
M O N EY AND E C O N O M IC  G R O W TH  
IN N IG E R IA

Thesis submitted for the degree of 
Doctor of Philosophy 

at the University of Leicester

by

Debapriya Ghosh M.A. (Calcutta and Essex) 

Department of Economics 

Coventry Poiytechnic

January 1990



UMI Number: U022101

All rights reserved

INFORMATION TO ALL USERS  
The quality of this reproduction is dependent upon the quality of the copy submitted.

In the unlikely event that the author did not send a complete manuscript 
and there are missing pages, these will be noted. Also, if material had to be removed,

a note will indicate the deletion.

Disscrrlation Publishing

UMI U022101
Published by ProQuest LLC 2015. Copyright in the Dissertation held by the Author.

Microform Edition ©  ProQuest LLC.
All rights reserved. This work is protected against 

unauthorized copying under Title 17, United States Code.

ProQuest LLC 
789 East Eisenhower Parkway 

P.O. Box 1346 
Ann Arbor, Ml 48106-1346





A b s tra c t.  Money and Economic Growth in  N ig e ria
by

Debapriya Ghosh

The emergence o f  N ig e r ia  from  th e  monetary anarchy o f  the  tu rn  o f  
th e  ce n tu ry  s e t fo r t h  h is to r ic a l  processes fo r  the  es ta b lishm en t o f  
modern monetary in s t i t u t io n s .  T h is  was achieved a t th e  cos t o f  l im ite d  
growth o f  cu rre ncy  in  c ir c u la t io n  because o f  s te r l in g  exchange standard 
w ith o u t any f id u c ia r y  elem ent in  i t  and the  dom ination o f  the  
commercial banking in d u s try  by th e  e x p a tr ia te s . The subsequent 
e s ta b lish m e n t o f  th e  C e n tra l bank o f  N ig e r ia  and the  c o n tro l o f  the  
commercial banks s t i l l  l e f t  th e  m onetary ins trum en ts  and in s t i tu t io n s  
in  an under-deve loped s tage . A fe a tu re  o f  th a t  cou ld be th e  
com p lem enta rity  o f  money w ith  th e  p h y s ic a l c a p ita l ,  where a ty p ic a l 
s a v e r - in v e s to r  had to  do so o n ly  in  th e  form  o f  money w ith  ve ry  l i t t l e  
access to  c r e d i t  m arke t, which i t s e l f  was inadequate. The ch o ice - 
th e o r e t ic  b a s is  o f  such a r e la t io n  has been in v e s tig a te d  and then 
te s te d  f o r  th e  p e r io d , 1960-1987. The re s u lts  con firm  the  
com p lem en ta rity  between narrow money and ph ys ica l c a p ita l ,  whereas 
broad money tu rn e d  ou t to  be a s u b s t itu te  because in te r e s t  ra te  cou ld 
be earned on some d e p o s it p a r ts  o f  i t .  The te s t  a lso  suggested an 
upward s h i f t  o f  th e  macro p ro d u c tio n  fu n c tio n  du rin g  the  o i l  boom, and 
backward s h i f t  d u rin g  th e  de p ress ion . The supply o f  money in  the  p o s t- 
c iv i l - w a r  p e rio d  has been analysed in  th e  demand/supply fo rm at o f  money 
and o f  m onetary base. The te s ts  con firm  the  la ck  o f  in te r e s t -  
e la s t i c i t y  o f  demand/supply o f  money, though th e re  is  now a h in t  f o r  
such response. The endogene ity  o f  money supply has been suggested in  
one s e t o f  r e s u lts .  The s t a b i l i t y  o f  th e  system is  shown to  depend on 
th e  p a r t ia l  ad justm ent o f  money o n ly , and the  re s u lts  con firm  th a t  
c o n d it io n .  Such f in d in g s  have been used f o r  a c losed and open 
macroeconomic model f o r  p o lic y  d is c u s s io n s , which ends w ith  an en q u iry  
in to  th e  s t a b i l i t y  o f  th e  open model.
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Chapter 1 in tro d u c t io n

A. An O u tlin e

Money, andieconomtc grow th in ’ N iige ria  is  a v a s t s u b je c t,  even f o r  

a s h o rt sub -pe riod  o f  her recent economic h is to r y .  For a study here o f 

such a s u b je c t, th e re fo re ,o n e  has to  be selective and choose a 

p a r t ic u la r  theme and in v e s t ig a te  th a t  in  g re a t d e t a i l .  The theme 

chosen is  the  ro le  o f  money in  some m ic ro - and macroeconomic re la t io n s  

and how money s tock  i t s e l f  has been determ ined in  th e  c o u n try . S ince 

money is  a t the  c e n tre  o f  a l l  modern economies, an a n a ly s is  in v o lv in g  

money has to  fo llo w  th e  broad economic e n v ironment o f  th e  tim e . My 

main emphasis is  the  p e rio d  a fte r independence, o r more p a r t ic u la r ly ,  

the  tim e a f te r  the  c re a tio n  o f  th e  C e n tra l Bank o f  N ig e r ia .  But a 

proper understand ing o f  th e  monetary s tru c tu re  o f  the  post-CBN era  can 

o n ly  be achieved i f  one looks at th e  background to  the  f in a l  

em ancipation o f  th e  c o u n try ’ s f in a n c ia l independence w ith  the  

e s ta b lishm en t o f  her own c e n tra l bank.

T h is  takes me to  the  second cha p te r o f  th e  th e s is  where I  look 

in to  the  h is to r ic a l  c o n te x t o f  th e  monetary and f in a n c ia l s t ru c tu re  and 

a lso  i t s  recen t tre n d s . Before th e  West A fr ic a n  Currency Board was 

e s ta b lis h e d  in  November, 1912, N ig e r ia  was go ing th rough  a pe rio d  o f  

monetary anarchy. By th e  tu rn  o f  th e  c e n tu ry , th e re  were reco rds o f  

e ig h t  d i f f e r e n t  mediums o f  exchange in  West A f r ic a ,  led  by th e  B r i t is h  

s i I v e r  c o in s , a l 1 used f o r  th e  purposes o f  accom plish ing  monetary 

a c t iv i t i e s .  The demands by th e  c o lo n ia l governors f o r  a share in  the  

se ign io ra ge  p r o f i t s  such a conquest o f  one 's  cu rrency  in  a fo re ig n  

t e r r i t o r y  would b r in g  f o r t h ,  led  to  th e  eventua l es ta b lish m e n t o f  the  

West A fr ic a n  Currency Board, w ith  i t s  own currency f o r  th e  re g io n . I t s  

easy c o n v e r ta b i1i t y , supported by hundred per cen t backup o f  S te r l in g

1



reserves smoothed th e  fo re ig n  tra d e  b f  th e  cou n try  a t th e  c o s t o f  th e  

re s t o f  the  economy. T h is  pound s te r l in g  exchange s tandard , w ith o u t 

any f id u c ia r y  e lem ent in  i t ,  r e s t r ic te d  th e  expansion o f  the 

m on e tisa tio n  o f  the  economy and thus  s tun te d  i t s  growth f o r  decades to  

come. Such an u t t e r ly  in e f f ic ie n t  arrangement to  th e  dependent 

t e r r i t o r y  f o r  the  b e n e fi t  o f  her c o lo n ia l m asters cou ld  o n ly  be 

dispensed w ith  when th e  c o u n try  would have her own c e n tra l bank and 

such was the  case w ith  Nigeria. There was a pro longed debate about the  

s u i ta b i1i t y  o f  such a move where th e  in s tru m en ts  o f  monetary c o n tro l 

were not a lready  a v a ila b le  and th e  Currency Board was considered by 

many to  be an adequate in s t i t u t io n  to  c a te r  f o r  any monetary o r 

f in a n c ia l need o f  the  c o u n try . But the  p o l i t i c a l  arguments in  term s 

o f  the  fo rthco m ing  independence o f  th e  cou n try  c a r r ie d  more w e igh t than 

any economic lo g ic  and th e  C e n tra l Bank o f  N ig e r ia  came in to  ex is te n ce  

in  J u ly ,  1959.

On commercial banking th e  e x p a tr ia te s  dominated th e  in d u s try  f o r  

a long tim e and th r iv e d  on th e  p r o f i ta b le  fo re ig n  tra d e  business. 

Because t h e i r  head o f f ic e s  were in  London, the y  cou ld  ig no re  the  

th re a ts  on t h e i r  economic s u rv iv a l which a l 1 th e  lo c a l banks had to  

endure in  the  absence o f  a c e n tra l bank. The easy c o n v e r ta b i1i t y  o f 

the  N ig e ria n  pound in to  th e  B r i t is h ,  enabled th e  fo re ig n  banks to  

in v e s t t h e i r  excess rese rves in  th e  B r i t is h  Government bonds and b i l l s .  

Some o f  the  lo c a l banks a ls o  ven tu red  in to  long term  inves tm en ts , which 

th e  na tu re  o f  t h e i r  d e p o s its  never a llow ed . _ On to p  o f  th a t ,  

mismanagement, la ck  o f  s u f f ic ie n t  t r a in in g  f o r  many lo c a l bank s ta f fs  

and a lso  th e i r  po l i t i c a l  m a n ip u la tio n  led  to  many f a i lu r e s  and the  

subsequent increased re p u ta t io n  o f  th e  fo re ig n  banks a t  th e  cos t o f  the  

lo c a ls .  There were some a ttem p ts  by c e r ta in  re g io n a l governments to



p a tro n is e  the  dom estic commercial banks, bu t the y  were never in  a 

c o m p e tit iv e  p o s it io n  a g a in s t t h e i r  fo re ig n  c o u n te rp a rts , who always 

do m ina ted rthe  . in d u s try .  , The o p tim a l s o c ia l ; s tra te g y : was to  : c re a te  

f a c i l i t i e s  and in s tru m en ts  f o r  th e  development o f  lo c a l money markets 

and th a t  cou ld not be ach ieved, w ith o u t f i r s t  having one’ s own c e n tra l 

bank.

Next in  chap te r two, I  summarise the  recen t tre n d s  which cover a 

pe rio d  o f  th re e  decades. They rough ly  f a l l  in to  th re e  d is t in c t  pe rio ds  

o f  ( i )  p r e - o i l ,  ( i i )  o i l  boom, and ( i i i )  depression  e ra . In  th e  

i n i t i a l  p e rio d , I  note th e  development o f  the  CBN in  i t s  f i r s t  few 

years. A c e n tra l banker a t the  tim e argued in  defence o f  the  

frequency o f  the  c e n tra l bank amendments and decrees in  th e  e a r ly  

s tages, s in ce  the  t r a d i t io n a l  to o ls  o f  open market o p e ra tio n s  were not 

ye t a v a ila b le  due to  th e  la ck  o f  monetary in s tru m en ts  and th e  in fa n cy  

o f  the  money m arkets. The f i r s t  re a l cha llenge  to  th e  CBN came towards 

the  end o f  t h is  p e rio d  when they were asked to  dev ise  ways and f in d  ou t 

how to  pay fo r  th e  c i v i l  war. D uring these e a r ly  yea rs , one o f  the  

m ajor unde rtak ings  o f  th e  c e n tra l bank was to  develop a money market 

fo r  N ig e r ia  and in  t h is  m iss ion  th e  bank d id  ra th e r  w e ll.  Various 

money market in s tru m e n ts , l i k e  tre a s u ry  b i l l s  and c e r t i f ic a te s ,  c a l l  

money and commercial b i l l s  were ushered in  and /o r n u rtu re d  to  growth 

d u rin g  t h is  p e rio d . On commercial banking, the  p e rio d  a lso  marked the  

in i t i a t i o n  o f  a number o f  le g is la t io n s ,  a l 1 in tended to  make the  

fo re ig n  banks more re le v a n t to  th e  re s t o f  th e  economy, as w e ll as the  

fo re ig n  tra d e , and a ls o  to  in fu s e  a sense o f  o rd e r and d is c ip l in e  in to  

the  indigenous banks. T h is  steady process o f  an e v o lu tio n  to  a money 

and c r e d it  market was suddenly d is ru p te d  by a fo r tu n a te  ’ shock’ from 

the  demand s id e  in  the  form  o f  an enormous w o rld  demand and, th e re fo re ,



increase  in  th e  p r ic e  and p ro d u c tio n  o f  th e  N ig e ria n  crude. The o i l  

boom brought f o r th  a s t r u c tu r a l change in  th e  economy, which d is ru p te d  

th e  e n t ire -  resource a l lo c a t io n  process -and;pu t th e ? p u b lic  f in a n c e  of 

the  coun try  on such a predom inant p o s it io n  th a t  a s l ig h t  m ishand ling  o f 

i t s  e xp en d itu re  s id e  was bound to  have fa r- re a c h in g  consequences. And 

so i t  had. Money supp ly  and price le v e l increased ve ry  ra p id ly  d u rin g  

the  o i l  boom e ra , w ith o u t any great increase in  th e  rate o f  growth o f 

re a l n a tio n a l income. On the money market in s tru m en ts  i t  had a 

d is a s tro u s  e f f e c t , due to  th e  sudden ir re le v a n c e  o f  th e  p u b lic  s e c to r 

borrow ing requ irem en t. S ince most, i f  no t a l l ,  o f  th e  o i l  revenues 

were due to  the  fe d e ra l government, largely in  th e  form  o f  r o y a lt ie s  

and p r o f i t  ta x , the  o i l  boom era was en tire ly  designed by the p u b lic  

s e c to r e xp en d itu re  p o lic y .  The in f la t io n a r y  s p ira l th a t  was to  fo llo w  

was the  d i r e c t  r e s u lt  o f  m one tis ing  the e n t ir e  o i l  revenue, le a d in g  to  

a d o ub lin g  o f  the  money s tock  in  a year, in  some cases. There were a 

few o th e r p o lic y  issues d u rin g  t h is  pe rio d  w h ich, though they 

c o n tr ib u te d  to  the  i 11- e f fe c ts  o f  o i l  boom, d id  no t have to  fo l lo w  from 

i t .  F ir s t  is  the  case o f th e  ad m in is te red  in terest rates , which were 

kept so low fo r  a long pe rio d  o f  tim e  th a t  when one takes account o f 

in f la t io n a r y  expectations, th e  re a l in terest rate would tu rn  ou t to  be 

n e g a tive . T h is  must have adversely affected pe op le ’ s w ill in g n e s s  to  

save, and th e re fo re ,  th e  supp ly o f  loanab le  funds. The other p o lic y  

issue was the exchange value o f  naira. I t  was fixed at a h igh  p a r i t y  

w ith  th e  c u rre n c ie s  o f  N ig e r ia ’ s main trading p a rtn e rs , l i k e  th e  UK. 

T h is  made im ports  cheap and ru ined  the prospect of many in fa n t  

in d u s tr ie s  and p a r t ic u la r ly  o f  agriculture. T h is  was a typical example



o f  what came to  be known as the "Dutèh D is e a s e ",’ which I  w i l l  take up 

in  a la te r section of th is  in tro d u c to ry  chapter, in  th e  N ig e ria n  

c o n te x t.

The la s t  phase o f  the  recent tre n d  was the  dow n-turn and the  

depression o f  th e  N ig e ria n  economy. T h is  happened w ith  th e  c o lla p s e  

o f  the  o i l  p r ic e  and th e  reduced quota f o r  the N ig e ria n  crude, dictated  

by th e  OPEC. The la s t  p a r t o f  cha p te r two documents t h is  gradual 

d e c lin e  o f  the  economy and the  s o c io - p o l i t ic a l  ad justm ents the  cou n try  

had to  endure to  pu t up w ith  such a fa s t  drop in  re a l income. In  

chap te r th re e , th e  monetary and re la te d  im pacts on th e  development 

process d u rin g  the  post-CBN era  are hypothesised and te s te d  

q u a n t i ta t iv e ly .  S ince th e re  are v a rio u s  fa c e ts  o f  such an in f lu e n c e , 

i t  is  d iv id e d  in to  fo u r  d i f f e r e n t  aspects , namely, ( i ) Growth and 

Investm ent; ( i i )  Money in  the  Development Process; ( i i i )  I n f la t io n ,  

Growth and the  Savings R a tio  and ( iv )  F in a n c ia l Repression and Economic 

Growth. In  each case, some w e l1-known re la t io n s  are  fo rm u la ted  and 

te s te d  in  the  c o n te x t o f  th e  fa s t  changing s tru c tu re  o f  th e  N ig e ria n  

economy as de p ic te d  in  the  second h a l f  o f  th e  la s t  c h a p te r. T h is  was 

ta c k le d  by th e  use o f  some dummy v a r ia b le s ,  in  th e  absence o f 

s u f f ic ie n t  number o f  annual o b se rva tio n s  under each phase. One unusual 

re s u lt  in  th e  f i r s t  s e c tio n  was th e  apparent absence o f  any r e la t io n  

between the  i nves tm en t-1ncome r a t io  and th e  ra te  o f  growth o f  income. 

When e xp o rt is  added on to  inves tm en t, to  make a llow ance f o r  the  

s p e c ia l fe a tu re s  o f  th e  N ig e ria n  economy d u rin g  most o f  our sample 

pe rio d  as de p ic te d  in  th e  e a r l ie r  Chapter, th e re  is  not much

The f i r s t  th e o re t ic a l e x p o s it io n  o f  the  " Dutch D isease" came up 
in  W. Max Corden and J . P e te r Neary, " Booming S ecto r and De- 
In d u s t r ia l  is a t io n  in  a Small Open Economy", The Economic J o u rn a l. 
92, (December 1982) p p .825-848.



improvement. S ince such r e la t io n s  are always observed in  tim e  s e r ie s  

and c ro s s -s e c tio n  s tu d ie s  on deve lop ing  c o u n tr ie s , and th e re  is  a sound 

th e o re t ic a l,  reason; behindithem ^ such an anomailous; r e s u lt  m ay cas t, doubt 

on the  pub lished  measures o r  ob se rva tio n s  on the  ra te  o f  aggregate 

investm en t. The re s t o f  th e  cha p te r on va rio u s  o th e r re la t io n s  

in v o lv in g  growth ra te  o f  money, in f la t io n  ra te  and some o th e r v a r ia b le s  

in d ic a te  con s is ten cy  between th e  proposed hypotheses and th e  evidence 

on them. Taken together, a l l  th e  fo u r  s e c tio n s  p ro v id e  a q u a n t i ta t iv e  

summary o f  the  behaviour o f  th e  N ig e ria n  economy d u rin g  t h is  p e rio d . 

For example, one cou ld  assess what was the  growth ra te  o f  money which 

would maximise th e  growth ra te  o f  income and o f  p e r -c a p ita  income and 

what would be the  income growth rates , i f  indeed such h igh  monetary 

expansion was to  be implemented in  a normal yea r. The n o n - l in e a r i t y  o f  

the  proposed re la t io n s  would in d ic a te ,  among o th e r th in g s ,  th a t  the  

maximum p o s s ib le  growth rate o f  income may not be th e  op tim a l one to  

aim fo r ,  s ince  th a t  may be assoc ia ted  w ith  the h igh  in f la t io n  rate. 

The evidence reported in  cha p te r th re e  supports  such an u n d e rly in g  

r e la t io n  between money and th e  price le v e l.  Again, f o r  a s ta b le  demand 

f o r  re a l balance i t  may be argued th a t  part o f  the t o t a l  investm ent can 

be financed  by p r in t in g  money w ith o u t any in f la t io n a r y  im pact. Also, 

f o r  an observed in f la t io n  rate, i t  may be possible to  assess how much 

o f  the  aggregate investm ent was fina nce d  by th e  government p r in t in g  

money in  the re le v a n t year. Such exercises have been undertaken in  

cha p te r th re e  to  give us some q u a n t i ta t iv e  idea of th e  In f la t io n a r y  

f in a n c in g  o f  growth in  th e  period. An a l te r n a t iv e  hyp o the s is  o f  money 

being a complementary asset to  physical capital in  an economy which 

s u f fe rs  from  f in a n c ia l repression, a hypo thes is  th a t  would lead to 

p o lic y  reconmendations f o r  the n o n - in f la t io n a ry  finance o f  growth has
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a lso  been t r ie d  in  t h is  chapter, thbugh in d i r e c t ly .  The more d irect 

te s t in g  o f  t h is  im p o rta n t th e o ry  has been taken up in  cha p te r s ix .  

F fn a l ly ,  in  c h a p te r three a measured f o r  f in a n c ia l in te rm e d ia t io n  has 

been used to  assess th e  e f fe c t  o f  i t s  spread on th e  Investm ent-incom e 

r a t io .

In  chap te r fo u r ,  I  undertake a survey o f  th e  research works on 

the  monetary aspects o f  th e  N ig e ria n  economy. T h is  would put in  

p e rsp e c tive  the  hypotheses proposed and te s te d  in  th e  subsequent 

cha p te rs , as would chap te rs  two and th re e  in  p ro v id in g  th e  ra t io n a le  

fo r  the  assumptions behind those hypotheses.

The demand fo r  money had been th o ro u g h ly  in v e s t ig a te d  by seve ra l 

au thors  and th e re  may be a consensus o f  o p in io n  on c e r ta in  re s u lts  on 

t h is  to p ic .  In  most such in v e s t ig a t io n  th e re  was no evidence f o r  the  

in te r e s t - e 1a s t ic i t y  o f  demand f o r  re a l ba lances, however d e fin e d . In  

many cases, the  e l a s t ic i t y  o f  demand fo r  re a l balances w ith  respec t to  

permanent income came around u n ity ,  as expected. In  a m a jo r ity  o f  

cases the  broader d e f in i t io n  o f  money in c lu d in g  tim e  and savings 

d e p o s its  perform ed b e t te r  than any o th e r d e f in i t io n ,  and had been 

suggested and, by now accep ted , as th e  proper d e f in i t io n  o f  money in  

N ig e r ia . On the  supp ly o f  money, th e re  have been m o n e y -m u lt ip lie r  and 

p o r t f o l io  approaches to  i t s  a n a ly s is ,  bo th o f  which had been te s te d  by 

S . I .  A ja y i . There are some examples o f  b r in g in g  in  th e  demand f o r  and 

the  supply o f  money to g e th e r in  a s im ultaneous tre a tm e n t o f  th e  money 

m arket, bu t the  th e o re t ic a l and e m p ir ic a l inadequacies o f  those works 

l e f t  some room which th e  p resen t d is s e r ta t io n  is  propos ing to  f u l f i 1. 

Chapter fo u r  a lso  surveys some works on th e  p ro d u c tio n  fu n c t io n  a t  the  

in d u s try  le v e l w ith  th e  aim o f  us ing  th e  re le v a n t type  f o r  the  

aggregate p ro d u c tio n  fu n c t io n  o f  th e  macroeconomy in  N ig e r ia . The



chapte r ends w ith  a summary o f  a macroeconomic model f o r  N ig e r ia  where 

th e  au thors  tre a te d  th e  demand f o r  and the  supply o f  money s e p a ra te ly , 

along w ith  th e  o th e r ibasic, m acroeconom ic '.re la tions.

