cointegration Test.

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue  Statistic Critical Value ~ Prob.**
None * 0.963619 305.0857 159.5297 0.0000
At most 1 * 0.938099 212.3017 125.6154 0.0000
At most 2 * 0.789378 134.3995 95.75366 0.0000
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Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

At most 3 * 0.667567 90.78417 69.81889 0.0005
At most 4 * 0.582308 59.94733 47.85613 0.0025
At most 5 * 0.488658 35.50303 29.79707 0.0099

Trace test indicates 7 cointegrating equations(s) at the 0.05 level

* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

Source: Author’s own computation using E-Views Software, Version 9.0

The table 2 above shows the long run relationship existing
among the variables of study. The table shows the variables
converge in the long run thereby depicting the existence of
long run relationship among them. The long run relationship
exists at 5% level of significance according to the Trace test
statistics and the Eigenvalue. This implies there exists five
(5) co-integrating relationship among the variables. Therefore
there is long run relationship among the variables.

Table 3. Error Correction Mechanism.

Dependent Variable: AGDP,

Independent Variables Coefficient Standard Error t-Statistic Pr Value
Constant Intercept -62462.42 17761.16 -3.516798 0.0126
AMS, 11824.59 945.7305 12.50313 0.0000
AGEX, 0.002521 0.001290 1.954225 0.0319
AINT, -1022.967 837.2071 -1.221881 0.0651
AREV, 1.024911 0.012171 3.104332 0.0011
ABDF, 12.41934 5.923431 2.432753 0.0014
ECM (pe1) -0.111929 0.035809 -3.125736 0.0000
R’ 0.566073 F Statistic 43.46217 (00000)
Adjusted R? 0.512817 D-W Statistic 2.161688

Source: Author’s Computation

Since the variables were found to be co-integrated
implying that they have long run equilibrium relationship, it
is necessary to test for short run relationship. From table 3,
the ECM parameter is negative (-) and significant which is -
0.111929, this shows that 11 per cent disequilibrium in the
previous period is being corrected to restore equilibrium in

4.3. Regression Result

the current period. It has been established the variables are
co-integrated and also have short run relationship established
from the ECM. Hence, the OLS technique will be used to
derive the long-run impact of the independent variables (MS,
INT, GEX, REV and BDF) on the dependent variables
(GDP).

Table 4. General Regression Result.

Dependent Variable: GDP

Independent Variables Coefficient Standard Error t-Statistic P-Value
Constant Intercept -62462.42 17761.16 -3.516798 0.00192
MS 0.005521 0.001290 4.954225 0.00017
GEX 11.82459 0.9457305 12.50313 0.00000
INT -102.2967 83.72071 -1.221881 0.06541
REV 0.004335 0.001939 4.930492 0.00019
BDF -8.499385 1.983839 5.193482 0.00011
R? 0.866097 F-Statistic 24.4617 0.00000
Adjusted R? 0.862817 D-W Statistic 2.161688

Source: Author’s Computation

4.4. Interpretation of Results

From the result in table 4, it is therefore, inferred that a
unit increase in money supply (MS) on the average holding
other independent variables constant will lead to 0.005521
unit increase in economic growth. This shows that money
supply has a positive impact on economic growth with the
impact being statistically significant going by the low
probability value. This result fulfils apriori expectation and is
consistent with other results on monetary policy and
economic growth in Nigeria. In the same vein, suggest that a
unit increase in government expenditure (GEX) on the
average holding other independent variables constant will
lead to 11.82459 unit increases in economic growth. This
shows that government expenditure has a positive impact on

economic growth with the impact being statistically
significant going by the low probability value. This result
fulfils apriori expectation and is consistent with other results
on monetary policy and economic growth in Nigeria. Also, a
unit increase in interest rate on the average holding other
independent variables constant will lead to 102.2967 unit
decrease in economic growth. This shows that interest rate
(INT) has a negative impact on economic growth with the
impact being statistically insignificant going by the high
probability value. This result conforms to apriori expectation.
A unit increase in revenue (REV) on the average holding
other independent variables constant will lead to 0.004335
unit increase in economic growth. This shows that revenue
has a positive impact on economic growth with the impact
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being statistically significant going by the low probability
value. This result conforms to apriori expectation.

Finally, a unit increase in budget deficit (BDF) on the
average holding other independent variables constant will
lead to 8.499385 unit decreases in economic growth. This
shows that budget deficit has a negative impact on economic
growth with the impact being statistically significant going
by the low probability value. This result negates the apriori
expectation of BDF. The R-Squared shows that the model is a
good fit with 0.866097 (86%) change in economic growth
accounted for by change in the independent variables. This
implies that 86 percent of the change in economic growth
was explained by changes in the independent variables. The
Adjusted R*is given as 0.862817 (86 percent). This means

20

that precisely 86 percent of the variations in the growth rate
Gross Domestic Product of Nigeria are accounted for by the
included variables, after the co-efficient of determination
(R?) has been adjusted to make it insensitive to the number of
included variables. In addition, the F-statistic supports this
position with its result showing that the model is significant
and well specified. From the critical F value 24.4697 was
obtained. This probability value is less than 0.05 (5% level of
significance), leading us to reject the null hypothesis of
insignificant model implying that the independent variables
are significant explanatory factors of the economic growth in
the long run.
Cumulative Sum Test for Model Stability

15 -

10 4 R

15 |

T rrrrrrrrrrrrrrrrrTrrr1rr1rrT1rT1T 1T T T T T T T T T T T
84 86 88 90 92 94 96 98 00 02 04 06 08 10 12

—— CUSUM

5% Significance

Figure 1. CUSUM TEST.

Figure 1 above shows the cumulative sum which is used to
test for model stability in least square estimates. The
CUSUM falls within the critical region of five percent level
of significant over the period investigated. This shows that
the parameters are stable over the sample period studied
(1980 — 2015). The test indicates that the parameter estimates
are reliable and can be used for inference.

5. Conclusion and Policy
Recommendations

The evidences from analyses from this study revealed that,
there exist a short-run and long-run relationship between
monetary and fiscal policy instruments and economic growth
in Nigeria. This was confirmed by the positive relationship
between money supply, government expenditure and revenue
while interest rate and deficit finance have negative
relationship with economic growth. The negative relationship
between interest rate and economic growth can be attributed
to the continuous increase in interest rate which indeed has

discouraged borrowing, reduce investment, reduce output and
increase unemployment rate. The persistence increase in
deficit finance by the federal government of Nigeria has little
or no impact in the lives of the citizens. This confirms the
corrupt nature of those in government where funds allocated
for capital projects are diverted to private pockets and the
funds also get into the economy without an increase in
output, hence an increase in the general prices level. It can be
noted that money supply and government expenditure as key
instruments of monetary and fiscal policy impact positively
on economic growth. It is recommended among others that
the effective use of money supply and government
expenditure as key instruments of monetary and fiscal policy
in Nigeria to improve economy. The government annual
budget implementation and execution of projects should be
monitored to ensure that the objectives of the budget is
achieved, which include price stability, economic growth,
increase employment, income distribution among others.
This can be done by eliminating corruption, leakages of
resources and inappropriate use of resources. Interest rate
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should the reduced to one-digit to encourage borrowing,
increase investment and output.
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