Chapter f iv e  looks in to  th e  th e o re t ic a l problem of f in d in g  ou t 

the  m icroeconomic b a s is  o f  a p o s s ib le  com plem entarity  r e la t io n  between 

money and p h ys ica l c a p i ta l ,  proposed by R .I .  McKinnon. I t  uses the 

th e o r ie s  o f  J. H i r s h le i f e r  to  analyse th e  in te rte m p o ra l cho ice 

in v o lv in g  consum ption, saving and investm en t. W ith th e  assumption o f  

p r im it iv e  c r e d it  m arket, th e  theory can be adapted to  explain the  

demand fo r  money, o r more p a r t i c u la r ly ,  th e  s p e c u la tiv e  demand fo r  

money. I f  such is  the  case, th a t  is ,  money is  no t a s u b s t itu te  asse t 

to  rea l c a p ita l ,  p o lic y  d e c is io n s  to  fo s te r  economic growth would be 

d i f f e r e n t .  For example, in f la t io n a r y  f in a n ce  o f  growth may no t be 

workable in  such a s i tu a t io n .  Thus, the  true na tu re  of t h is  

com plem entarity  has im p o rtan t consequences and a hypo thes is  to  e x p la in  

th a t  ove rtim e , in  th e  manner o f  McKinnon and H i r s h le i fe r  has been 

proposed in  chap te r f iv e .

In  chap te r s ix ,  I  undertake an econom etric te s t in g  o f  the  

hyp o the s is , developed e a r l ie r ,  in  th e  form  o f  an aggregate production 

fu n c tio n .  The te s t  is  conducted on the ba s is  o f  the Cobb-Douglas form . 

The cho ice  o f th e  Cobb-Douglas form  has been decided on two counts : 

( i )  E a r l ie r  works on th e  N ig e ria n  m anufactu ring  in d u s tr ie s  have shown 

th a t  the  CES is  th e  a p p ro p r ia te  form  o n ly  in  a m in o r ity  o f  cases; ( i i )  

the  r e s t r ic t iv e  th e o re t ic a l im p lic a t io n  o f  th e  C-D form  may not be 

re le v a n t to  the  purpose o f  th e  te s t. The tes t is  conducted d i r e c t ly  in  

the  sense th a t  th e  c a p ita l e la s t i c i t y  o f  o u tp u t is  c a lc u la te d  w ith  and 

w ith o u t money as an argument in  the p ro d u c tio n  fu n c t io n .  I f  those 

estim a ted  e la s t ic i t ie s  do no t va ry  s ig n i f ic a n t ly ,  in  such an
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experim ent, the  hyp o the s is  o f  com p lem entarity  may be regarded as be ing 

c o n s is te n t w ith  ev idence. Such experim ents may need to  be conducted 

in  a way where ? o th e r  : in flu e n c e s  ; on ith e  . output change, l i k e  

te c h n o lo g ic a l improvements, induced o r independent, have a lrea dy  been 

accounted fo r .  Aga in , in  th e  c o n te x t o f  th e  post-CBN N ig e r ia ,  the  

s t r u c tu r a l changes d u rin g  and a f t e r  th e  o i l  boom pe rio ds  cannot be 

e a s ily  igno red. A l l  these p o s s ib i l i t i e s  have been considered in  the  

d i f f e r e n t  experim ents in  cha p te r s ix ,  bo th f o r  th e  narrow and wide 

d e f in i t io n s  o f  money.

Chapter seven takes up th e  d e te rm in a tio n  o f  money s tock  in  

N ig e r ia  in  a model in v o lv in g  demand/supply o f  money and a lso  o f  the  

monetary base. T h is  is  f i r s t  se t up in  a s im ultaneous equa tion  model 

in v o lv in g  th re e  eq ua tion s . The th re e  endogenous v a r ia b le s ,  rea l 

ba lance, monetary base ( r e a l ) ,  and re a l income are determ ined in  t h is  

m odel, w ith  the  emphasis on th e  monetary aspects o f  th e  s im u lta n e ity .  

The f i r s t  equa tion  is  presented in  th e  form  o f  an ad justm ent process 

f o r  the  demand fo r  money, where moves towards e q u i1ib r iu m  in  rea l 

balance would in flu e n c e  re a l income i t s e l f .  Thus, an excess supp ly o f  

money would lead to  g re a te r e x p e n d itu re , and th e re fo re ,  income, whereas 

excess demand fo r  money would have th e  op po s ite  e f fe c t .  The second 

equa tion  b r in g s  ou t th e  elem ents o f  m o n e y -m u lt ip lie r , where any change 

in  the  h igh  powered money would lead to  a change in  money s to c k , no t by 

a p ro p o r tio n a l amount in  t h is  case. The t h i r d  eq ua tion  s e ts  up the  

supp ly o f  h igh  powered money, where th e  endogeneity o f  th e  money supp ly 

process is  emphasised by the  presence o f  income as an argument in  i t .  

The parameters es tim a ted  from  t h is  model can be used to  check the  

s ta b i1i t y  c o n d itio n s  o f  th e  background s t ru c tu re  o f  th e  system in  the  

form o f  demand/supply o f  money and base money in  the economy. T h is  has



been accomplished f o r  a l l  th e  th re e  te s ts  f o r  the two o v e r- la p p in g  

periods.

The f i r s t î s e t  of, te s ts ,h a s  been iconducteds fo r th e ^p e r io d  1971- 

77, whereas th e  second one encompasses th e  whole p e r io d , 1971-87. For 

the  longer p e rio d , th e  tes t has been conducted a ls o  in  log  form , thus 

r e s t r ic t in g  the c o e f f ic ie n ts  to  measure cons tan t e la s t ic i t ie s .  S ince 

the f i r s t  pe rio d  refers to  a more homogenous s t ru c tu re  o f  the economy 

than th e  o th e r , one would expect d iffe ren t types o f  response f o r  the  

endogenous v a r ia b le s  in  th e  two cases. The endogeneity  o f  the  money 

supply has been hypothes ised , as already in d ic a te d , by exp ec tin g  

e f fe c t iv e  demand (incom e) to  in flu e n c e  the  s tock  o f  high-powered money. 

T h is  has been con firm ed in  the  f i r s t  set o f  re s u lts ,  whereas in  the  

second se t com pris ing  the e n t ir e  p e rio d  which is  l i k e ly  to  c o n ta in  

d ra s t ic  changes in  the  economic s t ru c tu re ,  th e  evidence is  no t in  

fa vo u r o f  the  hyp o th e s is , s ig n i f ic a n t ly .  The p o s it iv e  in flu e n c e  o f  

fo re ig n  asse ts on th e  d e te rm in a tio n  o f  high-powered money has been the  

most robust r e s u lt  in  a l 1 th e  th re e  se ts  o f  re g ress io n  equa tions  

rep o rted  in  chap te r seven and con firm s  th e  im portance o f  th e  fo re ig n  

tra d e  s e c to r on the  s to ck  o f  money supp ly  th roughou t th e  e n t ir e  p e rio d . 

Income e l a s t ic i t y  o f  th e  demand fo r  money c a lc u la te d  f o r  th e  lo ng -ru n  

on the  ba s is  o f  th e  c o e f f ic ie n ts  estim a ted  in  cha p te r seven are 

co n s id e ra b ly  g re a te r than those c a lc u la te d  in  cha p te r th re e . T h is  may 

be exp la ine d  by th e  proxy v a r ia b le  f o r  income used in  th e  q u a r te r ly  

models o f  chap te r seven compared to  t h e i r  a c tu a l annual va lues in  

cha p te r th re e . Aga in , in  cha p te r seven, th e  p o s it iv e  in te re s t  

e la s t ic i t y  o f  th e  supp ly  o f  money comes ou t most p ro m in e n tly  in  the  

lo g a r ith m ic  v e rs io n  o f  th e  lo n g e r-p e r io d  te s t  than any o th e r .  On the  

demand fo r  money, however, such p o s it iv e  response f o r  th e  broad money
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case can be exp la ined  by the  own-rate response dominat ing the

o p p o r tu n i ty  cost element in  i t .

In  ' the  conc lud ing chap te r ,  I  p u t , toge ther :  the  - re s u l ts  . o f  the 

s tudy in  the  con tex t  o f  p o l i c y  p r e s c r ip t io n s .  Some o f  the p o l ic y  

issues may not be d i r e c t l y  re la te d  t o  the t h e o r e t ic a l  and/or e m p ir ica l  

chapters and r e s u l t s  o f  the  th e s is ,  but one can r e f l e c t  on them from 

the broader pe rspec t ive  o f  the e n t i r e  work. Since i t  is  main ly  an 

essay in  app l ied  economics, I fe e l the  study to  have remained

incomplete i f  p o l ic y  issues f o r  the f u tu r e  are not d iscussed. Chapter 

e ig h t  is  prepared in  th a t  s p i r i t ,  though i t  may not always be d i r e c t l y  

re la te d  to  the e a r l i e r  chapters .

B. Some Time-Series

In t h i s  s e c t io n  I  present the t im e -s e n e s  graphs o f  some of the 

re leva n t  v a r ia b le s  analysed in  chap te rs  s ix  and seven. In chapter s ix ,

the t im e -s e r ie s  values are in t h e i r  annual magnitudes, whereas f o r

chapter seven, they are q u a r te r l y .  In cha r t  1.1, both c a p i t a l  stock 

and gross investment are presented in  the same u n i t s ,  which makes i t  

d i f f i c u l t  to  compare t h e i r  v a r i a t io n s .  But such would be the case f o r  

any coun try ,  s ince c a p i t a l  s tock  i s  the cum ula tive  sum o f  net

investments, once one can s t a r t  from a benchmark. For N ig e r ia ,  as w i l l  

be discussed in the re le v a n t  s e c t io n  in  chapter s i x ,  the re  is  the 

f u r t h e r  problem o f  g e t t in g  data on c a p i ta l  s tock .  The data behind the 

graph f o r  c a p i ta l  s tock in  c h a r t  1.1, i s  cons truc ted  on the  bas is  o f  a 

supposed value f o r  the c a p i t a l - o u tp u t  r a t i o  f o r  1959-60 and then using 

the gross investment fo r  each pe r iod  to  c a lc u la te  the  c a p i t a l  s tock at 

the end or the beginn ing o f  a year,  a f t e r  us ing some ra te  f o r

d e p re c ia t io n .  As we can see from the  c a p i ta l  s tock ,  i t  has been r i s i n g  

through most o f  i t s  p e r io d ,  the  ra te  o f  growth a c c e le ra t in g  du r ing  the
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unit 1 = N 100 b i l l ion in 1980 prices
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Units: ( i )  For Money and Investment 1 = N 100 million
at 1980 Prices

( i i )  For Income 1 = N 1 b il l io n  at 1980 prices
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at 1980 Prices
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Units: ( i )  For Money and Investment 1 = N 100 million
at 1980 Prices

( i i )  For Income 1 = N 1 b il l ion  at 1980 prices

N )
O O

00
O

O
O

r \D
o o G)

o
g

(J >
cn

o o

cn

CO
o

CO
cn

CD
o

3:n
3

15



o i l  boom pe r iod .  Th is  i s  a lso  e x h ib i te d  by the  r is e  in  gross 

investment du r ing  t h i s  pe r iod  (1970’ s ) .  The depression o f  the economy 

-set .in''mot'ion idec l i .ne '. In  .?the 1 r a te ,  o f  -Investment y, which n- was .so low 

towards the end o f  our pe r iod  t h a t  i t  d id  not recover the supposed 

d e p re c ia t io n ,  thus r e s u l t i n g  in  an ac tua l f a l l  in  the c a p i t a l  s tock. 

In cha r ts  1.2, 1.3 and 1.4, I p resent the narrow and broad monies, 

income and investment. The o th e r  v a r ia b le  used in  chapter s ix  f o r  the 

aggregate p roduc t ion  fu n c t io n  a n a ly s is ,  namely t o t a l  employment, is  not 

used in  t h i s  graph. I t  had to  be an index, c a lc u la te d  on the bas is  o f  

employments in some sec to rs  o f  the economy. The d e t a i l s  o f  the weights 

and o ther  assumptions are presented in  the re leva n t  s e c t io ns  o f  chapter 

s ix .  The graphs in these th ree  ch a r ts  g ive us an impression o f  how 

they have been v a ry ing  to g e th e r .  A tho usand- fo ld  increase in  the  sca le 

o f  the v e r t i c a l  ax is  f o r  these ch a r ts  compared to  the f i r s t ,  a l low s us 

to  see the f lu c t u a t io n s  in  rea l gross investment.

The ass o c ia t io n  between investment and narrow money looks c lo s e r 

than t h a t  f o r  the broad money, whereas no such c le a r  r e la t io n s h ip  is  

observed f o r  rea l income. The o i l  boom e leva ted the  le ve l  around which 

rea l income had been f l u c t u a t i n g  in  the  i9 7 0 ’ s. But the  f a s t  drop in 

i t ,  w i th  the s e t t in g  o f  recession and the subsequent depression,can be 

seen in  i t s  h i s t o r i c a l  p e rspe c t ive .  For example, the  steady growth o f  

the economy du r ing  the 1960's , ig n o r in g  the  d ip  f o r  the c i v i l  war, i f  

re ta ine d  throughout the  pe r iod  w i th o u t  the  o i l  boom, could have reached 

the same leve l  towards the end o f  our pe r iod ,  as the  ac tua l le ve l  

re g is te re d  a f t e r  the fo r tu n e s  o f  the 1970’ s and the m is fo r tun es  o f  the 

1980 's.

Let me now present fo u r  o th e r  c h a r ts  on the data f o r  the sub,]ect 

m atte r  o f  chapter seven. The re le v a n t v a r ia b le s  the re  are ( i l  income,
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( n ) narrow and broad money, ( i i i )  high-powered money, ( i v )  fo re ig n  

assets and (v)  de po s i t  and advance ra tes  o f  i n te r e s t .  They are 

presented dn d i f f e r e n t  combi na t tons  in  cha r ts  1.5 t o  r i  .=8. = In  cha r t  

1.5, the shades f o r  narrow and broad money look very s im i l a r ,  as they 

ought to ,  but both o f  them are o f  d i f f e r e n t  types to  t h a t  o f  income. 

This is  a lso  observed in  c h a rt 1.4 above, where the annual values o f  

the same v a r ia b le s  are graphed. When I put to g e the r  high-powered money 

and fo re ig n  assets w i th  e i t h e r  d e f i n i t i o n  o f  money (c h a r ts  1.6 and 

1 .7 ) ,  no obvious p a t te rn  is  d is c e r n ib le .  F in a l l y ,  in  cha r t  1.8, we can 

see how the depos i t  and advance ra tes  increased to  ra th e r  h igh le v e ls  

towards the end o f  our sample pe r iod .  Deposit  ra te s  are sometimes 

above the advance ra te s ,  which is  q u i te  f e a s ib le ,  s ince demand depos its  

do not in cu r  any in te r e s t  cost t o  the  banks and the advance ra tes  are 

those f o r  the " f i r s t  c la s s "  advances. These high in te r e s t  ra tes  may be 

nearer to  t h e i r  e q u i l ib r iu m  values compared to  the  low ra tes  o f  the 

e a r l i e r  y e a rs , when savings must have been adverse ly  a f fe c te d  due co 

the nega tive  rea l re tu rn  on one’ s depos its  in  an I n f l a t i o n a r y  

s i t u â t  ion.

C. Some Related Issues

As a lready  in d ic a te d ,  the main theme o f  the  study is  the  '

in f lu e n c e  o f  money on ou tpu t  and how money i t s e l f  i s  determined in  

N ig e r ia .  But c e r t a in  aspects o f  the  economy in  the  recent past are o f  

g rea t  importance in  understand ing i t s  na tu re ,  though they are not

in v e s t ig a te d  here. One such phenomenon is  known as the  ’ Dutch 

D isease’ , when an acce le ra ted  growth o f  a sec to r  o f  the  economy may 

p rov ide  c e r ta in  obs tac les  to  the development o f  o th e rs .  The second 

fe a tu re ,  which I  am not in v e s t ig a t in g  here, is  the a n a ly s is  o f  the

balance o f  payments and the exchange ra te .  Both these aspects are
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q u i te  c lose to  what I am s tudy ing  and can not be avoided, even f o r  my 

spec ia l  theme. But they are not in  the  models which are hypothesized 

and ■ te s te d .  ■ I t  is  ap p ro p r ia te  here, ' t h e re fo re ,  - t o  ■ p rov ide  some 

an a ly s is  o f  those phenomena and in d ic a te  t h e i r  re levance to  the  main 

theme o f  the th e s is .  Let me take up the second one f i r s t .

( a ) Balance o f  Payments and the  Exchange Rate 

In October 1980, the market ra te  f o r  Na ira  was $1.89 and by 

November 1988 i t  f e l l  t o  $0.19, i . e .  10% o f  i t s  former va lue . This 

dram atic  drop in  the  exchange ra te  has been caused m ain ly  by the  drop 

in  the p roduc t ion  and p r ic e  o f  o i l , -  which was more than 90% o f  the 

t o t a l  value o f  N ige r ian  exports  du r in g  th a t  pe r iod .  The fa s te s t  drop 

in  the d o l l a r  value o f  n a i ra  happened between 1985 and 1986 when the 

average annual market exchange ra te  f e l l  from a p a r i t y  w i th  d o l l a r  to  

30 cents. During most o f  our sample pe r iod  N ig e r ia  was fo l lo w in g  a 

f i x e d  exchange ra te  regime. The p a r i t y  w i th  £ - s t e r l i n g  was mainta ined 

a f t e r  the c re a t io n  of the CBN u n t i l  1973 when the Naira was devaiuea. 

Huge increases in  o i l  revenues produced enormous balance o f  payment 

su rp lus  du r ing  1973-74 and 1979-80, but the growth o f  imports  led to  

d e f i c i t s  in 1976-78. By September 1978, the fo re ig n  exchange reserves 

stood a t  l i t t l e  over one and a h a l f  b i l l i o n  na ira  which could pay f o r  

s ix  weeks o f  imports on the c u rre n t ra te .  S i tu a t io n s  improved a f t e r  

t h a t ,  due t o  a thorough import s u p e rv is ion  scheme and the fed e ra l  

government’ s success in  r a is in g  funds in  the in te r n a t io n a l  markets. 

N ig e r ia 's  problems on balance o f  payments in  the 1980’ s have been 

descr ibed in  chapter th re e .  With a l l  the  s igns towards de v a lu a t io n ,  

N iger ians  refused to  accept t h a t  and t r i e d  a system c a l le d  the  Second- 

T ie r  Foreign Exchange Market (SFEM) s t a r t i n g  from 29th September, 1986. 

This  was a combination o f  pegged systems f o r  "p re fe r re d  t r a n s a c t i o n s ' ,
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l i k e  debt s e rv ic in g  and f r e e l y  f l e x i b l e  market ra te  where the  forces of 

demand and supply would determine the  foreign value o f  n a i ra ,  t h i s  was 

f i n a i n y iabandoned? and the: n a i ra  i s  now f l o a t i n g i f r e e l y ,  approaching 10 

na ira s  to a d o l l a r  in  the market place.

Since most o f  our t im e pe r iod  in  chapter seven co inc ided  w i th  the  

f i x e d  exchange rate regime, l e t  me use the  appropriate Mundell^ model 

on the Nigerian experience du r in g  that t im e . Th is  would e x h ib i t  the  

lack  o f  c o -o rd in a t io n  between the  monetary and exchange rate policies  

o f  the t im e . In  a f i x e d  exchange rate regime, an increase in  wor ld  

demand o r  in  wor ld  price, l i k e  the case f o r  N ig e r ia  du r in g  the o i l  boom 

in  the  m id -1970 's ,  would s h i f t ^  the IS and BP curves t o  the r i g h t .  The 

impact effec t of that w i th  unchanging domestic prices, would be a rise  

in  the  in terest rate, an increase in  real income and a balance of 

payments su rp lu s .  The BP curve would s h ift f u r t h e r  t o  the  r i g h t  than 

the  IS curve would, because the  on ly  leakage f o r  the  fo rm er is  import 

w h i le  f o r  the  l a t t e r  they  are sav ing ,  tax and im port .  The impact 

e ffe c t , however, in d ic a te s  the  in te r s e c t io n  o f  the new IS curve w i th  

the  o r i g in a l  LM curve. But the LM curve w i l l  not stay fixed, i t  w i l l  

s h i f t  t o  the r i g h t  w i th  the increase in  money supply due t o  the balance

R. Mundell ,  "The Monetary Dynamics o f  I n te r n a t io n a l  Adjustment 
under Fixed and F le x ib le  Exchange Rates", Q u a r te r ly  Journa l o f  
Economics. V o l . 74, May, i960.
_________ , "The Appropriate Use o f  Monetary and F isca l  P o l ic ie s
f o r  In te r n a l  and External S ta b ility " , I .M.F. S t a f f  Papers. March, 
1962.

Since the IS/LM/BP curves analysis i s  p a r t  o f  the  standard 
a n a ly t i c a l  t o o ls ,  and the basis o f  the  case under c o n s id e ra t io n  
is  exp la ined  in  a l l  intermediate texts on macroeconomics I  feel 
free t o  use them w ith o u t  ac tu a l  1 y drawing the  corresponding 
d iagram(s) assumed behind the  d iscuss io n .
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o f  payment su rp lus .  As the LM curve is  s h i f t i n g  t o  the r i g h t ,  i t  is  

in c rea s ing  rea l income s t i l l  f u r t h e r ,  but reducing the  in te r e s t  ra te  

■from i t s .  h igh '  le v e l—'.reached a t  th e  impact ■ e f f e c t . = The balance, o f  

payments stays in  su rp lu s  du r in g  these adjustments, but comes to  

balance in the eventual e q u i l ib r iu m .  Thus, the e q u i l ib r iu m  a f t e r  t h i s  

fo re ig n  shock to  the system w i l l  be reached under a l l  the given 

assumptions, w i th  a f a l l  in  in t e r e s t  ra te  and a r is e  in  rea l income a t  

the new in te r s e c t io n  o f  the  new IS,LM and BP curves. I f  we change some 

assumptions in t h i s  model l i k e  the domestic  p r ic e s  r i s i n g  a t  the same 

t im e , then the new IS,LM and BP curves w i l l  a l l  s h i f t  backward and the 

s ta te  o f  the f i n a l  comparative s t a t i c  e q u i l ib r iu m  w i l l  depend on the 

ex te n t  on the  domestic  p r ic e  r is e .

Let me now r e la te  the recent N iger ian  experience t o  the above

a n a ly s is .  The fo re ig n  shock se t  in  motion the above process, but the 

domestic p r ic e  leve l  could not be he ld f i x e d .  Th is  meant a sm a l le r  

r is e  in  income than would have been the  case w i th  unchanging domestic 

p r ic e s .  The BP curve in the N ige r ian  con tex t  is  l i k e l y  to  be ra th e r  

in e la s t i c .  On top  o f  t h a t ,  the  adm in is tered in te r e s t  ra tes  were 

u s u a l ly  held low-compared to  both what could have been the domestic 

e q u i l ib r iu m  ra te  and the  wor ld  ra te .  Thus most o f  the assumed response

on the BP curve f o r  N ig e r ia  would have worked through the  net expor t

schedule, w i th  very l i t t l e ,  i f  any, e f f e c t  from c a p i ta l  in f lo w s  or 

o u t f lo w s .  This would lead to  a s i t u a t io n  o f  balance o f  payments 

surp lus  w i th  r is e  in  rea l income. But the balance o f  payment s i t u a t i o n  

could be reversed, i f  the "shock" in  world p r ic e  and demand were to  

s h i f t  the  IS curve backward t o  the  l e f t .  Such was the  case w i th  

N ig e r ia  in  the f i r s t  h a l f  o f  1980’ s when both the  p r ic e  o f  o i l  and 

N ig e r ia ’ s p roduc t ion  quota f o r  the  OPEC f e l l  d r a s t i c a l l y .  Th is  would
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mean a f a l l  in  income in  the above paradigm and indeed such was the 

case f o r  N ig e r ia .  The corresponding b igge r  s h i f t  o f  the  BP curve 

upward ? would -mean a longer t im e  back «towards ; a: mew Tower leveT 'o f  

income, and t h i s  t ime the d is e q u i l ib r iu m  had to  be coped w i th  a d e f i c i t  

in  balance o f  payments. When such was the case w i th  N ig e r ia  and na ira  

remained u t t e r l y  overvalued t o r  years and years and a l l  the  succeeding 

p o l ic y  makers, p o l i t i c a l  and m i l i t a r y  leaders and sometimes even some 

o f  the economists in the coun try  re fu s in g  to  accept the economic fa c t  

and lo g ic  o f  the s i t u a t i o n  because deva lua t ion  was deemed as 

d e s t ru c t io n  or de fea t !  The chronology o f  t h i s  s t ru g g le  and debate 

w i th  the in te r n a t io n a l  bodies l i k e  the IMF, is  to  be presented in 

chapter th ree  below. Here I  would l i k e  to  p o in t  ou t the anomalies o f  

the p o l ic y  dec is io ns  o f  the  t im e.

On money supply the monetary a u t h o r i t i e s  in  the coun try  responded 

to  the balance o f  payments s i t u a t i o n  sym m etr ica l ly .  During surp lus  

t im es, they r e a d i ly  monetized the su rp lus  f u l l y  in  c re a t in g  e x t ra  h igh -  

powered money, but du r ing  d e f i c i t s  they arranged to  increase the

domestic c r e d i t  ( i . e .  main ly  by the  CBN on the bas is  o f  e x t ra  fed e ra l

government s e c u r i t i e s )  to  compensate f o r  the drop in  the sources s ide 

o f  the monetary base. I t  may be noted a t  t h i s  p o in t  t h a t  in  the recent 

N ige r ian  case, s ince the fed e ra l  government earned most o f  the fo re ig n  

exchange from e x p o r ts ,  even a long-term  s t e r i l i z a t i o n  was p o ss ib le  in 

the event o f  a su rp lu s .  In the  case o f  d e f i c i t ,  we j u s t  saw how they 

“ s t e r i l i z e d "  the dampening e f f e c t  on the monetary base. Thus the t e x t  

book case o f  the monetary a u t h o r i t i e s  not being ab le t o  determine the

stock o f  money in a f i x e d  exchange ra te  regime, may not apply to

N ig e r ia  du r ing  t h i s  pe r iod  and thus they had a degree o f  freedom in 

p o l ic y  making which is  denied to  most o th e r  c o u n t r ie s  w i th  peggea

25



exchange ra te s . But they  d id  no t have any such freedom in  re ta in in g  a 

h igh  exchange va lue  o f  n a ira ,  f i r s t  w ith  no l im i t le s s  fo re ig n  assets 

and second w ith  lim ited =.opportunity to  raise funds andt borrow 

in d e f in i t e ly  from in te rn a t io n a l m arkets and o rg a n is a tio n s . T h is  was 

th e  anomaly o f  th e  monetary and exchange ra te  p o l ic ie s .

(b ) The Dutch Disease

The acce le ra te d  growth o f  one s e c to r o f  an economy may lead to  

s ta g n a tio n  o r even d e c lin e  in  an o the r. IN the  N ig e ria n  case the  

obvious example is  th a t  o f  th e  predominance o f  the  o i 1 s e c to r and the  

r e la t iv e  d e c lin e  o f  th e  A g r ic u ltu re  and M anufacturing  se c to rs  in  the  

recen t years. Max Corden and J . P e te r Neary (o p .c i t . , 1982) have 

prov ided rig o ro u s  economic lo g ic  behind such p o s s ib i1i t i e s  under 

c e r ta in  assum ptions, some o f  which may be a p p ro p ria te  f o r  the  N ig e ria n

scene. They " .........  are p r im a r i ly  concerned w ith  th e  medium-run e f fe c ts

o f  asymmetric growth on resource a l lo c a t io n  and income d is t r ib u t io n

 " ( ib id ,  p .825). One o f  t h e i r  re s u lts  was th a t  “ . . .  a boom in

one p a r t  o f  a c o u n try ’ s trade d  goods s e c to r"  cou ld  lead to  de

in d u s t r ia l  is a t io n .  For t h is  r e s u lt  they needed th e  assumption o f  

labour be ing the  o n ly  m obile  fa c to r  o f  p ro d u c tio n  between th e  s e c to rs  

w h ile  the  o th e r assum ption o f  no in te rn a t io n a l c a p ita l m obi1i t y  may be 

not ve ry  f a r  from what a c tu a l 1 y happened in  the  N ig e ria n  case. A look 

in to  the  N ig e ria n  da ta on th e  s e c to ra l d iv is io n  o f  th e  GDP may in d ic a te  

what d id  happen. T h is  is  by no means any k ind  o f  t e s t  o f  th e  above 

th e o ry  but o n ly  a c u r io s i t y  to  note th e  s e c to ra l income d is t r ib u t io n  

be fo re  and a f t e r  the  o i 1 boom. U s u a lly , th e  hypo thes is  is  made on the  

common sense lo g ic  th a t  th e  h igh  va lue  o f  n a ira  made im ports  cheap and 

prevented the  growth o f  the  im p o r t-s u b s titu te s  in  th e  c o u n try . But a 

model which e x p la in s  th a t  p rospec t a f t e r  a llo w in g  f o r  a l 1 p o s s ib le
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resource re a l lo c a t io n s  is  re a ssu rin g  to  a researcher whether in  the

quest f o r  a p roper econom etric  t e s t  o r  just casual e m p iric ism . Let me 

inOw look a t the^ data ;underLthe la t t e r  !m o tiv a tio n .

Table 1.1 Some sectoral growth o f  th e  GDP a t  C u rren t F ac to r Cost

Years

S ecto rs

1960 1965 1970 1975 1980 1985

A g r ic u ltu re 709 846 2576 4048 11479 24379

(63.5) (54.3) (48.8) (27.6) (2 0 .8 ) (37.2)

M anufactu ring  54 109 378 1169 4063 4216

(4 .8 ) (7 .0 ) (7 .2 ) (8 .0 ) (7 .4 ) (6 .4 )

T o ta l GDP 1117 1558 5281 14655 55167 65467

(100) (100) (100) (100) (100) (100)

Source: Federal O ff ic e  o f S t a t is t ic s ,  Several Publ ic a t io n s

Note: A l l  th e  years refer to  th e  f is c a l  years s ta r t in g  in  A p r i l

o f  the  yea r. Numbers w ith in  parentheses are  the  re s p e c tiv e  

percentages.
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In  Table 1 .1 , I  p resen t th e  c o n tr ib u t io n  towards th e  GDP a t  f iv e -  

year in te r v a ls ,  coming from  th e  A g r ic u ltu re  and th e  M anufactu ring  

s e c to rs . In  th e  decade be fo re  ? th e  o i l  ; boom, th e re  iseems' to r be n o th i ng 

unusual in  the  way those two s e c to rs  had been p ro g re ss in g , f o r  a 

deve lop ing  c o u n try , w ith  a la rg e  share o f GDP in  A g r ic u ltu re ,  and sm all 

one f o r  M anu fac tu ring . But a d ra s t ic  drop in  th e  share o f  the  

A g r ic u ltu re  s e c to r in  1980 compared to  1975 and a lso  a f a l l  in  th e  

share o f M anufactu ring  may be what has been termed as th e  Dutch 

Disease. A f a l l  in  the real re tu rn  to  th e  factor specific to  the non

booming s e c to r l i k e  A g r ic u ltu re  labour was causing large m ig ra tio n  to  

th e  urban areas. The m anu fac tu ring  s e c to r a lso  d e c lin e d  re la tiv e ly . 

I f  I  am to  in te r p r e t  " . . . . .  ’ d e c lin e ’ . . . . .  as a f a l l  in  th e  size o f  a 

s e c to r r e la t iv e  to  th e  outcome in  the absence o f  a s e c to ra l boom." 

(Max Corden and Neary, ib id .  p .842), th e  case f o r  N ig e r ia  a l l  th rough  

th e  1970’ s fo r  A g r ic u ltu re  and M anufactu ring  and even th rough  1980’ s 

f o r  M anufactu ring  serves as a ty p ic a l example o f  the "Dutch Disease". 

Between 1980 and 1985 th e  p r ic e  index as per the GDP defla tor increased 

by 58.7 per cen t w h ile  the  nominal growth ra te  f o r  th e  M anufactu ring  

s e c to r was a mere 3.8  per c e n t, thu s  re g is te r in g  a re a l dec 1i ne o f  54.9 

per cen t. One can c la im  t h is  to  be a ty p ic a l example o f  the  o i 1 boom 

le a d in g  to  d e - in d u s t r ia l is a t io n " .

I  end t h is  in tro d u c to ry  cha p te r by re c a p itu la t in g  what fo llo w s  in  

th e  re s t o f  the  th e s is .  A f te r  a d e s c r ip t iv e  summary o f  the h is to r ic a l  

background and the  rece n t tre n d s , a s e t o f  s t a t is t i c a l  te s ts  has been 

undertaken on th e  post-CBN N ig e ria n  experience o f  the monetary and 

economic grow th, f in a n c ia l in te rm e d ia t io n , in f la t io n  and o f  sav ing  

an d /o r investm ent-incom e r a t io s .  T h is  is  fo llo w e d  by a survey o f  the  

recen t research works on th e  p r in c ip a l themes o f  th e  th e s is  which are
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presented and te s te d  in  chap te rs  f iv e ,  six and seven. They a re , ( i )  a 

hypo thes is  f o r  the  f in a n c ia l re p re ss io n  and ( i i )  a model f o r  th e  

; d e te rm in a tio n  , o f; the  money? S tock. ,i  In? ; th e  (conc lud ing ! c h a p te r, th e  

re s u lts  from  the  e a r lie r  p a rts  are presented together, along w ith  some 

d iscu ss io n s  on th e  p o lic y  matters which may d i r e c t ly  o r  in d i r e c t ly  

fo l lo w  from the  th e s is .



CHAPTER 2 -  HISTORICAL BACKGROUND AND THE RECENT TRENDS OP THE 

NIGERIAN M(HÎETARY SYSTEM

A. I .In troduction

This chapter provides a broad h is to r ic a l perspective  

and also a d escrip tive  account of our main period of 

in te re s t , i . e .  the post-independence period and the era of 

the C entral Bank of N ig e r ia . Here we seek to understand 

the development and demise of various monetary arrangements 

and in s titu tio n s  and the trade and economic needs which 

made th e ir  appearance possible and th e ir  e x tin c tio n , 

in e v ita b le . In  the case of N ig e r ia , the co lo n ia l context 

is  of paramount importance: how the native  traders and the 

exp a tria te  community of businessmen and adm inistrators  

needed some form of monetary arrangement and a lso , how they 

helped the process of i t s  ev o lu tio n . The co lo n ia l masters 

operating from the distance of London, were themselves not 

sure of the in s t itu t io n s  they would eventua lly  be required  

to  evolve; and which in  the end, would turn  out to  be the 

blue p r in t  of the currency and f in a n c ia l arrangements fo r  

the colonies throughout the length and breadth of what was 

then the B r it is h  Empire. I t  may be r e a l is t ic  to  assume 

th a t the a u th o ritie s  in  Londonwere in te res ted  exc lusive ly  

to  evolve a monetary system or a currency board which would 

enhance the in te rn a tio n a l trade from a p a rt ic u la r  colony to  

Great B r ita in .  I f ,  in  the process, the development of the 

domestic economy was helped or hindered, the issue remained 

ir re le v a n t, as we would see in  the documented 

communications between the contemporary c i v i l  servants. On
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the other end of the s c a le , we look a t the h is to ry  of th a t  

time of the co lo n ia l contacts w ith the m il ita ry  and 

economic superpower as the dissemination of some monetary 

in fras tru c tu res  which could open up the lo c a l economies 

throughout th e ir  various regions and «raise th e ir  economic 

p o te n tia l m anifo ld . This may be the unavoidable byproduct 

of the trade f a c i l i t ie s  th a t London wanted foremost. But 

the evaluation of the monetary h is to ry  (or of any other 

so cia l in fra s tru c tu re s , e .g . the spread of railw ays in  

Ind ia  or of the English language in  N igeria  and in  In d ia )  

ought not to  lose s ig h t of the fa c t th a t the acqu is itio n  

and use of f in a n c ia l s truc ture  of considerable m aturity  and 

promise, could have taken much longer to  grow dom estically , 

unaided, otherw ise. We now s ta r t  trac ing  the monetary 

h is to ry  of N ig eria  in  the l ig h t  of the above preference or 

pre ju d ice . In  th is  endeavour we in te rp re t h is to r ic a l  

events as depicted in  the published works ra ther than 

provide some evidence fo r them.

B. Before the Currency Board

There is  a hypothesis th a t the COWRIE currency system 

worked smoothly fo r West A fr ic a  fo r centuries u n t i l  i t s  

collapse caused by enormous in f lu x  of th a t commodity money 

in to  the area brought about by the European merchants .

O A Nwani1 summarised the find ings of some e a r l ie r  works to  

p o in t out:

"The scarc ity  of the supply of cowrie sh e lls  in  West 

A frica  created a d ia b o lic a l opportunity fo r England, 

Holland, Portugual and France to  trade in  cowries".

O A Nwani, "The Quantity Theory in  the Early Monetary 
System of West A fr ic a  w ith  P a rtic u la r  Emphasis on N ig e ria , 
1850-1895", Journal of P o l i t ic a l  Economy, 1975, v o l. 83 
no. 1, Communications, pp 185-193.
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The cowrie currency zone of West A fr ic a  experienced 

excess supply of money during a period which Is  traced back 

to  1680 and beyond. For example, in  1721, import of 

cowries in to  West A fr ic a  was estimated to  be above 127 

m illio n  units,. In  exchange f  or these b i l l io n s 'o f  ’ b r i t t le  

sh ells  of the types CYPRAEA MONETA from the Maldive Islands  

and CYPRAEA ANNAEUS from and around Zanzibar, over the 

years the European traders were taking away palm produce, 

kola nuts, ivo ry  and stocks of human c a p ita l in  the form of 

slaves. There must have been a considerable element of 

what can best be described here as a seignorage p r o f it  

a fte r  making allowance fo r the costs of gathering, s h iftin g  

and stocking vast amounts of sh e lls  and also fo r the 

reduction in  i t s  value due to  the consequent in f la t io n .  

There was a considerable reduction of the exchange value of 

cowrie both in  re la t io n  to  other means of exchange l ik e  

S te rlin g  and to commodities l ik e  ox, nuts and chickens.

The sheer physical d i f f ic u l t y  w ith the handling of the 

cowrie currency in  the mid 18 90 's in  places l ik e  Accra, 

Whydah and Lagos can be i l lu s tra te d  by some prices l ik e : 

2000 cowries = Is  (S te r lin g ) in  Accra; = 6d in  Whydah and 

Lagos ; and 1 ox = 60,000 cowries and 1 chicken = 333 

cowries. These prices recorded some in f la t io n  rates which 

were much higher fo r a range of goods in  both domestic and 

in te rn a tio n a l demand l ik e  palm o i l  and kola nuts than fo r  

goods in  domestic demand alone l ik e  oxen and chicken. As a 

ra te  of in f la t io n  the period 1850-1892 recorded some price  

rises  which was never as spectacular, as fo r example, the 

h y p e rin fla tio n  of the e a r ly  1920 's experienced in  A u stria , 

Germany, Hungary, Poland or Russia. But the e f fe c t  of
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in f la t io n  on the cowrie currency system was devastating

sp ec ia lly  when one needed to  procure, store and sometimes

carry vast amounts of these small b r i t le  sh e lls  fo r routine

transactions of day to  day l i f e . To quote O A Nwani

( ib id , ,  p 1 9 2 ) .

" . . .  the collapse of the cowrie currency system was 

a ttr ib u ta b le  to  the large im portation of cowries by 

some European countries in to  West A fr ic a  from 1600 and 

continuing to  1900, the suppression of i t s  use as 

currency in  the area by the European C olonial 

governments, and the in f la t io n  th a t resu lted , leading  

to  a f l ig h t  from i t . "

The problems w ith a p a r t ic u la r  type of commodity money 

would eventua lly  lead to  so c ia l demand and th ere fo re , 

evolu tion  of some other form(s) of commodity money. In  the 

case of West A fr ic a , by the turn  of the century they were 

( i )  b o ttles  of g in , ( i i )  brass rods, ( i i i )  cowries,

( iv )  slaves, (v) B r it is h  s i lv e r  coins, (v i)  French 5 - franc  

pieces, ( v i i )  United States eagles and doubloons (gold 

coins) and ( v i i i )  Maria Theresa d o lla r .  The currency of 

these money units varied  in  d if fe re n t  parts of West 

A fr ic a . I t  was in  th is  context of monetary anarchy and 

disorder Mr Chamberlin, Secretary of S tate fo r the 

Colonies, suggested a separate currency fo r West A frica  in  

January 1898.

By the end of the century B r it is h  s ilv e r  coins were 

the leading medium of exchange among i t s  competitors and 

i t s  imports in to  West A fr ic a  were growing year by year.

This development encouraged some co lo n ia l Governors l ik e  

S ir Henry McCallum of Lagos and S ir  W Maxwell of the Gold
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Coast to  suggest a share of the seigniorage p ro f its  -  the 

differences between the face 'va lu e  of co ins ' and th e ir  cost 

of production, storage and d is tr ib u tio n  -  fo r th e ir  

respective t e r r i t o r ie s . The chronology of the 

communications- between 'London and' the West A frican  Colonies 

and also between the C olon ia l o ff ic e  and the Treasury, has 

been documented by W T Newlyn and D C R o w a n .2

Mr Chamberlin suggested to  the Treasury ( i )  e ith e r  a 

share of the seigniorage p ro f its  fo r the West A frican  

te r r i to r ie s  or ( i i )  the in trod u ction  of a separate currency 

fo r West A fr ic a . The f i r s t  proposal had the added 

a ttra c tio n  of a possible reduction in  the West A frican  

"oo.o demands fo r assistance from Im peria l funds." (Newlyn 

and Rowan, p 28 ).

The response to  a l l  these requests by June 1899 

betrayed ignorance of elementary Economics and S ta t is t ic s  

knowledge possessed by th e ir  Lordships of the Treasury.

On S ta tis tic s ;

"My Lords do not view w ith favour the proposal to  take 

advantage of the p re d ile c tio n  of A frican natives fo r  

s ilv e r  coins as a means fo r passing an unlim ited  

q uantity  of Im peria l tokens in to  th a t con tinen t. 

Experience has shown th a t the p o s s ib il ity  o f u ltim a te  

re turn  of such coins to  th is  country is  by no means 

remote, as is  suggested in  the le t t e r  under re p ly .

They could not view th a t contingency w ithout 

apprehension as to  the e ffe c t  which might be produced 

upon the currency, and even, i t  might be, upon the 

finances of the United Kingdom." (Newlyn and Rowan, 

p 2 9 ) .

2. W T Newlyn and D C Rowan, Money and Banking in  B r it is h  
C olon ia l A fr ic a , Oxford, 1954.
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I t  may be obvious to  a n eu tra l observer, contemporary 

or o therw ise ,' th a t the p ro b a b ility  o f ' "u ltim ate  return" of 

s u ff ic ie n t ly  large amount of s ilv e r  coins -  large enough to  

cause c r is is  in  the finances of the United Kingdom -  must 

have been very remote, indeed!

The only evidence th a t comes to  mind fo r th a t period 

in  the im p eria l country would be the crash of the L ib erato r  

Building Society3 in  1892, the biggest in  the country a t 

the tim e . One can only guess th a t the recent memory of 

th is  L ib era to r crash could have influenced the Treasury 

towards such s t a t is t ic a l  fantasy.

On Economics:

" . . . .  the Treasury was unable to  ' recognise, any 

ground of ju s t ic e  fo r the claim ' and was u n w illin g  to  

admit th a t ' the d iffe ren ce  between the coined and 

m e ta llic  value of s i lv e r  was a c le a r p r o f i t  to  issuing  

m in t ! '" .  (Newlyn and Rowan, p 28 ).

The seigniorage p r o f i t  was su b stan tia l every year and 

the Treasury claimed the p r o f i t  was possible " . . . .  so le ly  

out of the measures adopted by the Im perial Government to  

regu late the issue of i t s  s i lv e r  coins."

I t  is  possible th a t the face value of a coin could be 

a r b i t r a r i ly  fixed  so low in  comparison to the market value 

of i t s  m e ta llic  content th a t people may fin d  i t  p ro fita b le  

to  melt the coins fo r th e ir  m e ta llic  va lu e . The suppliers  

of these coins, th e re fo re , have some re s p o n s ib ility  to  

contro l the amount of the coins so th a t i t s  face value 

remains always w e ll above i t s  m e ta llic  va lue . That was the

3. S J P rice , B u ild ing  S o c ie ties  -  T h e ir O rig in  and H is to ry , 
Franey & Co Ltd , London, 1958.

35



case a t the time w ith  the S te r lin g  s ilv e r  coins, both in  

London and West A fr ic a  even' though in  West A fr ic a  a very 

small proportion of the coins were buried or used as 

ornaments. But so long as the face value of the coins were 

w ell above th e ir  m e ta llic  vaIc e , seigniorage p r o f i t  was 

being made and i t  accrued to  the owners of the issuing  

m int. The co lo n ia l o ff ic e  estim ate of th is  West A frican  

p r o f it  fo r  1898 was "a t le a s t £150,000" out of a new s ilv e r  

coin issue of face value of "no less than £309,250."

In  the face of th is  economic i l lo g ic  and s ta t is t ic a l  

nonsense from the Treasury, Mr Chamberlin of the C olonial 

o ffic e  s ta rted  on h is  second a lte rn a tiv e : the creation  of a 

special West A frican  currency.

Newlyn and Rowan (op, c i t . )  documented in  d e ta ils  the 

communications between the C olon ia l o f f ic e ,  the Treasury 

and the Colonial Governors over the years through the 

Barbour Committee, the Emmott Committee of 1911 u n t i l  the 

s e ttin g  up of the West A frican  Currency Board in  November, 

1912. What comes out c le a r ly  in  th is  h is to r ic a l process of 

find ing  a su itab le  currency system fo r West A fr ic a , to  a 

n eu tra l observer a f te r  n early  a century, is  the to ta l  

disregard of the lo c a l needs :

( i )  " . . . .  to  discover ways in  which the use of

currency by Africans could be extended";

and ( i i )  " . . . .  to  ensure th a t the ex is tin g  subsidiary  

currencies were su ita b le  to  A frican  needs" 

(Newlyn and Rowan, ib id . p 4 4 ).

The Emmott Committee's terms of reference were put in  

a way whereby the main economic p o licy  problems were
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" . . «. e s s e n tia lly  corrected w ith the in te res ts  

of those engaged in  ex terna l trade , the 

rem ittance of funds on a large scale and the 

import and export of c a p ita l."  (Newlyn and 

Rowan, ib id . p 4 4 ).

Co- The West A fr ic an  Currency Board

The WACB was established in  November, 1912 and

went through some revisions of i t s  regu lations in

1915, 1924 and 1949. The Emmott,Committee's

m otivation fo r  the proposed creation  of the

currency board were th ree fo ld :

( i )  to  ensure the c o n v e rta b ility  of the West 

A frican  currency in to  s te r lin g  a t  a 

predetermined exchange rate;

( i i )  to  provide ways fo r the West A frican  

governments (N ig eria , Gold Coast, S ierra  

Leone and Gambia) to  share the seignorage 

p ro fits  of the currency issue; and

( i i i )  to  s ta r t  the issue of West A frican  currency 

notes.

Let us f i r s t  summarise the worlcing of the 

board in  terms of these goals over the years and 

then attempt an evaluation  of i t s  performance.

I  C o n v e rta b ility

To quote the regu lation  (1949 v e rs io n ):

"The Board s h a ll issue a t i t s  main centres 

at Accra, Bathurst, Freetown and Lagos, in  

the Constituent T e rr ito r ie s , to  any person 

who malt es demand in  th a t behalf coin or 

currency rates equivalent to  the value (a t  

the ra te  of Twenty s h illin g s  West A frican
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currency to  one pound s te r lin g ) of sums in  

s te r lin g  w ith the .Board in  ..London."

A lte rn a tiv e ly , subject to  some provisions

( on minimum lim its  of values and on ce rta in

procedures),

"The Board s h a ll pay to  any person who 

makes demand in  th a t behalf s te r lin g  in  

London equivalen t to  the value (ca lcu la ted  

as afo resa id ) of coin or currency, notes 

lodged w ith the Board a t i t s  aforesaid  

centres in  the Constituent T e r r ito r ie s ,"

This regu la tion  made the two currencies

q u ite  ind is tin g u ish ab le  from each other and had

to  be achieved, as we s h a ll see, a t  an enormous

cost to  the reg io n , The s te r lin g  exchange

standard can be v isua lised  from the s te r lin g

reserves the Board kept as a percentage of i t s

currency l i a b i l i t y .  Only in  the e a rly  twenties

i t  was s l ig h t ly  below 100 per cent, whereas in

the fo r t ie s  and f i f t i e s ,  i t  was hovering around

110 per cent, reaching i t s  maximum in  1935 to

over 126 per cent. Thus, the WACB did no

banking function in  terms of creating  money in

the region -  i t  was to t a l ly  dependent on the

foreign  tra d e . Again, due to the lack of lo c a l

se c u ritie s  a t  the tim e, the Board's investment

were made in  B r it is h  Government and B r it is h

Local A uthority  S e c u ritie s . These investments

grew from £29.5 m in  1945 to  over £60 m in

1950. On the m erits  of the workings of such an
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arrangement, Prof G O Nwankwo'̂  quoted tv/o

contemporary B r it is h  f in a n c ia l experts:

J L Fisher (1956): the 100 per cent

s te r lin g  coverage ensured the exchange 

s t a b i l i t y  of the West A frican  currency in  

terms of s te r lin g  while the automatic linlc 

with s te r lin g  ensured th a t in  times of 

f in a n c ia l stress N ig eria  could look to  

London fo r help  which ' is  a most important 

f in a n c ia l co n sidera tio n .' Besides, since 

the reserves were invested in  London, 

accurring in te re s t  swelled the ex terna l 

income of N ig e r ia , while a t the same time 

the reserves remained immediately av a ilab le  

fo r payments because b i l ls  could be 

discounted and se cu rities  re a d ily  sold a t  

need. In  e f fe c t  London acted 'as the 

in te rn a tio n a l money market fo r N ig eria  . . .  

and confidence in  the currency was 

maintained ."

J B Loynes (1957 ):

"The system has preserved a t a l l  times a 

stable value of the West A frican  currency 

in  terms of s te r l in g . I t  has given expert 

management a t very small cost . . . .  

furthermore i t  has provided a currency 

which is  known and accepted even in  

o utly ing  parts  of the huge and d iv e rs if ie d  

area which i t  serves."

These comments were usually  quoted as

examples of a n t i-c e n tra l bank lobby during the

debate on the p o s s ib il ity  of es tab lish in g  a

cen tra l bank fo r N ig e r ia . But what they

maintained as the m erits of the WACB, could not

be denied, seen against the monetary anarchy in

G O Nwankwo, The N ig erian  F in an c ia l System, 
MacMillan, London, 1980.
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N ig eria  during the turn  of the century. This 

is  not to  say th a t the Board could not have 

performed b e t te r .  The Board a f te r  a l l ,  was 

designed to  serve f i r s t  and foremost the 

in te re s ts  of B r ita in  in  general and of the 

B rit is h  traders in  p a r t ic u la r . I t  did not, 

though i t  could, in i t i a t e  economic development 

in  N ig eria  a t a much e a r l ie r  date and a t a 

fa s te r  pace than what a c tu a lly  happened, 

through monetizing the region more » The 

in te re s ts  of B r ita in  were supreme, as i t  would 

be expected of an in s t itu t io n  devised by then. 

The s ta b il iz in g  e f fe c t  on the lo c a l currency, 

which the two commenators described, may be 

regarded as a by-product of the grand 

in te rn a tio n a l currency strategy th a t had been 

masterminded to  harvest the gains from foreign  

trade w ith the co lon ies,

The c o n v e rta b ility  ease of th is  currency 

arrangement led to  the concepts l ik e  ' loca lised  

cu rren cy ', ' seasonally m igratory money' a 

' s h u ttle  money', A l l  these re fe r  to  the 

seasonality of the demand fo r money in  N igeria  

under the WACB regime. The demand fo r money 

was u su a lly  low during the slack a g r ic u ltu ra l 

period between May to  September, To quote 

J Mars5

5 , J Mars, ' The Monetary and Banking system and the 
Loan Market of N ig e r ia : ' in  Mining, Commerce and 
Finance in  N ig e r ia , ed ited  by Margery Perham, Faber 
and Faber Ltd, London, 1948.
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"The Cocoa crop a rr iv in g  in  October causes 

the demand to  r is e , and by November the 

increase in  p a lm -o il d e liv e r ie s  is  causing 

a huge increase in  demand, which is  la te r  

on sustained by the a r r iv a l  of the ground

nut crop, %n A p ril the demand fo r money 

begins to  dw indle. Thus, from November 
u n t i l  the end of March the money needed is  

on an average 32 per cent h igher than the 

average amount of money needed from May 

u n t i l  September in c lu s iv e ,"

Again, the im p lica tio n  of the smooth and

almost automatic c o n v e rta b ility  meant th a t

. . . .  whenever the loca lised  currency 

increases the increment is  v i r tu a l ly  

obtained a t  the expense of a commodity loan 

by N igerian  produces to London," (J Mars, 

op, c i t , p 190),

Again, " ( i ) f  the various ways in  which 

increases in  the lo ca lised  currency came about 

are analysed in  d e ta i l  i t  can be shown th a t in  

almost every case the increment e n ta ils  an 

u ltim ate  s a c r if ic e  of export goods and 

services, no m atter whether money is  brought in  

by the a c t iv i t ie s  of exporters, importers or 

the government," (J Mars, op, c i t ,  p 190),

I I  Seigniorage P ro fits

Because of the high reserve ra t io  fo r the 

s te r lin g  backing of the West A frican currency 

the major source of income fo r the Board was 

not the d iffe ren ce  between the face value and 

the m e ta llic  value of the coins, as was 

expected befo re . The S te rlin g  exchange 

standard resu lted  in  the Board keeping more 

than 100 per cent reserves in  B r it is h  

Government s e c u ritie s  and the dividends on such 
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se cu rities  provided i t  w ith i t s  main source of 

income. The idea of reserves of 100 per cent

or more came from the possible large demand fo r

redemption and th a t danger d ic ta ted  the nature 

of p o rtfo lio lo f" th e »B o ard 's  assets. Nearly® 

h a lf  of i t s  assets (30 June, 1950, Balance 

Sheet) was in  se c u ritie s  which were "shorts"

( ie  1-5 years to  m a tu r ity ). To quote 

W T Newlyn

"With so large a proportion of i t s  assets 

in  SHORTS, 'Board is  c le a r ly  in  a very 

strong p os itio n  to  meet possible demands 

fo r redemption." (p 434).

The overhead costs of the Board varied

between only £3,000 to  £7,000 during 1944/5 to

1950/1, because i t  had very few currency

centres. For example, in  a vast country l ik e

N ig eria  they were spread very th in ly  with

centres in  Lagos, Ibadan, Kano and Port

Harcourt. Bank of B r it is h  West A fr ic a  carried

on the Board's functions in  N ig e ria . The main

costs of the Board were the ' cost of currency

manufacture' and the costs fo r insurance and

transpo rta tio n  of funds between the various

centres. The low average y ie ld  of the reserves

has been pointed out by some commentators as

due to  the predominance of short se c u ritie s  to

guarantee the l iq u id i ty  of such reserves and

hence the low p r o f i t .  We have to  note two

6 , W T Newlyn, "The C o lon ia l Empire" in  Banking in  the 
B r it is h  Commonwealth, ed ited  by R S Sayers, Oxford, 
Clarendon Press, 1952,

42



things here: ( i )  Redemptions and ( i i )  

P r o f i t a b i l i t y ,  Redemptions were n i l  between 

1916/17 to 1918/19 and again between 1941/42 to  

1948/49. The h ighest redemption was nearly £7 

m i n : 1920/21 which reduced the.currency  

c irc u la tio n  in  West A frica  from over £13 m to  

£8.6 m, even a f te r  allow ing fo r n early  £2 m new 

issue [Newlyn (1952), Table 2, p 430 ]. There 

was a steady period fo r redemptions between 

1923/24 to  1934/35, peaking during the ea rly  

depression years of the mother country. But 

issues in  those years, except 1930/31, somewhat 

compensated fo r the resu ltin g  drop in  currency 

in  c irc u la t io n . So, these trends, again 

re fle c te d  the foreign  trade sector of the 

economy which could e a s ily  do w ith a l i t t l e  

more cash or an ever increasing dose of 

m onetization. W T Newlyn's (Op. c i t . )  

redemption tab le  may be c ited  as some excuse 

fo r (a ) large reserve backing and (b) the 

predominance of the "shorts" in  the Board's 

assets p o r t fo l io .  But, again, the 

ju s t if ic a t io n  fo r a cent per cent backing 

ormore could only be presented in  terms of an 

arrangement which concentrates t o t a l ly  on the 

fo re ign  trade sector a t  the cost of the re s t of 

the economy.

On the p r o f i t a b i l i t y  of the Board's 

performance, i t  would have been a g reat deal 

b e tte r fo r the region as a whole, i f  i t  was 

seeded w ith ten s , i f  not hundreds of currency 
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centres a l l  over the lan d . This would have 

increased the Board's overheads, fre ig h t  and 

insurance costs enormously, thus turn ing  the 

modest p ro f its  in to  huge losses which the 

arrangement could e a s ily  absorb by ^bringing in  

a l i t t l e  fid u c ia ry  element in  the money 

supply. Y et, we must remind ourselves, th a t  

the West A frican  currency Board, l ik e  any other 

a t the time v;as not meant to  be an exercise  

e ith e r  in  economic development or in  

in te rn a tio n a l monetary co-operation, but a 

p la in  and simple case of monetary subjugation  

of what W T Newlyn would c a l l  "The Colon ial 

Empire".

I l l  Currency Notes

The experience vjith the currency notes 

during the pre-centra1-bank WACB-era in  N igeria  

has to  be seen in  the broader context of the 

use of money among the Nigerians in  general and 

the ex p a tria te  traders in  p a r t ic u la r .  U n til  

1916 there was no currency note fo r West A frica  

as such, and the WACB introduced currency notes 

fo r £5, £1, 10s, 2s and Is  in  th a t year. Notes 

of the sm aller denomination were introduced as 

a temporary measure because there was already  

pressure on the B r it is h  Mint to  supply coins in  

the UK i t s e l f .  These notes were not lik ed  by 

the Africans e ith e r  and they were withdrawn 

a f te r  the end of WWI when the pressure on the 

Mint relaxed and more coins were made
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a v a ila b le . Also in  1920 the Board replaced the 

West A frican  s i lv e r  coins by a llo y 'c o in s  

mainly to  discourage hoarding and m elting down 

which was the fa te  of too large a proportion of 

the s i lv e r  coinage" (J Mars, op. c i t . :  p -181 ) .  

But because of the b a s ic a lly  small value of a 

ty p ic a l exchange among the lo c a ls , the board 

f e l t  themselves obliged to  provide 100 per cent 

coin cover fo r  the currency in  c irc u la t io n .

This caused problem as the demand fo r various 

types of money varied  not only among 

"exp atria te" and domestic traders , but also  

among the commercial centres l ik e  Kano and 

Lagos and the fa r  flung places of the region. 

The board's in a b i l i t y  to  supply enough coins ' 

fo r the currency notes caused an increase in  

i t s  p rice  in  terms of currency notes, J Mars 

(op. c i t .  p 182) noted the case of Dan Tata, 

then only a Kano merchant " , , , ,  reported to  

have exchanged between £10,000 and £20,000 of 

notes fo r coins a t the ra te  of £1 paper fo r 17s 

6d in  coin in  1937". Again, in  the Western 

Provinces in  the 1920's one could pick up

£1 notes fo r twelve s h ill in g s  in  co in, A 

labourer who received h is monthly wage of £1 in  

the form of a note was a t  a g reat disadvantage 

since, no one would change i t  fo r him" .7 

Perhaps the most te l l in g  comment on the

7. H L Ward P ric e , Dark Subjects, London, 1939, pp 
251-2,
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re la t iv e  lack of ' l iq u id i ty '  o f the notes was 

noted by H L Ward P rice top , c i t . ) >  when

one A frican  tra d e r, fa i l in g  to  obtain  

change fo r £100 in  notes, l e f t  them behind 

on h is departure and never returned to  

claim  them",

W T Newlyn and D C Rowan (op, c i t . ,  p 57)

summed up the s itu a tio n  as fo llows:

"Notes were o r ig in a lly  advocated as a means 

of s im p lify in g  rem ittance problems. I t  

seems, however, th a t th e ir  e ff ic ie n c y  in  

th is  respect must have been reduced by the 

u ncerta in ty  of conversion, while  

considerable losses may have been in f l ic te d  

on A frican  tra d e rs , farmers and labourers,"

If we look at the general context of the

particular interest the Board was first

safeguarding the actions of the Board can

e a s ily  be expla ined . But there were problems,

to pursue even these lim ite d  o b jec tives , " . , , ,

by the Board's failure to foresee the rise in

crop prices . . .  (b ring ing ) about a collapse of

convertability in Kano . (Newlyn and Rowan,

op, c i t .  p 57 ) .  I t  could not be explained

f u l ly  in  terms of the " , . . .  d is in c lin a tio n  of

Africans to  use paper money (J Mars, op,

c i t ,  p 182) because th e ir  ty p ic a l transaction

needed coins ra th e r than notes, The choice of

anything in life, (currency types included)

depends on tas tes and preferences and also on

exchange contraints. It is a pity that the

Board fa ile d  also  in  th is  v i t a l  p a rt of i t s  job

fo r  so many years, in  not being able to  provide

Nigeria with sufficient amount of coins,
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Thus, the West A frican  Currency Board's 

operation in  N ig eria  kept the fo re ig n  value of 

the N igerian  currency stable a t the cost of the 

growth of the re a l money supply fo r  a l l  those 

years. Real money ’( l ik e  roads, h o s p ita ls , 

schools e t c . )  performs the very important 

economic function of f a c i l i t a t in g  exchange -  

smoother exchange would have increased 

p ro d u c tiv ity  and opened up new avenues of human 

ingenuity and d rive  which l ie s  dormant in  any 

socie ty . This lack of a proper degree of 

monetization of the economy must have a ffected  

economic development of N ig eria  during th is  

period and thus stunted her growth fo r  

generations under the s trin g en t ru les of the ' 

im peria l monetarism.

The Controversy over a C entra l Bank in  N ig e ria  

The f i r s t  documented proposal fo r  a ce n tra l 

bank in  N ig eria  can be traced to  J Mars' (op, c i t .  

p 212) work, where i t  is  contained in  only a few 

sentences. The reasons fo r i t s  establishment were 

enumerated as fo llow s;

( i )  co u ntercyc lica l con tro l of the deposit money 

w ith the commercial banks by manipulating  

the le g a l cash ra t io  to  the deposit 

l i a b i l i t i e s ;

( i i )  p rovision of loan to  some banks in  temporary 

d if f ic u l t y  w ith liq u id  assets;

( i i i )  s te r i l iz a t io n  of the overflow  of the West 

A frican  currency in to  N ig eria  through open
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market operations which, however, would 

require the existence of a government bond 

market;

(iv) Mars recognised the lack of such markets in

' Nigeria'at that time but remained optimistic 

about its appearance in the future through 

proj ects like

financing self-liquidating 
electricity works, pipeborne water 
supplies, drainage systems .... to 
create some gilt-edged local loans which 
might become so popular that they would 
attract most of the money which would 
otherwise be hoarded", (J Mars, op. 
cit, p 2 1 2 ).

(v) A central bank would also select the most 

suitable exchange rate for Nigeria, how much 

import control is right for the country and 

also decide on the optimal timing for the 

repayment of long-term debts, domestic and 

foreign. It is refreshing to note that the 

CBN of today, after nearly half a century 

since the above aspirations were raised, are 

involved with the similar problems and 

issues as Dr Mars foresaw, it ought to, 

except, with sterilization. The CBN did not 

see sterilization as a policy measure not 

because the gilt-market was still in its 

infancy. The case for sterilization was 

paramount during the oil boom period and its 

operation so easy, government itself being 

the beneficiary of these tremendous inflow
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of funds, th a t i t  s t i l l  remains a puzzle why 

the government of the- day did not pursue 

th a t p o lic y . I t  had been pointed out to  be 

one of the important reasons why N igeria  

needed to  have a c e n tra l bank of i t s  own and 

when th is  ra th e r su itab le  scenario a rr iv e d , 

the fo res ig h t of the f i r s t  N igerian  monetary 

economist was not made use of!

C V BrownS describes the chronology of th is  

debate. S ir  C ecil T revor's Report® on the 

p o s s ib ility  of s e ttin g  up a cen tra l bank fo r the 

Gold Coast had some relevance fo r i t s  neighbour, 

N ig e ria , The Report came out against such a 

venture,

W T Newlyn and D C Rowan (op. c i t ,  p 224, 225) 

co rre c tly  p o in t out the lim ita tio n s  and irre levance  

of the arguments in  the Trevor Report in  the 

contemporary context of West A fr ic a . The Gold 

Coast ce n tra l bank could choose a s te r l in g -d o lla r  -  

or gold-exchange standard: whichever was most 

su itab le  a t the time and in  any case, th a t issue 

was q u ite  d is t r in c t  from the issue of estab lish ing  

a ce n tra l bank. On th a t p o in t, i f  one followed the 

wisdom in  the Trevor Report, there would be no 

ce n tra l bank fo r e ith e r  Ghana or N ig e ria , even 

towards the end of the tw entie th  century, since in

8« C V Brown, "The N ig erian  Banking System" , George 
A llen  & Unwin, London, 1966,

9, S ir  C ecil Trevor, "Report on Banking in  the Gold 
Coast and on the Question of S e ttin g  up a N atio n al 
Bank", Accra, 1951,

49



n e ith e r country there is  ye t a w ell-developed bond 

and g ilt-ed g ed  se c u ritie s  market!

A fte r the Trevor Report of 1951, came the 

Fisher, Report in  1952, by. Mr J L .Fisher''®, an 

adviser to  thé Bank bf England. F isher Report was 

qu ite  complementary about the ro le  and the 

advantages of the West A frican  Currency Board. His 

negative recommendation fo r  a c e n tra l bank in  

N ig e ria , was based on, among other arguments, the 

fo llow ing  reasons:

( i )  "The f in a n c ia l environment hard ly  ex is ts  a t  

present fo r  a c e n tra l bank to  function in  

N ig eria  other than sem i-autom atically as a 

bank of issues: and i t  is  h ig h ly  doubtfu l i f  

a ce n tra l bank could be adequately s ta ffed  

a t  the moment . . . .  A c e n tra l bank would • 

also be expensive." (F isher Report, p 1 8 ),

( i i )  "We have seen th a t i t  is  possible th a t a 

ce n tra l bank might help  to improve the 

standard of indigenous banking. But i t  is  

b e tte r  to  b u ild  the f in a n c ia l s truc ture  from 

the base upwards ra ther than t r y  to  b u ild  

from the top downwards." (F isher Report, 

op, c i t .  p 17 ).

A l l  these caution contained in  the Trevor 

Report and in  the Fisher Report were abandoned in  

favour of the promise and fo res ig h t in  the works of 

the two academics, namely Newlyn and Rowan, when a 

mission from the In te rn a tio n a l Bank fo r

10, Report by J L F isher on:

"The D e s ira b il ity  and p ra c t ic a b il i ty  of 
estab lish ing  a C entra l Bank in  N ig eria  as an 
instrument fo r promoting the economic development 
of the country." Government P r in te r , 1956, Lagos.
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Reconstruction and Development came to  N ig eria  in  

1953 to  advise them on the same issue. The 

p o l i t ic a l  dimension of the debate fo r the f i r s t  

tim e, received paramount importance in  the IBRD 

Report.

" In  sp ite  of these advantages i t  is  c le a r th a t  

the West A frican  Currency Board w i l l  have to  

undergo changes in  the near fu tu re . N igeria  

and the Gold Coast are moving ra p id ly  towards 

self-government and i t  w i l l  not long be 

possible to  group under one currency board 

self-govern ing  te r r i to r ie s  which w i l l  not 

n ecessarily  want to  pursue id e n tic a l in te rn a l 

economic and f in a n c ia l p o lic ie s ."  (IBRD 

Report, p 9 1 ).

Again,

"The currency board system as now applied is ,, 

however, open to  c r it ic is m  on another account -  

i t  does nothing to  t ra in  Africans in  monetary 

management. . . .  For th is  reason, above a l l ,  

the mission fe e ls  th a t an e a r ly  change in  the 

currency arrangement is  d es irab le ,"  (IBRD 

Report, p 9 2 ).

Even though the IBRD Report shared many of the 

views contained in  the Fisher Report about the lack 

of the monetary in s t itu t io n s  in  N ig eria  a t the time 

to  make many of the workings of a c e n tra l bank 

e ffe c t iv e , the mission recommended in  favour of the 

establishment of such a banlc, because of the 

reasons reported above. But what s t i l l  remains as 

a mystery is  the tim e-lag  to  a c tio n . The World 

Bank submitted i t s  repo rt on September, 1954, the 

government accepted i t s  proposal; ye t i t  was not
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u n t i l  1s t Ju ly, 1959, when the C entral Bank of 

' N ig eria  came in to  existence! P art of th is  delay  

could be explained in  terms of the gap fo r the 

w aiting period fo r the independence of the country 

on ‘1st October 1960.

Eo The C entra l Bank of N ig eria

In  th is  section I  look in to  the establishment 

of the CBN, ra th e r than i t s  functions in  the 

subsequent years. An evaluation  of the functions  

of the CBN and also of the commercial banks and 

other monetary in s t itu t io n s  in  the p o s t-cen tra l -  

bank era, w i l l  be taken up in  the next chapter.

The World Bank mission in  i t s  Report proposed 

only " . . . .  the e a rly  crea tion  of a "S tate Bank of 

N igeria" w ith lim ite d  functions." The Federal 

government asked a Bank of England o f f ic ia l ,

Mr J B Loynes to report on the best way to  found a 

ce n tra l bank fo r N ig e ria . That resu lted  in  the 

Report by Mr J B Loynes, on the Establishment of a 

N igerian C entra l Bank.

Mr Loynes' terms of reference^"' were as 

follows ;

"Having regard to  the p o l i t ic a l  and economic 

development of N ig eria , to  the ex is tin g  

organisation of banking and currency and to the 

importance of m aintaining monetary s t a b i l i t y  a t  

home and the c re d it  standing of N ig eria  abroad;

11. Report by Mr J B Loynes on "The Establishment of a 
Nigerian C entra l Bank, the In troduction  of a 
N igerian  Currency and other Associated m atters". 
U n ivers ity  of Lagos L ib ra ry  e d itio n , 1957, p 1.
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and in  the l ig h t  of the recommendation of the

1953 Mission of the IB R D - to  advise on:
1. the establishm ent of a fed era l in s t itu t io n  

to  perform appropriate c e n tra l banking 

functions ;

. 2. the in tro d u ctio n  :of a Nigérian^ currency; land

the adm in is tra tion  of such a currency so as
to  preserve i t s  ex terna l value and i t s  

a c c e p ta b ility  w ith in  the country;

3. the re la tio n s h ip  of the Federal in s t itu t io n  

to  the Federal and Regional Governments, to  

Government in s t itu t io n s , to  the commercial 

banks and to the public; and

4. the ro le  of such an in s t itu t io n  in  the

development of a lo c a l money and c a p ita l
m arket. "

Mr Loynes' Report led to  the C entral Bank 

Ordinance of 1958 which resulted in  the 

establishm ent of the C entral Bank of N ig eria  on 

1st July, 1959. In  many ways Mr Loynes' terms of 

reference were r e s tr ic t iv e  and th a t re fle c te d  in  

c e rta in  features of the ordinance. For example,

C V Brown ( op. c i t .  p 140/141 ) pointed out " . . . .  

objectives of N ig e ria 's  C entral Bank are among the 

most conservative in  the Commonwealth, Only Ghana 

had equally  s ta t ic  o b jec tiv es . The c e n tra l banks 

of In d ia , Malaya and Rhodesia and Nyasaland had 

moderately dynamic objectives while those of 

Pakistan , A u s tra lia , New Zealand, Jamaica and 

Canada had objectives as dynamic as those of the 

Bank of Ceylon «. . . " .

Let me, therefore, compare the objectives of 

the central banks of Nigeria and Sri Lanka. For 

Nigeria:
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"The p r in c ip a l objects of the bank s h a ll be to  

issue currency in  N ig eria , to  m aintain externa l 

reserves in  order to  safeguard the 

in te rn a tio n a l value of th a t currency, to  

promote monetary s ta b i l i t y  and a sound 

f in a n c ia l >structure; in  .Nigeria and to  .act. as 

banker and fin a n c ia l adviser to  the Federal 

Government." (C entra l Bank Ordinance, Section 

4, 1958).

For S ri Lanka;

"1. The s ta b il iz a t io n  of domestic monetary 

values.

2. The preservation  of the par value of the 

Ceylon rupee and the free  use of the rupee 

fo r  current in te rn a tio n a l transactio n s,

3. The promotion and maintenance of a high 

le v e l of production, employment and re a l  

income in  Ceylon.

4 . The encouragement and promotion of the f u l l  

development of productive resources of 

Ceylon."

(Ceylon Monetary Law Act, No 58 of 1949).

Mr Loynes has been c r it ic is e d  by Professor 

Nwankwo (op. c i t .  pp 4 -7 ) fo r being as conservative  

as Mr Fisher before him, because both of them saw 

"nothing very wrong w ith the WACB". In  fa c t ,  in  

the case of S ie rra  L e o n e ' 2 in  which he

recommended in  favour of an enlarged currency board 

or 'Monetary In s t itu te '  ra th e r than an in s t itu t io n  

designed to  evolve in to  a cen tra l bank" (C V Brown, 

op. c i t .  p 138 ). I t  may be noted here th a t S ie rra  

Leone went against the above recommendation and 

established a c e n tra l banlc.

12. "Report on the Future of the Currencies of
S ierra  Leone and the Gambia", Government P r in te r , 
S ierra  Leone, 1961.
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Mr Loynes' caution can be traced back to  his  

... term of reference requ iring  him to  be in  lin e  with  

the e a r l ie r  IBRD Report, which recommended " . . . » 

the e a rly  crea tion  of a ' State Bank of N ig eria '

' w ith lim ite d  functions." There may be another 

reason;

".. .0 Loynes, l ik e  Fisher again, belonged to  

the old and orthodox school of thought which 

was based on a very narrow concept of the 

functions and techniques of ce n tra l banking."

(G O Nwankwo, op. c i t .  p 5 ) .

As an example, of Mr Loynes' conservatism and

caution, which led to  the lim ite d  o b jec tive  fo r the

prosposed c e n tra l bank we can look a t  some of his

argument as fo llow s;

"N igeria does not possess a se c u ritie s  market; 

and in te rn a l pub lic  issues by Government are 

v ir tu a l ly  unknown . . . . .  The a b i l i t y  and need 

of Governments, the banks and traders to  draw 

on or employ resources abroad may a f fe c t  lo ca l 

money conditions more than cen tra l bank 

ac tio n . Moreover, other fac to rs , such as the 

s ta te  of the export trade and the p o lic y  of 
Marketing Boards w i l l  also continued to  make 

themselves f e l t . "  (Loynes Report, op. c i t .  

p 6 9 ).

As a reaction  against these tra d it io n a l views

of the ro le  of a ce n tra l bank many commenators have

quoted Professor Sayers' famous l i n e s ' 3 against

such behaviour;

"The ce n tra l banker sat in  splendid is o la tio n  

tw idd ling  h is  thumbs . . . .  The c e n tra l bank must

13. R S Sayers, C e n tra l Banking a f te r  Bagehot, 
pp 113-115.
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be venturesome in  the kind of business i t  is  

w ill in g  to  handle, even a t the cost of making 

some m istakes."

However, I  fe e l h is to ry  has been a b i t  unkind 

to  Mr Loynes who t r ie d  to  cope w ith h is  narrow 

terms of reference, and yet came out v/ith a 

b lu ep rin t fo r a c e n tra l bank in  an environment 

where indigenous commercial banking was try in g  to  

estab lish  i t s e l f  as a v ia b le  a lte rn a tiv e  to  th e ir  

exp a tria te  counterparts. Loynes is  on record to  

have said:

" I  b elieve th a t a ce n tra l bank in  N igeria  

should be able to  b u ild  fo r the fu tu re , in  the 

knowledge of i t s  la s tin g  powers and 

re s p o n s ib il it ie s . I t  seems both an act of good 

sense and of confidence to  le g is la te  fo r a long 

period ahead ra th e r than to  impose a narrower 

framework which the bank may soon outgrow." 

(Loynes Report, op. c i t .  p 4 ) .

The f i r s t  governor of the CBN (Mr R P Fenton) 

along w ith the most senior o f f ic ia ls ,  a l l  came from 

the Bank of England, but by 1963, a l l  of them were 

replaced by N ig eria n s . So the e a r l ie r  concern 

about the s ta ff in g  problem a t the top was 

unnecessarily exaggerated. Let us now look a t the 

re la tio n sh ip  of CBN w ith the government. But 

before we do so, i t  may be noted here th a t only the 

f i r s t  few years of the i n i t i a l  stages a f te r  the 

establishment of the CBN is  to  be reviewed in  th is  

chapter on the h is to r ic a l  background of the recent 

monetary experience of N ig e r ia . The re s t of the 

review w i l l  be followed up in  the next.

The re la tio n s h ip  between the cen tra l bank of a 

country and the leaders of the m in is try  of finance  
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or of the Treasury, as it is sometimes called, is 

of paramount importance in the macroeconomic 

management. In fact, they are, together, the 

monetary authorities of the country and jointly 

responsible for-what may be called the 'monetary 

policy. When they act together in the best 

interest of the country, as they see it, there may 

not be any problem in the monetary management, even 

though the policies they jointly pursue may be 

ill-advised or ill-executed. But when they are in 

conflict problems may arise as to the type, and 

direction of the optimal monetary policy. In such 

a case the statutory stipulation would indicate 

which organ of the monetary authorities would have 

the last word. In the case of the UK, we know, the 

Treasury is all-powerful whereas in the USA the 

Federal Reserve has some degree of independence in 

conducting the monetary policy of the country.

Which system is better suited to a country who have 

not yet evolved the sophistication of the money 

markets in either of the two, and may still be 

dependent on its central bank to initiate much of 

the monetary institutiions and instruments for 

economic development, is a matter of taste, history 

and of course, of the aspirations of its people. 

There may be some justification in such a case, to 

empower the central bank with the ultimate 

authority on money matters, since they may be 

supposed to have a longer view of the economic need 

of the country compared to a transient elected
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government or a se t of m ilta ry  ru le rs  whose

foresights may not be far-reaching. Because of

th is  type of understanding or in tu i t io n ,  may be,

the Board of Directors of the CBN specifically

excluded government representation .

Yet, an Advisory Committee was there only to

represent the government opinion on various

monetary matters. But in the Budget speeches the

f i r s t  m in is te r of finance frequ en tly  used the

" f i r s t  person singular" on proposing monetary

p o licy , which the s ta tu te  s p e c if ic a lly  ind icated  as

in the domain of the CBN. There, was, however, no

real conflict in the early years of the CBN between

i t s e l f  and i t s  'm in is te r ia l '  partners to  conduct

the monetary policy of Nigeria. To quote C V Brown

{op. c i t .  p̂  144).

"Indeed the impression is  one of q u ie t  

cooperation. I t  appears as i f  Mr Roy Fenton, 

the former Governor of the bank, and 

Mr R A C lark, the former Permanent Secretary of 

the M in is try  of Finance, worked c lo se ly , 

together and th a t these two men were in  r e a l i ty  

the 'monetary a u th o r it ie s ';  however, both l e f t  

N ig eria  during 1963 and both have been replaced 

by N ig erians . I t  is  hoped th a t th e ir  

successors w i l l  continue to  work c lose ly  

to gether. I f ,  however, there were a c o n flic t  

the Ordinance suggests the Central Banlc should 

w in, but in  r e a l i ty  th is  can by no means be 

c e r ta in ."

Indeed, it was not, as the subsequent events 

unfolded the reality of the situation. It is not 

the close co-operation of a set of personalities
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(o f whatever n a t io n a lity )  which would d ic ta te  the 

re la tio n  between, the tw o .p o te n tia lly  competing 

in s titu tio n s  fo r the u ltim a te  monetary power. When 

the crunch comes, l ik e  i t  did during the c i v i l  war 

or more re c e n tly ,id u rin g  the o i l  boom, the 

cosmetics of c i v i l  co-operation between these two 

pretenders fo r monetary power are bound to  

evaporate, and the c e n tra l bank always has to  give 

in  to  the treasury who represent the power of 

people fo r the day. N ig eria  was no exception.

They t r ie d  to  fudge the issue by forming the 

Federal Executive Council which would adjudicate  

the r ig h t p o lic y  in  the case of c o n f lic t .  But we 

can now say from th is  vantage poin t of h is to ry  th a t  

irre s p e c tiv e  of the p e rs o n a litie s  involved in  th is  

th re e - t ie r  monetary management, the treasury always 

has the ac tua l ( p o l i t ic a l )  power on p o lic y  and the 

statu tes could have been b e tte r w ritte n  by 

appreciating such r e a l i t y .  We w i l l  come back to  

th is  issue a t the re le va n t poin t in  the next 

chapter,

The CBN ordinance, 1958, re s tr ic te d  the 

externa l value of the N igerian  pound w ith the 

B rit is h , but th is  obvious l im ita t io n  to  the power 

of the ce n tra l bank was l i f t e d  in  the 1962 

Amendment in  favour of appropriate changes.

Another unusual provision  of the 1958 ordinance was 

the high proportion (60 per cent) of the cen tra l 

bank l i a b i l i t y  (m ainly currency in  c irc u la tio n ) to  

be held only in  gold or s te r lin g  assets and th is  

was the minimum required reserve r a t io ,  so to  say, 
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fo r the f i r s t  f iv e  years . I t  is  an unusual 

re s tr ic t io n  fo r  the supply of high-powered money 

imposed on the supreme monetary au th o rity  of a 

country. But i f  we look a t i t  in  the h is to r ic a l  

context of ■ th e -VÎACB days of 100 per cent or more 

cover fo r the lo c a l currency and also in  the l ig h t  

of the to ta l  inexperience of ce n tra l banking in  the 

country along w ith a bad track record of commercial 

banking by the lo c a l bankers, th is  requirement may 

be judged today, as c o rre c tly  cautions ra th e r than 

unusually r e s t r ic t iv e .  The 1962 Amendment made 

matters less re s tr ic t iv e  by reducing the ra t io  to  

40 per cent and also allow ing d o lla r  assets to  be 

c la s s ifie d  as p a rt of the ex terna l reserve. Also 

in  the e a r ly  years a f te r  the establishment of the 

CBN (1962 to  be e x a c t), the m in is try  of finance  

endeavoured to  c o lle c t  a l l  the foreign  exchange 

holdings of the fe d e ra l and regional governments, 

marketing boards, insurance companies and 

commercial banks in to  the hands of the CBN and also  

to  reduce such holdings to  a le v e l as may be needed 

fo r a few months' import b i l l  " in  the o v e ra ll 

n ational in te re s t"  (1962 Budget Speech by the 

m in is ter of finance. Chief Festus Sam 

Okotie-Eboh) . Such moves fo r c e n tra lis a tio n  had to  

be in  the o v e ra ll n ation al in te re s t and was 

supported e a r l ie r  in  ce rta in  q uarters '4^ though 

opposed by Mr Loynes.

14. H M A O n it i r i ,  "The C entral Bank of N ig eria  and the  
Problem of Domestic Monetary S ta b i l i t y " , N igerian  
In s t itu te  of S o c ia l and Economic Research, 
Conference Proceedings, December 1958.
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In  th e ir  dealings w ith the other banks the CBN 

was awarded the usual c e n tra l bank status of being 

the banker to  the other banks, home and abroad, 

organise clearing-house a c t iv i ty ,  deciding on 

rediscount ra tes and undertaking.open market 

operations. But, due to  the paucity of monetary 

instruments and the re la t iv e  lack of transactions  

w ith cheque payments, such powers were not th a t  

s ig n if ic a n t compared to  i t s  power to  regu late  the 

required minimum l iq u id ity  ra t io  on d if fe re n t  types 

of deposits w ith fin a n c ia l in s titu tio n s  of 

d if fe re n t  s izes , and also  to  decide the composition 

of assets types to  be c la s s if ie d  as l iq u id i ty  

reserve.

The CBN was also given powers to  deal in  what 

in  B r ita in  would be ca lle d  lo c a l au th o rity  b i l ls  

and s e c u r it ie s . Mr Loynes had h is  reasons not to  

recommend th a t fo r N ig eria  fo r the Regional 

Governments to  mop up some lo c a l savings fo r lo ca l 

development.

F in a lly , the currency in troduction  involving  

over a b i l l io n  coins and notes was smoothly 

organised by the CBN w ith in  a period of a l i t t l e  

over three years a f te r  i t s  establishm ent. But 

C V Brown (op. c i t .  p 150) notes a unique 

opportunity lo s t  fo r the decim aliza tion  of the 

currency during th is  p erio d .
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p. Commercial Banking in Nigeria

The h is to r ic a l, background for.commercial 

banking in  N ig eria  is  d ivided in to  two periods: 

before and a f te r  the establishment of the CBN.

Some of the. authors already referred to,in the 

discussions above have undertaken a thorough 

scrutiny of commercial banking during this period. 

This section, therefore, summarises their findings 

and also comments on various points, culminating in 

a model, which describes the private and social 

costs and benefits of the marketing of loanable 

funds in Nigeria during the pre-CBN era.

One of the e a r l ie s t  documented commentary on 

banking in  N ig eria  came from J Mars (op. c i t .  pp 

207-213), who pointed out the basic need and 

inadequacy of such in s t itu t io n s  of h is  day. Mars 

recommended the crea tio n  of f in a n c ia l in s titu tio n s  

which w i l l  sp ec ia lise  in  the supply of medium-term 

and long-term loans to  the lo c a l en te rp ris es . He 

recognised the inadequacy of the commercial banks 

to  finance such long-term needs from th e ir  deposits 

and expected insurance companies to  invest in  such 

ventures.

J Mars was w ritin g  on these fu ture asp irations  

fo r the development of N ig e r ia , as e a r ly  as the mid 

1940's and exh ib ited  some in s ig h t in  the problem 

which was lacking in  the works of many la te r  

w rite rs , who were obviously biased due to  th e ir  

p a tr io t ic  fe rv o u r. I t  was fa r  too easy to  blame 

the e x p a tria te  banks fo r not providing enough funds 

fo r medium and long-term  investment in  N ig e ria ,
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s p e c ia lly  when they were mopping up most of the 

deposits in  the country because of th e ir  b e tte r  

reputation  on secu rity  and e ff ic ie n c y  compared to  

th e ir  lo c a l com petitors. By th e ir  very nature, the 

foreign  commercial banks were in  the business of 

short-run funds and, as ind icated  above, the source 

fo r long-term finance had to  be sought elsewhere. 

Much of the debate on the nature of the p o r tfo lio  

of the ex p a tria te  banks has been around th is  

problem and the adventures of many indigenous banks 

met w ith a s tick y  end because of channelling th e ir  

resources to  finance longer-term  loans than the 

nature of th e ir  banking business would w arrant.

Let us look at the history of the time in the light 

of the above first principle, noted in the earliest 

writing on the issue by the first monetary 

economist from Nigeria.

Professor G O Nwankwo d ivides (op. c i t .  p 45) 

our period in to  ( i )  The Free Banking Era (up to  

1952) and ( i i )  P re-C entra l Banking Era, 1952-1959. 

The free  banking e ra , as the name suggests, is  

characterised by the lack of any kind of banking 

le g is la t io n . The f i r s t  bank was established in  

N ig eria  in  1892, ca lled  the A frican  Banking 

Corporation and by the time of the 1952 Banking 

Ordinance there were three exp a tria te  banks and 

many indigerous banks.

The three e x p a tr ia te  banks were: (1 )

BarclaysBank, DCO (estab lised  1917); (2 ) Bank of 

West A fric a  (estab lished  1894) and (3) B r it is h  and 

French Bank (estab lished  1948). A l l  these banks
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underwent change of names during th is  period and

also subsequently.' The National Bank" Of Nigeria

has been the f i r s t  indigenous bank which succeeded

(estab lished  1933). The Nigerian Penny Bank

(fa ile d  in  1946), the In d u s tr ia l and Commercial

Bank ( fa i le d  in  1930) and the N igerian M ercantile

Bank ( fa i le d  in  1936) a l l  contributed to  the bad

reputation  of the home-grown banks, by surviving

only fo r a short time and thus costing th e ir

customers a l l  th e ir  deposits w ith them.

Mr G D Paton of the Bank of England was appointed

in  1948 to  in v es tig a te  banking a c t iv i t ie s  in

N igeria  and h is  repo rt was formulated in to  the 1952

Banking Ordinance -  the f i r s t  le g is la t io n  on the

subject in  N ig e ria .

The Paton Report i t s e l f  might have led to  an

indigenous banking boom. According to  the

statement made by the F in an cia l Secretary a t the

Federal House of Assembly in  1952, as many as 185

banking companies were reg is tered  between 1947 and

1952. According to  Professor 0 Teriba'® :

" I ts  foreknowledge and premature d isclosure in  

Lagos business c irc le s  led to  the spate of 

b eat-th e-law  re g is tra tio n s  of indigenous banks, 

culminating in  the abortive n ative banking boom 

of 1951-52."

But Professor G O Nwankwo (op, c i t .  p 47) comes 

up with the opposite view and claims th a t the Paton 

Enquiry of 1948 was i t s e l f  the e ffe c t  ra th e r than

15. O T erib a , "N ig e ria 's  Indigenous Banks," Bankers' 
Magazine, August 1969, p 79.
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the cause of the banking boom. According to  him,

145 out of the 185 new re g is tra tio n s  were made in

1947. This may be a re ac tio n , according to

Nwankwo, to  the d iscrim in atio n  by the exp a tria te

banks against the lo c a l customers.

G O Nwankwo”'^ c ite s  the example of In d ia  during

1939 to 1947 when commercial bank o ffic e s  increased

from 1951 to  48191

"The contrast between Ind ia  and N ig eria  during 

th is  period is  th a t w hile there was a ' lax ' 

banking le g is la t io n  in  In d ia , there was no 

le g is la t io n  a t a l l  in  N ig eria . In  such a 

vacuum, i t  is  not surpris ing  th a t anybody who 

had been dreaming of estab lish ing  a bank would 

rush to  re g is te r  one as soon as he could lay  

his  hands on any sum a t  a l l . "  (op. c i t .  p 4 7 ).

But th is  speculative bubble of the banking boom

did burst almost immediately and by 1955 only three

of them surv ived , along w ith  the n a tio n a l Bank of

N ig eria . They were: (1 ) the A frican Continental

Bank; (2 ) the Agbonmaybe Bank and (3) the Merchants

Bank. These four indigenous banks were competing

w ith the three e x p a tria te  banks in  the mid 1950's .

Yet even the su rv iva l of these la s t  form depended

on massive s ta te  support and also on the backing of

the major p o l i t ic a l  p a r tie s .

At th is  p o in t, i t  may be appropriate to  bring in  

the com petitive p os itio n  of the ex p a tria te  banks.

In an era when there was no ce n tra l bank and also  

no f in a n c ia l instruments in  which the lo c a l banks

16. G 0 Nwankwo " Ind igen isa tio n  of N igerian Banking", 
Bankers' Magazine, Ju ly , 1972, p 16,
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could hold th e ir  excess liq u id  assets, the foreign  

banks had some unusual advantage. They could hold 

th e ir  funds in  B r it is h  government bonds and b i l ls  

(the steady p a r ity  of the N igerian and B r it is h  

pound helped) and also use th e ir  London head 

quarters as the lender of the la s t  re s o rt, i f  such 

needs arose. The lo c a l banks had no comparable 

commercial b i l ls  to  f a l l  back on, n e ith e r did they 

have a ce n tra l bank who could help them in  

d is tre s s . So th e ir  liq u id  funds lingered in  barren 

is o la tio n  from the productive p o te n tia l of the 

Nigerian business community and people.

On top of th is  com petitive disadvantage, the 

p o l i t ic a l  dimension of the issue made l i f e  more 

d i f f i c u l t  fo r the banks. The ru lin g  p a rtie s  in  the 

Eastern (NCNC) and Western (the Action Group) 

regions a t th a t time o stensib ly  professed to  help  

the indigenous banks by chanelling massive amounts 

of government funds in to  them, whenever they 

could. But the banks were then used to  pursue the 

p o l i t ic a l  aims of the re levan t party in  power. 

Professor Nwankwo, however, points out th a t one 

should not evaluate the so cia l product of the lo c a l 

banks in  purely f in a n c ia l terms and assess th e ir  

contributions in  terms of the b e n e fit to  the whole 

community.

But a p rice  had to  be paid and the p o in t to  

in v es tig a te  here is  th a t i f  the p rice  had been too 

high fo r the b e n e fit ,  the society rece ived . The 

e x te rn a lit ie s  generated by the fa i l in g  lo c a l banks 

in  propping up lo c a l business which may not be
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touched by the e x p a tr ia te , is  not a pure ex terna l 

b e n e fit to  the Niqarian--economy® The cost is  not 

"merely" the lo s t savings of the depositors, or of 

the government funds which could have been b e tte r  

•in vested ;at the market ra te  of return® = The cost is  

also the bad reputation  each demise of an 

indigenous bank generated on the commerical banking 

a b i l i t y  by the N igerians . This may be one of the 

reasons why a free  and independent country l ik e  

N ig eria  has to  put up so long w ith foreign  

co n tro lled  commercial banks who have been endowed 

w ith an embarrassing le v e l of excess liq u id  funds 

while the successive doses of fed era l government 

advice, le g is la t io n  and th re a t go unheeded fo r  

th e ir  investment in to  desirab le  n ation al p ro je c ts .

Let us bring in  the re levant costs and benefits  

together, both p riv a te  and s o c ia l, in  analysing the 

structure of the banking a c t iv i ty  of the tim e .

The market fo r loanable funds in  N ig eria  a t the 

time could be depicted in  terms of the usual demand 

fo r and supply of i t .  But, during th is  time in  

h is to ry , the investment demand fo r funds may be 

only fo r pro jects  re la ted  to the fo re ign  trad e , 

whereas the savings in  the form of banit deposits, 

may i n i t i a l l y  be housed mainly w ith the exp a tria te  

banks. The deposit and loan in te re s t  ra tes may be 

assumed to  be held (a d m in is tra tiv e ly ) w e ll below 

the equ ilibrium  values fo r them. The s itu a tio n  on 

loanable funds can then, be presented in  terms of 

fig u re  2 .1 .
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At ol^ deposit in te re s t  ra te  OL' would be the 

saving In  a year when income is . a t %Qa . Investment 

( a l l  In  export re la ted  p ro jects ) could only be OL' ,  

a t most. I f  the borrowers of the loans are to  pay 

olj^ in te re s t  ra te  per u n it ,  th e ir  to t a l  b e n e fit  

(revenue) from Investment would be OL'BC whereas 

th e ir  to ta l  in te re s t  payment, O L 'D ii, g iv ing  them a 

surplus of CBDiio The exp a tria te  banks would make 

a gross surplus of I^D Elj^  The depositors (savers) 

w i l l  receive an In te re s t  Income (o r equ ivalent 

u t i l i t y  measure In  case of savings being mainly In  

n o n -in te res t bearing curren t account deposits) of 

1(3EL'0. Thus the to ta l  b e n e fit to  the society  

(OCBL') may be s p l i t  up In to  three categories of 

receplents: Savers (O lg E L '), banks (Ig E D li) and the 

Investors (iiD B C ). This Is  w ell below the maximum 

so cia l W elfare a t p o in t W, which could be achieved 

I f  In te re s t rates are allowed to  fin d  th e ir  

equilibrium  le v e ls .

Let us now bring In  the changes meant to  be 

generated through the establishment of indigenous 

banks. This has two aspects: (1) on the supply of 

loanable funds and (11) on the demand fo r loanable 

funds. The Indigenous banks aspired to  Incu lcate  

the banking hab its among the Nigerians a l l  over the 

country. Including the ru ra l areas and thus 

Increase to ta l  saving fo r the same amount of 

n ation al Income. This could dent the high 

propensity to  consume among the N ig erians , ( see 

Newlyn and Rowan, op, c l t .  p 121 ) s p e c ia lly  when 

the Indigenous banks would profess to  keep th e ir
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deposits secure and may even o ffe r  some re turn  on 

i t  i f  the savings are kept w ith them fo r a long- 

enough p erio d .

On the demand side the appeal to  p a trio tis m  is  

more d irec t»  The p ro jects  proposed by the N igerian  

businessmen and women were not considered 

favourably by the e x p a tria te  banks and only an 

indigenous bank with the fe e l fo r the p o te n tia l of 

the people and the pro jects  would see th e ir  

p r o f i t a b i l i t y  in  the long-run. In  terms of the 

diagram in  fig u re  2.1 above, the investment 

pro jects which are outside the export sector, would 

now have to  be considered. Assuming, they are not 

more p ro fita b le  than the export-o rien ted  p ro je c t 

with the h ighest in te rn a l ra te  of re tu rn , the 

p o s s ib ility  of looking in to  a l l  types of investment 

ventures in  the country, would only make the 

aggregate I- fu n c tio n  in  figu re  2 ,1 , more e la s t ic .  

The aggregate Saving function would also become 

more e la s t ic  th ere , w ith the advent of the 

indigenous banks in  the scene, c o lle c tin g  deposits 

from the fa r th e s t reaches of the country where no 

savings have been sought to  be tapped b e fo re . We 

can now present th is  scenario in  fig u re  2.2 below, 

where the consequences of the bank fa ilu re s  are 

also analysed. Whatever be the reason of such 

fa ilu re s , fo r example, s t i f f  competition and 

superior reputation  of the ex is tin g  exp a tria te  

banks, the p o l i t ic a l  meddling of the banking 

business or the lack of indigenous short-term  

f in a n c ia l instrum ents, the b en efits  were enjoyed by 
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some whose costs were paid fo r by others « The cost 

may not be re s tr ic te d  only to  the period of the 

p a rtic u la r  banking operation -  i t  could lin g e r on 

in  terms of the negative goodwill fo r the 

indigenous banks as a group in  the minds of 

Nigerians, may be fo r generations.

The in trod u ction  of indigenous banks would move 

the actua l saving and investment from OL' to  OL'' 

and the so cia l optimum from OL* to  OL** in  fig u re

2.2 on the next page. With no bank fa ilu re s , th is

change in  the market structure  in  banking would 

increase to ta l  so c ia l b e n e fit from CBL'O to  

C B 'L ''0 . That was the idea and hope and

aspirations of the pioneers in  indigenous

commerical banking in  N ig e r ia , But as we know from 

the documented h is to ry  ind icated  e a r l ie r ,  the fa c t  

was d if fe re n t  -  many indigenous banks did f a i l  to  

operate and many savers lo s t th e ir  deposits. So 

the ind igen isa tio n  of some sectors of the economy 

were bought by;

( i )  the gross surplus element (DD'E'E) of many 

of the indigenous bankers dwindling to  zero, 

and some cases to  negative fig u res ;

( i i )  the in te re s t  (o r the u t i l i t y  of owning 

l iq u id  assets i . e .  E E 'L " L ')  fo r many 

depositors w ith most of the indigenous banks 

not being earned, because;

( i i i )  the deposits themselves being lo s t  forever 

due to  the fa i lu r e  of the re le va n t banks;

( i v )  the  f a i lu r e  o f many o f the  indigenous banks 

would s h i f t  the  saving fu n c tio n , S ' ( Y q ) back
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towards S(Yq ) in d ica tin g  the re s to ra tio n  of 

of the dominance of the e x p a tria te  banks 

and;

(v )  the  frequency and the  magnitude o f bank 

f a i l u r e s ' s h i f t in g  the  o r ig in a l  savings  

fu n c tio n  S (Yq ) i t s e l f ,  backward -  le a d in g  to  

h ig h e r p ro p e n s ity  to  consume than the  

country  was used to»

I t  may appear, th e re fo re , th a t the pioneering  

group of business entrepreneurs who th rived  w ith  

the patronage of the re s t of the community had to  

be nurtured and nourished a t  a cost which could not 

be shown to  be n ecessarily  less than the so cia l 

ben efits  they bestowed on the N igerian economy, and 

may very w e ll be a g rea t deal more.

Let us now look a t  the microeconomic basis fo r  

the existence of some of the indigenous banks in  

the face of com petition from th e ir  exp a tria te  

counterparts, who had a lo t  of advantages a t th a t  

point in  N igerian  monetary h is to ry . For th is  I  

could use the dominant firm  model of o ligopoly  

where the e x p a tr ite  banks would be regarded as a 

covert c a r te l or co llu s io n  of p rice -lead ers  and the 

high cost domestic banks as p ric e -fo llo w e rs  in  the 

market fo r loanable funds. The marginal cost fo r  

providing loans may be re la ted  to  the deposit 

in te re s t ra te , but the marginal cost i t s e l f  is  much 

less fo r the expa tria tes  than fo r the lo c a ls , 

because of a l l  the reasons enumerated above: ( i )  no 

ce n tra l bank; ( i i )  to  short-term s fin a n c ia l  

instruments fo r the lo ca ls  to  put th e ir  id le  funds 
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in ; ( i i i )  the access of the London head-quarters  

and the money markets fo r the e x p a rtr ia te s . The 

price  fo r the loan may be re la ted  to  the loan 

in te re s t ra te  and the minimum p rice  is  se t by the 

p r ic e -le a d e r, 'The p rice  would contain in  i t  the 

type or nature fo r the c o lla te r a l ,  the tim e-horizon  

w ith in  which the c a p ita l has to be repaid w ith  

in te re s t and, of course, the loan in te re s t  ra te  

i t s e l f .  There may be a whole range of prices fo r a 

whole set of loanable funds app licable to  the 

indigenous and the e x p a tria te  banks. S im ila rly , 

the cost could also be a t variance, depending on 

the type of the loan and of the bank from which i t  

is  sought. But in  the model below, where we would 

l ik e  to  capture the essence of the loan market 

structure  a t the tim e, I  assume one p rice  fo r a l l ,  

but d if fe re n t  cost, or more s p e c if ic a lly ,  marginal 

cost s tru c tu re . The model is  depicted in  fig u re  

2 ,3 .

Let us assume DD' to  be the 'in d u s try ' demand 

curve fo r c a p ita l funds in  the economy. The 

industry is  composed of three exp a tria te  banks, 

working in  a t a c i t  co llu s io n  dominating the market 

and se ttin g  the p rice  and also of many indigenous 

banks who have much higher marginal costs but have 

to  accept the p rice  set by the le a d e r(s ). The 

leader(s ) then, to  maximise p r o f i t ,  carve out the 

demand l e f t  fo r them a t  each p rice  assuming the 

followers would behave as p rice -ta ke rs  and fo llo w  a 

supply curve as given by SS' .  This leaves the 

leader(s ) w ith a kinked demand curve Dl e d ' with
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the corresponding MR̂  -  curve, w ith  a 

discontinuous section a t  an ' output' point 

corresponding to  the kink a t  E.

, To set the pro fit-m axim is ing  p rice  and the 

corresponding output, the lead er(s ) would equate 

MRl to  MCl  (assumed here constant, fo r  

convenience) a t F, This leads to  the equ ilibrium  

p rice  OP, a t which the le a d e r(s )' share of the 

market is  Qf Ql and the fo llo w ers ' share is  

O Q f o

As we can see in  fig u re  2.3 , a s u ff ic ie n t  drop 

the MĈ  could push the follow ers out of the 

market and th is  could have been the fa te  fo r many 

fo llo w e rs . The d iffe ren ce  in  the MĈ  and the 

marginal cost of the small indigenous bank is  

re la t iv e  and i f  th is  small firm  has to  a t t r a c t  

deposits by o ffe rin g  ( l e t  us say) in te re s t  on 

current account (as i t  did happen in  some cases) 

and also by promising loans on a dubious p ro je c t, 

the d iffe ren ce  in  the two marginal costs could be 

s u b s ta n tia l. This would then lead to  a s itu a tio n ,  

eventually  where the lead er(s ) could ra is e  deposits 

a t a much cheaper cost than th is  p a rt ic u la r  

fo llow er and w ith i t s  source of deposits cut o f f ,  

i t  would not have very long to  su rv ive . Such might 

have been the cause of the fa i lu r e  of many 

indigenous banks.

To stop such a fa te  aw aiting the ex is tin g  

indigenous banks, the governments (regionals a t 

th a t time) put in  su b stan tia l deposits w ith some of 

the lucky ones. This has the e ffe c t  of pushing the
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SS' in  fig u re  2 .3 , downward, thus making the 

su rv iva l of some o f the fo llow ers possib le . Yet, 

even w ithout the d e s ta b iliz in g  e ffe c t  of p o l i t ic a l  

e x p lo ita tio n  of such banks and th e ir  subsequent 

mismanagement, the inheren t -comparative advantage 

of the ex p a tria te  banks could never be challenged  

e ffe c t iv e ly , w ithout the backing of a cen tra l bank, 

requ iring  proper monetary or l iq u id i ty  and 

p o r tfo lio  d is c ip lin e  from the home-based banks and 

o ffe rin g  in  re turn  the sanctuary of la s t-re s o r t  

lending and providing the scope fo r short-run  

f in a n c ia l assets to  put th e ir  l iq u id  reserves in .

As we know now, the appearance of the CBN was ju s t  

in  time to  guarantee the su rv iva l of the remaining 

indigenous banks on s o c ia lly  optimal s tra te g ie s . 

Otherwise, more and more public funds would have 

been " . . . .  thrown down the drains through the 

established indigenous banks" (Nwankwo, op. c i t .  p 

51) even w ithout the p o l i t ic a l  e x p lo ita tio n  and 

mismanagement being repeated, to  prop up inh eren tly  

in e ff ic e n t in s t itu t io n s  in  the name of nationalism .

G o  An Overview

In  the h is to r ic a l  perspective of our period of 

in te re s t of the CBN era , I  s ta rted  as e a rly  as the 

COWRIE currency system which was the medium of 

exchange fo r  a large p a rt of N ig eria , less than a 

century ago. We saw how the economic need of the 

time fo r fo re ign  trade induced the crea tion  of 

certa in  monetary in s t itu t io n s  in  the country, which 
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N ig eria  did not have any chance to  evo lve, i f  l e f t  

in  the is o la tio n  of, her own devices. But th a t was 

not to  be, and the economic superpower of the time 

saw to  i t  th a t the colony from which the b enefits  

of foreign  trade had to-be ex p lo ite d , be endowed 

with a monetary and fin a n c ia l s truc ture  which would 

lu b ric a te  the course of th a t foreign  tra d e . I t  may 

not even be a m atter of h is to r ic a l c u r io s ity  to  

guess the s ta te  of the monetary anarchy i f  B r it is h  

s ilv e r  coins were not to  win the b a tt le  fo r the 

mediums of exchange. Whichever in d u s tr ia l power 

were to  colonise the country, i t s  currency system 

would have been adopted, to the neglect of a l l  the 

others. Thus, monetary anarchy could not have 

lingered fo r long, and an eventual winner was bound 

to  have emerged in  the b a tt le  of currency, 

fo llow ing the quest fo r p o l i t ic a l  power. In  th is  

h is to r ic a l case, as in  many others of the tim e. 

Great B r ita in  and i t s  currency emerged to  dominate 

the economic fa te  of the country, w ithout much 

opposition from the o th ers .

We have seen how the quest fo r economic 

emancipation g radually  d irec ted  the lo c a ls , fo r the 

r ig h t type of currency and the r ig h t type of 

in s t itu t io n s . But a l l  through the p erio d , u n t i l  

the creation  of the CBN, there was continuous 

c o n flic t  between the in te re s ts  of N ig eria  and those 

of Great B r ita in . Commercial banking prolonged the 

economic domination of N ig eria  even a f te r  her 

p o l i t ic a l  emancipation. That was made possible, 

because of the lack of success of indigenous banks 
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to  win over any s ig n if ic a n t market share, This 

fa i lu r e  may not be, e n t ire ly  due to  the 

disadvantages of the la te  entrants in to  the market, 

but was in e v ita b le  because of the inherent 

advantages of «the ex p a tria te  banks through th e ir  

foreign  lin ks  and of the disadvantages of the 

loca ls  mainly because of the absence of a ce n tra l 

bank. The so cia l cost of the domestic currency 

being linked  successfu lly  to  the pound s te r lin g  

must have been enormous in  terms of the lo s t  extra  

output over decades, which the slow monetisation of 

the economy brought fo rth  due to  the inadequate 

supply of re a l balances throughout th is  p erio d .
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H, The Recent Trends

Let us now look a t  the monetary experience o f  the  N iger ian  

economy s ince the inaugu ra t ion  o f  the  C e n tra l -B ank 'o f  N ig e r ia  in  J u ly ,  

1959. This is  again, a very broad scenar io  o f  recent h i s t o r i c a l  

events o f  the economy where monetary and rea l aspects cannot be 

a r t i f i c i a l l y  separated. N e ithe r  is  i t  poss ib le  to  understand the 

p o l i t i c a l  economy o f  t h i s  reg ion compris ing th ree  major t r i b e s  and many 

minor ones, when the country  has been going through a l t e r n a t i v e  doses 

o f  m i l i t a r y  ru les  and Western s t y le  democracies, w i th o u t  a p p re c ia t in g  

the nort l ' i -south d iv id e  b a s ic a l ly  on the Musi im -C h n s t ia n  r e l ig i o u s  

denominations. The s i t u a t i o n  is  f u r t h e r  complicated by c i v i l  war f o r  

nea r ly  th ree years, an o i l  boom era which las ted  around a decade, to  be 

fo l low e d  by a co l lap se  o f  o i l  p r ic e  and produc t ion  i n i t i a t i n g  a steady 

d e c l in e  o f  n a t ion a l income and general l i v i n g  standards which is  s t i l l  

c o n t in u in g  today. We concen tra te  on a s in g le  theme, however, 

throughout these f a s t  changing socio-economic p lo ts  in  p o r t ra y in g  the 

development o f  monetary i n s t i t u t i o n s  and ins trum ents  and o f  money 

i t s e l f  in t h e i r  in te r a c t io n  w i th  va r ious  k inds o f  s t im u l i  and shocks 

du r ing  these pe r iods .

The whole pe r iod  o f  nea r ly  t h i r t y  years can be d iv id e d  in to  th ree  

sub -pe r iods :  ( i )  the f i r s t  ten years ending w i th  the c i v i l  war in  the 

la s t  th re e ;  ( i i )  the o i l  boom era and ( i i i )  the depression years. In 

each sub -pe r iod ,  we look in to  the  monetary events o f  the  t ime in  terms 

o f :  ( i )  the CBN and the money and c a p i ta l  markets and ( i i )  the

commercial banks. I f  we look a t  the growth f ig u re s  f o r  the  n a t ion a l 

income, the th ree  per iods  a lso  f a l l  in to  th ree  d i s t i n c t  p a t te rn s :  in

the f i r s t  per iod (1959-60 to  1969-70), rea l income was in c rea s ing  a t  an 

annual average (s im p le )  ra te  o f  n e a r ly  4.5 per cent whereas i t  went 

over 5 percent ( i . e .  f o r  1970-71to 1980-81) du r ing  the o i l  boom era.
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Since then i t  has been f a l l i n g  over 3 per cent per year,  the b igges t  

drop being 17 per cent in  one year du r ing  1982/83 to  1983/84! I f  we 

take the whole per iod  -  the c re a t io n  o f  the  CBN t i l l  the  year 1987/88 - 

rea l income in  N ig e r ia  has been in c rea s ing  at an annual ra te  o f  nea r ly  

4 per cent which is  below the ra te  the  economy was progress ing  before 

the o i l  boom set the coun try  on an acce le ra ted  growth path. Some might 

argue, th e re fo re ,  the coun try  could have done w i th o u t  the  o i l  boom, 

w h i le  o thers  could say t h a t  a d i f f e r e n t  or b e t te r  r e a l lo c a t io n  o f  

resources ought to  have enabled the  economy to  reach a s e l f - s u s ta in e d  

growth, where the exogenous shocks l i k e  the co l lapse  o f  the  o i l  p r ic e  

and/or quota p roduc t ion  (d ic ta te d  by the OPEC) could not lead i t  to  a 

depth o f  a depression as i t  has done re c e n t ly ,

I . The F i r s t  Ten Years

( i ) The Centra l Bank

There have been a number^^ o f  reviews on how the CBN fa red  in the

f i r s t  few years a f t e r  i t s  b i r t h .  Let me f i r s t  descr ibe  t h a t  from the

po in t  o f  view o f  an in s id e r ,  namely G.E. Nemedia (o p .c i t .  1974) o f  the 

CBN. He f i r s t  defended the  number o f  Centra l Bank Amendments and 

Decrees from 1962 through to  1969, because:

G.O. Nwankwo, 1980, o p .c i t .  chapters 2 ,3 ,4 ,5 ;  and C.V,
Brown, 1966, o p .c i t .  chapters 6 ,7 ,8 ,9 ,  are the two
re p re s e n ta t iv e  ones. Among some unpublished ones, I may 
mention :

( i )  C.E. Nemedia, “ Monetary P o l ic y  in  N ig e r ia  ; Tools and
E f fe c t iv e n e s s " ,  Lecture  g iven to  the Economic s o c ie ty ,  Ahmadu 
B e l lo  U n iv e r s i t y ,  Z a r ia ,  N ig e r ia  on 28th February, 1974.
( i i )  M.A. Shahi, "The Development o f  the N ige r ian  Money Market 
: 1960-1976," D iscuss ion Paper. Department o f  Economics, A .B .U .,  
1978.
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" ......... the t r a d i t i o n a l  to o l  o f  open market ope ra t ions  has not

been o f  ready and use fu l a p p l i c a b i l i t y  in  economies w i th

unsop h is t ica ted  f i n a n c ia l  systems and underdeveloped and poor ly

in te g ra te d  f in a n c ia l  m arke ts .............. Even i f  the f in a n c ia l  i n s t i t u t i o n a l

c o n s t ra in ts  were removed, such a general and i n d i r e c t  t o o l  has l im i t e d ,  

i f  any usefu lness to  the economic c ircumstances in  which N ige r ia  and 

s im i la r  develop ing c o u n t r ie s  found themselves. For ins tance ,  the need 

to  s t im u la te  economic development w i th o u t  ab d ic a t in g  the fu n c t io n  o f  

p r ic e  s t a b i l i z a t i o n ,  has made i t  in e v i t a b le  to  approach the task o f  

monetary re g u la t io n  through c r e d i t  c o n t r o l . "

Nemedia thus ta lk e d  about c o n t ro l  o f  bank l i q u i d i t y  in  terms o f  

v a r ia b le  requ ired  l i q u i d i t y  r a t i o ,  o f  cash reserve r a t i o  and a lso  o f  

spec ia l depo s i ts .  But what was ra th e r  unusual from o ther  c o u n t r ie s ,  

the CBN fiad the power to  set l i m i t s  on the p o r t f o l i o  of banks’ 

investment p a t te rn s .  This was done by the d i r e c t  c o n t ro l  o f  bank 

c r e d i t  through c r e d i t  c e i l i n g s  and s e le c t iv e  c o n t ro l .  For example, the

CBN had the power " ......... o f  s e le c t iv e  c o n t ro l  o f  c r e d i t  which .........  ( i t

cou ld ) exe rc ise  by p re s c r ib in g  a se c to ra l  d i s t r i b u t i o n  o f  c r e d i t  which 

the banks should adhere to  w i th in  a s p e c i f ie d  per iod  o f  t im e . These

instrum ents  have been found to  be o f  g re a te r  relevance in  the p u rs u i t

o f  the goals o f  monetary p o l ic y  in  N ig e r ia . "  (Nemedia, ib id .  p . 81

Nemedia d iv id e d  the pe r iod  u n t i l  1974 in fo u r  d i f f e r e n t  phases: 

Phase I -  Permissive Monetary Management: 1958-1964.

Phase I I  -  Period o f  Monetary o r  C re d i t  R e s tra in t  : L a t te r  pa r t  

o f  1964 to  October 1966.

Phase I I I  -  Period o f  Monetary Ease: November 1966 t o  June 1969. 

Phase IV -  Moderate Monetary R e s tra in t  : J u ly  1969 t i l l  date, 

( i . e .  February 1974).
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The f i r s t  phase had to  be the CBN t r y in g  to  e s ta b l i s h  c e r ta in  

monetary i n s t i t u t i o n s  and ins trum ents  in  the coun try  w i th o u t  which a 

c e n t ra l  bank could not fu n c t io n .  In  t h i s  endeavour the  CBN provided 

c le a r in g  f a c i l i t i e s  f o r  cheques a t  v a r i o u s ■CBN branches in . t h e  major 

c i t i e s .  Then i t  s ta r te d  the money market by issu ing  Treasury b i l l s  and 

o f f e r i n g  re d isco un t in g  f a c i l i t i e s .  The c a l l  money scheme was s ta r te d  

in 1962 fo r  p r o f i t a b l e  investment o f  s h o r t - te rm  surp luses and the Lagos 

Stock Exchange in  1961 to  promote t ra n s a c t io n s  in  long-te rm  c a p i ta l  

funds.

The CBN a lso  had to  f ina nce  the development schemes o f  the

government when the  expected f o re ig n  a id  to  he lp out government

investment p ro je c ts  d id  not m a te r ia l i s e .  Th is led to  la rge  p u b l ic

sec to r  borrowing requirement and the CBN’ s f in a n c in g  o f  the budget 

d e f i c i t  caused la rge increases in the money supply.  In  f a c t ,  narrow 

money increased by 31 percent between the end o f  1961 to  the end o f  

1964 and the broad money ( in c lu s i v e  o f  savings and t ime de po s i ts )

increased by as much as 37 percent du r ing  t h a t  pe r iod .  This might have

helped to  "munetise" the economy b e t te r  and led to  a s u b s ta n t ia l

increase in  rea l income (n e a r ly  22 percen t)  and was not as

i n f l a t i o n a r y ,  as Nemedia thought i t  was.

The second phase o f  the CBN, accord ing to  t h i s  in s id e r  v iew, was 

invo lved w i th  the t a c k l i n g  o f  some monetary problem o f  economy, f o r  the 

f i r s t  t im e. The problems, ap p a re n t ly ,  were those o f  co n ta in in g

i n f l a t i o n a r y  pressures and s o lv in g  d e te r io r a t in g  balance o f  payments 

s i t u a t io n s .  The rap id  growth o f  the economy in  the  e a r l i e r  phase 

increased demand which could not be s a t i s f i e d  by the  r e l a t i v e l y  small 

m anufactur ing se c to r .  Imports  could have helped t o  b r in g  supply in  

l i n e  w i th  demand, but the d im in is h in g  fo re ig n  exchange resource came as 

c o n s t ra in t .  In  f a c t ,  the  t rade  balance was in  d e f i c i t  in  a l l  the years
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from 1961 to  1965, whereas the  balance o f  payments d e f i c i t s  was a t  i t s  

h ighes t  a t  90 m i l l i o n  in  1963. The fo re ig n  exchange reserve f e l l  to  

i t s  worst leve l  o f  162.5 m i l l i o n  a t  the  end o f  1963. The CBN took the

fo l lo w in g  measures to  ta c k le  the problems:

( i )  A c e i l i n g  o f  15% on the commercial banks’ expansion ra te  on t o t a l

loans and advances (reduced to  13% in  1966 ), and a t  the same

t im e , a l lo w in g  the  c e n t ra l  bank t o  expand c r e d i t  t o  the l i m i t  of 

17.6%. This was a k ind o f  crowding out d ic ta te d  d i r e c t l y  by the 

a u t h o r i t i e s ,  ra th e r  than coming i n d i r e c t l y  through ’ open market 

o p e ra t io n s ’ as would happen in  more mature monetary environment, 

( i i '  S e le c t iv e  c r e d i t  c o n t ro l .  The commercial banks had to  undergo

another 4% l i m i t  ( w i th in  the broad 13% o f  1966) on c r e d i t

expansion towards imports  o f  less  e s s e n t ia l  consumer goods and o f  

f in a n c in g  o f  h i r e  purchase f i rm s  engaged in  f a c i l i t a t i n g  

consumption expend itu re .  The idea was to  d i v e r t  resources away 

from consumption a c t i y i t i e s ,  towards p rodu c t ive  sec to rs .

( i i i )  Moral suasion by appealing to  the banks to  "e xe rc ise  r e s t r a i n t  in 

making loans f o r  pu re ly  consumer expend itu re "  and

( i v )  in c rea s ing  the CBN’ s minimum red iscoun t ra te  from 4% to  5%.

The t i g h t  monetary p o l ic y  o f  the second phase was much too 

succe ss fu l ,  lead ing to  an ac tua l drop in  rea l income by 2% between the 

f i s c a l  years 1965/66 and 1966/67. On top  o f  th a t  the s o c i o - p o l i t i c a l  

un rest cu lm in a t in g  in  the  c i v i l  war in  the east c u r t a i le d  government 

revenue and a lso  led t o  the  requirement o f  increased expend itu re .  A l l  

these events fo rced  upon the monetary and the c e n t ra l  government

a u t h o r i t i e s  o f  the coun try  the de c is io n  towards monetary ease. The 

circumstances towards t h i s  tu rn  round on monetary p o l ic y  had been 

n ic e ly  summarised in the  CBN annual Report a t  31st December, 1966, as 

fo l lo w s :
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"By the middle o f  October (1966), however, i t  was poss ib le  to  say 

whether o r  not the economy was perfo rm ing a t  the des ired  le v e l .  

Monetary in d ic a to rs  to  the end o f  August had shown s i g n i f i c a n t  downward 

departu res from the es ta b l is h e d  norm. A d d i t io n a l l y ,  op in ion  sampling 

amongst the businessmen and bankers in  e a r ly  October confirmed the 

p ic tu r e  po rtrayed by monetary in d ic a to r s  -  t h a t  o f  s t rong  recess iona l 

in f lu e n c e s .  Long be fore  the Centra l Bank took a f i n a l  d e c is io n  on the 

next d i r e c t io n  o f  i t s  p o l ic y ,  the Government con fron ted  w i th  a 

c o n t ra c t io n  o f  revenue and ex te rn a l  a id  re c e ip ts ,  made i t  d i f f i c u l t  f o r  

the bank to  r e a l is e  i t s  hope o f  17.6 percent l i m i t  on the growth ra te

o f  c r e d i t  to  Government................. When the problem o f  s e t t in g

d isp laced persons, fo l l o w in g  the  d is tu rbances  in  September-November, 

placed a d d i t io n a l  burdens on the governments, and commentators were 

spar ing  no pains in t r y i n g  to  t a l k  the economy in to  a "depress ion" the 

th in k in g  in Government c i r c l e s  began to  veer towards pump-prim ing." 

(CBN Annual Report, o p .c i t .  pp 15-16).

The CBN thus l i f t e d  a l l  the c r e d i t  r e s t r a i n t s ,  imposed e a r l i e r ,  

hoping, however, t h a t  the banks would c a r ry  on d is c r im in a t in g  aga ins t  

the f in a n c in g  o f  consumption expend itu re  and f o r  the  p roduc t ive  

sec to rs .  This monetary permissiveness re s u l te d  in  the  increase to  the 

government secto r by over 81 percent in  1967 and nea r ly  85 percent in 

1968, whereas the corresponding f ig u r e s  f o r  the p r i v a te  se c to r  c r e d i t  

was -7.7% and +0.3%. This  could not be helped because o f  the c i v i l  war 

but i t  d id  s ig na l  danger f o r  the  subsequent pe r iods  when the 

h o s t i l i t i e s  were over.  The i n f l a t i o n a r y  pressure o f  the enormous 

c r e d i t  c re a t io n  had to  be d e a l t  w i th  and t h a t  ushered in  the  next phase 

o f  moderate monetary r e s t r a i n t .  At the  same t im e the beginn ing o f  the 

o i l  boom was ga the r ing  momentum -  o i l  expor ts  jumped to  n e a r ly  N380m 

in  1969 from ju s t  over NiOSm in  1968 -  and the  balance o f  payments was
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no longer a problem. The p o l ic y  o b je c t i v e  was the c o n t ro l  o f  i n f l a t i o n

and t h i s  the CBN sought t o  achieve by " ......... s t im u la t in g  the sec to rs

respons ib le  f o r  producing the requ ired  goods and se rv ic e s .  The 

ra t io n a le  behind t h i s  is  the  b e l i e f  t h a t  in f l a t i o n a r y  pressures can 

best be c o n t ro l le d  by r a is in g  the le v e ls  o f  supply o f  goods and 

se rv ices  to  those o f  demand. Thus, w h i le  the stance o f  p o l ic y  remained 

expansive, c r e d i t  r e s t r a i n t s  to  s p e c i f i c  areas were demanded by the 

Bank". (Nemedia, o p .c i t .  p. 18)

Nemedia here made no comment about the a c c e le ra t in g  ra te  of 

growth o f  money supply th a t  the s t a r t  o f  the o i l  boom era was beginning 

to  b r ing  f o r t h .  The obvious p o l ic y  to  co n t ro l  the ra te  o f  i n f l a t i o n  

would be to  s t e r i l i z e  p a r t  o f  the enormous o i l  expor t  revenues coming 

to  the government s ec to r  and s ince i t  was coming to  the ce n t ra l  

government, i t  was f a r  too easy to  accomplish, i . e .  not to  spend i t  

a l l .  Of course, to  be f a i r  t o  the  Centra l Bank, the de c is io n  to  spend 

or not to ,  from the enormous o i l  revenue stayed m ain ly  w i th  the 

t re a s u ry  or the f inance  department o f  the ce n t ra l  government. But one 

would expect the CBN to  advise the ’ t r e a s u r y ’ on the consequences o f  

the high ra te  o f  growth o f  money s tock in  the coun try .  In f a c t  the 

1970 le ve l  o f  narrow money was 80% above i t s  1966 le v e l  and when 

Nemedia was d e l i v e r in g  t h i s  speech la te  February in  1974 a t  A .B .U .,  the 

o i l  boom was w e l l  on i t s  way. The 1973 o i l  export  was N2890m; more 

than fo u r  t imes i t s  1970 le v e l !  I t  i s  q u i te  s u r p r is in g ,  th e re fo re ,  

th a t  a ce n t ra l  bank economist d id  not even mention t h i s  a l l  im portan t 

danger o f  i n f l a t i o n .  I f  the CBN had the a b i l i t y  t o  persuade the 

government of. the day to  f o l l o w  s o c ia l l y  op t imal monetary p o l ic y ,  the 

obvious th in g  to  do was not to  a l low  the enormous g lu t  o f  fo re ig n  

exchange to  tu rn  t o t a l l y  in to  na ira  in  c i r c u la t i o n  and in v e s t  p a r t  o f  

the surp lus  in fo re ig n  money markets. Of course, i t  prov ided the
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country  w i th  the golden o p p o r tu n i ty  f o r  investment in  b u i ld in g  up the 

s o c ia l  i n f r a s t r u c t u r e  in  terms o f  roads, pr imary schools , co l leg es ,  

u n i v e r s i t i e s ,  h o s p i ta ls ,  p o r ts  e tc .  and much o f  i t  was a c tu a l l y  

accomplished. But what ‘ was m iss ing ,  was a r e l a t i v e l y  s ta b le  p r ic e  

le v e l ,  which on a l l  counts is  conducive to  economic growth. We w i l l  

take up t h i s  and re la te d  po in ts  in  the o i l  boom se c t io n  o f  our 

n a r ra i  i o n .

In the f i r s t  ten years o f  i t s  ex is te nce ,  however, the CBN has to  

be judged by i t s  performance in  i n i t i a t i n g  the money market and the 

re la te d  monetary i n s t i t u t i o n s  in  N ig e r ia .  As we a lready  saw in  the 

la s t  chapter,  the main debate on the  d e s i r a b i l i t y  o f  a c e n t ra l  bank f o r  

N ig e r ia  concentra ted on these very p o in ts  -  a c e n t ra l  bank could be 

e f f e c t i v e  and use fu l so long as i t  has the monetary ins trum ents  and 

i n s t i t u t i o n s  to  in f lu e n c e  the re s t  o f  the economy w i th .  On t h i s  l i s t ,  

f 1 1 sr comes Treasury B i l l s .

T t e a s u r y  B i l l s  Ordinance o f  1959 and T.B. Regu la t ions o f  1960 set 

N ige r ia  on to  the path of modern banking. The Federal Government could 

borrow funds t h i s  way to  f inance  i t s  expend itu res  and a t  f i r s t  the T.B. 

issues were r e s t r i c t e d  t o  on ly  10% o f  i t s  est imated revenue. Th is  was 

g ra d u a l ly  increased over the years u n t i l  in  1970 i t  was ra ised  to  150%

of the est imated " .........  re ta ine d  revenues o f  the Federal Government

p lus t l ie  gross revenues o f  the S ta te  Government" (Treasury B i l l s  

(Amendment) Decree 1970, Sect ion  ( i ) . )  On the importance o f  t re a s u ry  

b i l l s  as a popu lar monetary ins trum ent in  the N ige r ian  money market 

d u r in g  t h i s  pe r io d ,  l e t  me quote M.A. Shahi:

" P r i o r  to  the in t r o d u c t io n  o f  the Treasury b i l l ,  su rp lu s  funds o f  

commercial banks in  p a r t i c u l a r  were invested abroad -  m ost ly  in  the 

United Kingdom. Hence, in  o rder  to  r e ta in  funds w i th in  the coun try  as 

w e l l  as to  a t t r a c t  funds from abroad, i t  was considered expedient to
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TABLE 2 . 1 TREASURY B I L L S :  I SSUES AND S U B S C R I P T I O N S  1 9 6 0 / 6 1 -  
( N M i l l i o n )

1 969 / 70

Y E A R * T o t a l  
1 s s u e s S u b s c r i p t i o n  b y

C e n t r a l
B a n k

Commer c  i a 1 
B a n k s

Non B a n k  
Pu b I i  c

1960/61 6 8 . 0 1 1 . 8 5 2 . 1 4 . 1
( 1 0 0 . 0 ) ( 1 7 . 4 ) ( 7 6 . 6 ) ( 6 . 0 )

1961 / 62 1 2 2 . 0 27.1 5 8 . 6 3 6 . 4
( 1 0 0 . 0 ) ( 2 2 . 1 ) ( 4 8 . 0 ) ( 2 9 . 9 )

1962 /63 1 8 4 . 0 61 .9 4 9 . 7 7 2 . 4
( 1 0 0 . 0 ) ( 3 3 . 6 ) ( 2 7 . 0 ) ( 3 9 . 4 )

1963 / 64 2 1 2 . 0 9 6 . 4 4 0 . 0 7 5 . 6
( 1 0 0 . 0 ) ( 4 5 . 5 ) ( 1 8 . 9 ) ( 3 5 . 6 )

1 964 / 65 2 6 6 . 0 1 4 0 . 1 50.1 7 5 . 8
( 1 0 0 . 0 ) ( 5 2 . 7 ) ( 1 8 . 8 ) ( 2 8 . 5 )

19 6 5 / 6 6 3 0 2 . 0 149 . 3 5 1 . 3 1 0 1 . 4
( 1 0 0 . 0 ) ( 4 9 . 4 ) ( 1 7 . 0 ) ( 3 3 . 6 )

1 966 / 67 4 5 8 . 0 2 9 2 . 3 4 8 . 2 117 . 4
( 1 0 0 . 0 ) ( 6 3 . 8 ) ( 1 0 . 5 ) ( 2 5 . 7 )

19 6 7 / 6 8 6 3 4 . 0 451 . 8 80.1 9 5 ^
( 1 0 0 . 0 ) ( 7 2 . 3 ) ( 1 2 . 6 ) ( 1 5 . 1 )

19 6 8 / 6 9 9 0 0 . 0 4 4 0 . 6 3 6 3 . 0 9 6 . 4
( 1 0 0 . 0 ) ( 4 9 . 0 ) ( 4 0 . 3 ) ( 1 0 . 7 )

19 6 9 / 7 0 1290 . 0 4 4 1 . 4 6 4 7 . 1 201 .5
( 1 0 0 . 0 ) ( 3 4 . 2 ) ( 5 0 . 2 ) ( 1 5 . 4 )

*  C u m u l a t i v e  A p r i l  -  M a r c h .

F i g u r e s  i n  p a r e n t h e s e s  a r e  p e r c e n t a g e s  t o  t o t a l

SOURCE;  C e n t r a l  B a n k  o f  N i g e r i a :  E c o n o m i c  a n d  F i n a n c i a l  R e v i e w ,
V a r i o u s  I s s u e s
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TABLE 2 , 2  HOLDI NGS OF TREASURY B I L L S  O U T S T A N D I NG ,  1 9 5 9 / 6 0 - 1 9 6 9 / 7 0
( N M i l l i o n )

YEAR

End*
T o t a l  O u t -  

. s t a n d i n g s H e l d  b y

C e n t r a  1 
B a n k

Commer c  i a 1 
B a n k s

Non Ba n k  
P u b l i  c

I 9 6 0 8 . 0 1 , 4 4 . 3 2 . 3
( 1 0 0 . 0 ) ( 1 7 . 5 ) ( 5 3 . 8 ) ( 2 8 . 7 )

1961 1 8 . 0 3 . 8 8 . 2 6 . 0
( 1 0 0 . 0 ) ( 2 1 . 1 ) ( 4 5 . 6 ) ( 3 3 . 3 )

1962 4 2 . 0 1 0 . 6 9 . 7 21 . 7
( 1 0 0 . 0 ) ( 2 5 . 2 ) ( 2 3 . 1 ) ( 5 1 . 7 )

1963 4 2 . 0 4 . 5 5 . 8 3 1 . 7
( 1 0 0 . 0 ) ( 1 0 . 7 ) ( 1 3 . 8 ) ^ 5 . 5 )

1964 6 0 . 0 1 . 4 1 3 . 5 4 5 . 1
( 1 0 0 . 0 ) ( 2 . 3 ) ( 2 2 . 5 ) ( 7 5 . 2 )

1 9 6 5 7 0 . 0 4 . 4 1 6 . 4 4 9 . 2
( 1 0 0 . 0 ) ( 6 . 3 ) ( 2 3 . 4 ) ( 7 0 . 3 )

1966 7 4 . 0 7 . 6 11 . 8 5 4 . 6
( 1 0 0 . 0 ) ( 1 0 . 3 ) ( 1 6 . 0 ) ( 7 3 . 7 )

1967 1 2 8 . 0 3 9 . 4 3 ^ ^ 5 6 . 0
( 1 0 0 . 0 ) ( 3 0 . 8 ) ( 2 5 . 5 ) ( 4 3 . 7 )

1968 1 7 0 . 0 2 . 8 1 1 0 . 6 5 6 . 6
( 1 0 0 . 0 ) ( 1 . 6 ) ( 6 5 . 1 ) ( 3 3 . 3 )

1969 2 6 0 . 0 1 6 . 4 193 . 6 5 0 . 5
( 1 0 0 . 0 ) ( 6 . 3 ) ( 7 4 . 3 ) ( 1 9 . 4 )

1 9 7 0 4 0 0 . 0 5 1 . 7 2 1 7 . 3 1 3 1 . 0
( 1 0 0 . 0 ) ( 1 2 . 9 ) ( 5 4 . 3 ) ( 3 2 . 8 )

"  E x c e p t  f o r  I 9 6 0  w h e r e  f i g u r e s  a r e  f o r A p r i l ,  a l l  o t h e r y e a r s  f i g u r e s
a r e  

F i gu r e s

f o r  e n d  o f  M a r c h .

i n  p a r e n t h e s e s  a r e  p e r c e n t a g e s  t o t o t a 1.

SOURCE: C e n t r a l  B a n k o f  N i g e r i a :  E c o n o m i c  a n d  F i n a n c i a l Re v  i e w .
V a r i o u s  I s s u e s
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keep the ra te  o f  d iscoun t on Treasury b i l l s  s u f f i c i e n t l y  h igh . The 

Centra l Bank o f  N ig e r ia  has taken a keen in te r e s t  in  the  development o f  

the  market f o r  Treasury b i l l s  s ince they were f i r s t  issued. The 

Centra l bank’ s p o l ic y  has been to  encourage the ho ld ings  o f  these b i l l s  

r a th e r  than re d isco un t in g .  I t  i s  f o r  t h i s  reason t h a t  the  Centra l Bank 

has t r i e d  to  f i x  the red iscoun t ra te  on Treasury b i l l s  in  such a manner 

t h a t  ho lders  o f  such b i l l s  are not encouraged to  red iscoun t them w i th  

the Centra l Bank immediate ly a f t e r  t h e i r  purchase. Thus the  red iscoun t 

ra te  has ge n e ra l ly  been kept f r a c t i o n a l l y  h igher than the issue ra te  on 

b i l l s  to  encourage f i n a n c ia l  i n s t i t u t i o n s  to  put t h e i r  su rp lus  funds in 

t h i s  medium". (Shahi, i b id .  p . 6)

The f i r s t  issue o f  £4 m i l l i o n  worth o f  Treasury b i l l s  was 

implemented on 7th A p r i l ,  i960, when 91-days m a tu r i ty  pe r iod  b i l l s  were 

issued. By March, 1961, the t o t a l  were a t  a le ve l  o f  £34 m i l l i o n .  

This was on a cont inuous upward t rend  as can be seen from Table 2.1 .

S ub s c r ip t io n  to  the issue o f  Treasury b i l l s  showed cons iderab le  

f l u c t u a t i o n  (see Table k. 1 ).  In the e a r ly  years (1960-63),  the CBN 

took up an average 25% o f  the issues, whereas the commercial banks had 

more than h a l f  o f  the  t o t a l  issues in  the f i r s t  year, which performance 

was repeated by them on ly  a t  the la s t  th ree  years o f  our sample per iod

here. Among the Non-Bank P ub l ic  Secto r,  some "  s ta tu to r y

c o rp o ra t io n s  and a v a r ie t y  o f  savings o r g a n iz a t io n s ' .  (C.V. Brown, 

o p .c i t .  p . 152) were prominent.
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While the t o t a l  issues in  Table 2 . i in d ic a te  the  cum ula tive  value 

o f  Treasury b i l l s  du r ing  the p a r t i c u l a r  pe r iod ,  i t  i s  the t o t a l  

ou ts tand ing  amount o f  Treasury b i l l s  th a t  would cap ture  the  re l ia n c e  o f  

the Federal Government on t h i s  type o f  f ina nce  a t  a p o in t  o f  t im e. 

Th is  is  presented in  Table ^ .2. The in c rea s ing  dependence on Treasury 

b i l l s  is  shown in  the f i r s t  column : Tota l value o f  Treasury b i l l s  

ou ts tand ing  increased s te a d i l y  from 18m in 196i to  400m in  1970. I t  

may be noted from Table 2 .1 ,  the CBN took up the major share o f  t o t a l  

issues in s ix  o f  the ten years o f  our sample pe r iod .  But when we look 

at Table 2.2 we can see i t s  ac tua l ho ld ing  o f  ou ts tand ing  Treasury 

b i l l s  were always the le a s t  among the th re e  groups, except in  the years 

1962 and 1967. This showed how the  CBN had been able to  d i v e r s i f y  the 

ho ld ing  o f  Treasury b i l l s  amongst the  re s t  o f  the economy, e s p e c ia l l y  

the f in a n c ia l  i n s t i t u t i o n s .  The share o f  commercial banks had been 

h igher than any o th e r  group f o r  h a l f  o f  our sample pe r iod .

Treasury c e r t i f i c a t e s  f i r s t  came in to  ex is tence  in  1968 when the 

Treasury C e r t i f i c a t e  Decree al lowed the Federal Government to  borrow up 

to  h a l f  o f  i t s  expected revenue f o r  the c u r re n t  year through t h i s  mode 

o f  f inance .  To quote G.O. Nwankwo ( i b i d .  p . 125) :

"Th is  is  another popu lar ins trum ent in  the N ige r ian  money market. 

I t  is  a medium-term government s e c u r i t y  which matures a f t e r  a pe r iod  o f  

one to  two years and is  intended to  br idge  the gap between Treasury 

B i l l  and long-te rm  government s e c u r i t i e s " .

Tota l issues and t o t a l  ou ts tand ing  values o f  t re a s u ry  

c e r t i f i c a t e s  f o r  our sample pe r iod  in  t h i s  sec t io n  are presented in  

Tables 2.3 and 2.4. L ike in the case o f  Treasury b i l l s .  Treasury 

c e r t i f i c a t e s  were a lso  s u c c e s s fu l l y  d ispersed among o th e r  in v e s to rs ,  

main ly  commercial banks. The a t t r a c t i o n  o f  the Treasury c e r t i f i c a t e s  

r e l ie d  main ly  on t h e i r  h igher  i n te r e s t  ra te ,  and a lso  l i k e  Treasury
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TABLE 2 . 3 TREASURY C E R T I F I C A T E S I SSU ES AND. S U B S C R I P T I O N S  
(N M i l l i o n )

1968 / 69 - 1974 / 75

YEAR T o t a l *  
1s s u e s S u b s c r i p t i o n  b y

C e n t r a  1 
B a n k

Commer c  i a 1 
B a n k s

' Non B a n k  
Pub 1 i c

19 68 / 69 1 0 0 . 0 0 . 1 9 8 . 4 0 . 5  1
( 1 0 0 . 0 ) ( 0 . 1 ) ( 9 8 . 4 ) ( 0 . 5 )

19 69 /7 0 1 6 2. 0 1 6 . 9 139 .3 5 . 8
( 1 0 0 . 0 ) ( 1 0 . 4 ) ( 8 6 . 0 ) ( 3 . 6 )

1 9 7 0 / 7 1 2 0 0 . 0 0 . 0 1 9 6 . 1 3 . 9
( 1 0 0 . 0 ) ( 0 . 0 ) ( 9 8 . 1 ) ( 1 . 9 )

C u m u l a t i v e  A p r i l  -  M a r c h .

F i g u r e s  I n  p a r e n t h e s e s  a r e  p r e c e n t a g e s  t o  t o t a l .

SOURCE:  C e n t r a l  B a n k  o f  N i g e r i a :  E c o n o m i c  a n d  F i n a n c i a l -  R e v i e w ,
V a r i o u s  I s s u e s .
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b i l l s ,  on t h e i r  e l i g i b i l i t y  f o r  re d isco un t in g  a t  the  CBN and ( f o r  

commercial banks), on t h e i r  a d m is s ib i l i t y  in  the s e le c t  group o f  

f i n a n c ia l  assets f o r  the lega l l i q u i d i t y  r a t i o  requirement. Along w i th  

Treasury b i l l s ,  Treasury c e r t i f i c a t e s  ^provided another f i n a n c ia l  

ins trum ent f o r  p u t t in g  su rp lus  funds o f  the commercial banks, but i t s  

amount, o f  course, depended on the Federal Government’ s need to  borrow 

from the money market. With the  advent o f  the o i l  boom pe r iod  o f  the 

economy, when such need g ra d u a l ly  evaporated, the government o f  the  day 

in  the 1975-76 budget dec la red i t s  in te n t io n s  to  do away w i th  new 

issues and w i th  the m a tu r i ty  o f  the ou ts tand ing  c e r t i f i c a t e s  t h i s  novel 

f i n a n c ia l  ins trum ent in  the N ige r ian  money market was nipped in  the 

bud.

There was a c a l l  money scheme in  N ig e r ia ,  in troduced in  1960 and 

operated by the commercial banks o u ts ide  the schemes o f  the  CBN, though 

i t s  magnitude was ra th e r  sm al l .  T here fo re ,  one could say t h a t  u n t i l  

the in t ro d u c t io n  o f  the Ca l l  Money Scheme in  J u ly ,  1962, the on ly  

domestic monetary ins trum ents  in  N ig e r ia  was the Federal Government 

Treasury b i l l .  Th is  could handicap the  e f f i c i e n t  running o f  the

monetary p o l ic y  by the  CBN because, " ..........  the  volume and d i r e c t io n  o f

the c a l l  money movements is  one o f  the  im portan t in d ic a to rs  o f  money 

market c o n d i t io n s "  (Nwankwo, ib id .  p . 124). The in t ro d u c t io n  o f  the 

Ca l l  Money Scheme by the CBN opened up, yet another v e h ic le  o f  

investment f o r  the commercial banks’ su rp lus  funds. The CBN played an 

im portan t  ro le  in  o rg a n is in g  the scheme, u n t i l  i t  was abandoned in 

J u ly ,  1974 f o r  the same reason as f o r  the demise o f  the Treasury 

C e r t i f i c a t e s .

While in ex is te nce ,  e a r ly  p a r t i c i p a t i o n  in  the Scheme was l im i te d  

t o  commercial banks and l a t e r  on o th e r  f i n a n c ia l  i n s t i t u t i o n s  (merchant 

banks) were ushered in .  C a l l  Money fund provided an in te r e s t  rate-
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TABLE 2 . 4 HOLDI NGS OF TREASURY C E R T I F I C A T E S  OUTSTANDI NG  
(N M i l l i o n )

19 68-1976

YEAR T o t a l  O u t 
E n d * s t a n d i n g s H e l d  b y

C e n t r a  1 C o mm e r c I  a 1 Non B a n k
B a n k B a n k s Pub 1 i c

1968 2 0 . 0 0 . 2 19 .2 0 . 6
( 1 0 0 . 0 ) (1 . 0 ) ( 9 6 . 0 ) ( 3 . 0 )

1969 1 0 0 . 0 9 6 . 5 3 . 5
( 1 0 0 . 0 ) ( 9 6 . 5 ) ( 3 . 5 )

1970 2 1 2 . 0 1 4 . 9 188.3 8 . 8
( 1 0 0 . 0 ) ( 7 . 0 ) ( 8 8 . 8 ) ( 4 . 2 )

*  M a r c h , e x c e p t  f o r 1968  w h e r e f i g u r e s  a r e  f o r  D e c e m b e r

F i g u r e s  i n pa r e n t h e s es a r e  p e r c e n t a g e s  t o  t o t a l .

SOURCE: C e n t r a l  B a n k o f  N i g e r i a :  E c o n o m i c  a n d  F i n a n c i a l Re v  i e w ,
V a r i o u s  i s s u e s
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which was decided by the  CBN, and was u s u a l ly  one percent below the 

e x i s t i n g  d iscoun t ra te  on Treasury b i l l s ,  rep resen t ing  a p r o f i t  t o  the 

CBN, less expenses, as a lready  noted by C.V. Brown (o p .c i t .  p . 163). 

One d is t in g u is h in g  fe a tu re  o f  the  N ig e r ia  c a l l  money scheme was t h a t ,  

u n l ik e  in  a develop ing coun try  l i k e  In d ia  o r  developed ones l i k e  the 

USA or the UK, where c a l l  money scheme grew up h i s t o r i c a l l y  w i th ou t

much encouragement o r  i n i t i a t i v e  from the ce n t ra l  bank, " ......... i t  was

the Centra l bank i t s e l f  t h a t  took up the  i n i t i a t i v e  in  s e t t in g  up the 

Ca l l  Money Fund under the Scheme in  1962 and a lso  saw to  i t s  o p e ra t io n '  

(M.A. Shahi, i b id .  p . i 5 ) .

F inanc ia l  i n s t i t u t i o n s  sometimes acqu ire  c e r ta in  monetary 

ins trum ents  designed to  f a c i l i t a t e  t ra d e  and p ro du c t ion .  Such 

ins trum ents  have come to  be known as commercial b i l l s ,  w i th  va ry ing  

degrees o f  m a tu r i ty .  The development o f  the commercial b i l l  market 

had been ra th e r  slow in  N ig e r ia .  U n t i l  the mid 1970’ s a s u b s ta n t ia l  

p ro p o r t io n  o f  f o re ig n  t ra d e  o f  N ig e r ia  was w i th  the Un ited Kingdom. 

F u r the r ,  the banking system in  the  coun try  was dominated by 

s u b s id ia r ie s  o f  e x p a t r ia te  banks -  the  B r i t i s h  banks occupying the 

foremost p lace. There fo re ,  in such a s i t u a t io n  any b i l l  t h a t  arose in 

the course o f  fo re ig n  t rade  was d iscounted in  London where the head 

o f f i c e s  o f  these e x p a t r ia te  banks were loca ted .  Th is  was g e n e ra l ly  

t ru e  in  the case o f  o th e r  Commonwealth c o u n t r ie s  as a r e s u l t  o f  t h e i r  

c o lo n ia l  t i e s .  From i t s  e a r ly  years, the  Centra l Bank o f  N ig e r ia  made 

cons iderab le  e f f o r t s  t o  develop the commercial b i l l  market in  the 

country  w i th  l im i t e d  success. As most o f  the  b i l l s  in  N ig e r ia  arose as 

a consequence o f  f in a n c in g  f a c i l i t i e s  extended to  the  reg iona l 

marketing boards f o r  hand l ing  major crops, in  1962 the Northern N ige r ia  

M arketing Board o f  the t im e entered in to  an arrangement w i th  the 

consort ium o f  banks and acceptance houses f o r  f in a n c in g  the export
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T a b l e  2 . 5 HOLDI NGS OF COMMERCI AL B I L L S  
(N M i l l  I o n )

1 9 6 1 - 1 9 7 6

M a r c h T o t a l
H e l d  b y

C e n t r a l C o mm e r c I  a 1 Non B a n k *
Ba n k B a n k s P u b I I c

1961 3 . 0 3 . 0
( 1 0 0 . 0 ) ( - ) ( 1 0 0 . 0 ) ( - )

1962 2 . 7 - 2 . 7 -

( 1 0 0 . 0 ) ( - ) ( 1 0 0 . 0 ) ( - )

1963 3 6 . 5 1 7 . 6 18 .9 -

( 1 0 0 . 0 ) ( 4 8 . 2 ) ( 5 1 . 8 ) ( - )

1964 4 5 . 3 19 . 4 2 4 ^ 1 . 6
( 1 0 0 . 0 ) ( 4 2 . 8 ) ( 5 3 . 6 1 ) ( 3 . 6 )

1 9 6 5 4 0 . 1 3 . 4 3 5 ^ 1 . 4
( 1 0 0 . 0 ) ( 8 . 5 ) ( 8 8 . 0 ) ( 3 . 5 )

1966 6 6 . 0 9 . 0 54 .3 2 . 7
( 1 0 0 . 0 ) ( 1 3 . 6 ) ( 8 2 . 3 ) ( 4 . 1 )

1967 9 0 ^ 2 6 . 7 61 . 8 1 . 5
( 1 0 0 . 0 ) ( 2 9 . 7 ) ( 6 8 . 7 ) (1 . 6 )

1968 6 2 ^ 2 8 . 0 2 . 0
( 1 0 0 . 0 ) ^ 2 ^ ) ( 4 4 . 6 ) ( 3 . 2 )

1969 5 5 ^ 4 9 . 6 4 . 9 0 . 8
( 1 0 0 . 0 ) ( 8 9 . 7 ) ( 8 . 9 ) ( 1 . 4 )

1 9 7 0 8 5 ^ 8 0 . 4 4 . 4 0 . 8
( 1 0 0 . 0 ) ( 9 3 . 9 ) ( 5 . 1) CKO)

*  A c c e p t a n c e  H o u s e s  a n d  M e r c h a n t  B a n k s .

F i g u r e s  i n  p a r e n t h e s e s  a r e  p e r c e n t a g e s  t o  t o t a l

SOURCE:  C e n t r a l  B a n k  o f  N i g e r i a :  E c o n o m i c  a n d  f i n a n c i a l  R e v i e w ,
V a r i o u s  I s s u e s

96



produce by in land  b i l l s  o f  exchange. The Northern N ig e r ia  Marketing 

Board, under t h i s  arrangements, was t o  meet i t s  requirements f o r  cash 

by drawing n ine ty -d ay  commercial b i l l s  o f  exchange on the N ige r ia  

Produce Marketing Company L im i te d , which 'acted.as the  e x p o r te r  o f  a l l  

marketing board products . Those b i l l s  were to  be accepted by the 

N ig e r ia  Produce Marketing company, i n i t i a l l y .  Subsequently they were 

to  be d iscounted by the ,m a rke t ing  board w i th  one o f  the  p a r t i c i p a t i n g  

commercial banks or acceptance house in  the consort ium. Such b i l l s  

were f u r t h e r  made " e l i g i b l e "  f o r  red iscoun t  a t  the Centra l Bank o f  

N ig e r ia .  This  arrangement was extended in  1963 to  b i l l s  drawn by the 

Western N ige r ia  Marketing Board. Other than these, the Centra l Bank 

a lso  agreed to  o f f e r  red iscoun t f a c i l i t i e s  to  c e r ta in  b i l l s  o f  exchange 

which were drawn on commercial banks o r  acceptance houses by "reputed 

l icensed buying agents w i th  s u b s ta n t ia l  pa id-up c a p i ta l  in  respect o f  

produce bought on b e ha lf  o f  the m arketing board" w i th in  l i m i t s .  The 

Centra l bank went a step f u r t h e r  when i t  declared i t s  in te n t io n  to  

extend red iscoun t f a c i l i t i e s ,  w i th in  l i m i t s ,  t o  b i l l s  o f  exchange drawn 

in  respect o f  non-marketing board exports  and e s s e n t ia l  imports  as 

w e l l ,  provided the b i l l s  concerned met the " e l i g i b i l i t y  requirements" 

o f  the Centra l bank.

The impact o f  a l l  these measures and a few o th e rs ,  are re f le c te d  

in  the f ig u r e s  presented in  Table 2 .5 ,  where we note t h a t  the t o t a l  

amount o f  b i l l s  increased from N36.5 m i l l i o n  to  N90.0 m i l l i o n  du r ing  

the  pe r iod  1963-67, and the ho ld ings  o f  commercial banks accounted f o r  

nea r ly  69.0 percent in 1967.

I f  we go behind the  summary data presented in  Table 2.5 and look 

a t  the p o l i t i c s  o f  the s i t u a t i o n ,  we may have a b e t te r  i n - s ig h t  in to
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the s tun ted growth o f  t h i s  monetary ins trum ent in  the  la t e r  p a r t  o f  our 

sample pe r iod .  Let us f o l lo w  G.O. Nwankwo in  h is  summary o f  the 

s i t u a t io n ;

"U n fo r tu n a te ly ,  the scheme began to  crack  a t  the beginn ing o f  the 

1964-5 cocoa crop season when N ig e r ia  and o ther  members o f  the Cocoa 

Produce A l l ia n c e  withdrew from the world  cocoa market in  an e f f o r t  to  

get the cocoa produce manufacturers to  increase the p r ic e  o f  cocoa to  

a t  le as t  N380 per ton .  With t h i s  w i thd raw a l ,  sa les  c o n t ra c ts  which 

formed the basis on which b i l l s  were drawn under the f ina nce  scheme 

were no longei a v a i la b le .  Consequently , the members o f  the consort ium 

became u n w i l l in g  to  gran t  advances a g a ins t ,  or d iscoun t b i l l s  drawn on,

the s e c u r i t y  o f  the stocks o f  produce" ( i b i d .  p . 126)

Thus, the CBN was fo rced  in to  a "no-w in" s i t u a t io n .  I t  cou ld not

po s s ib ly  r e f r a in  from b a i l i n g  out the  Western N ige r ia  Marketing Board

and had to  grant i t  d i r e c t  advances " .........  t o  enable i t  t o  m a in ta in  the

purchase o f  coco a . . .  whicfi had been produced lo c a l l y .  (Nwankwo, ib id .  

p. 126) But t h i s  had the immediate impact on the prospect o f  

commercial b i l l s  as a v ia b le  monetary ins trum en t.  I t  was on ly  a m atter 

o f  t ime before the CBN had to  take over the f in a n c in g  r e s p o n s ib i l i t y  o f  

the Marketing Board.

E ven tua l ly  the commercial b i l l  market rece ived i t s  major 

blow when in  September 1968, the Centra l Bank o f  N ig e r ia  (Amendment) 

Decree was passed. The Decree amongst o the r  th in g s ,  empowered the 

Centra l Bank to  ac t  as the  "s o le  source o f  Marketing Board f in a n c e " .  

So long as the CBN remained the on ly  source o f  marketing board f ina nce ,  

o the r  f i n a n c ia l  i n s t i t u t i o n s  were l e f t  t o  opera te in  the  non-marketing 

board commercial b i l l s .  This  could e x p la in  a slow development o f  t h i s  

market du r ing  out sample pe r iod  which led t o  the  f r u s t r a t i n g  comment by 

P ro f .  Nwankwo: "And so ended the dream o f  a f l o u r i s h in g  b i l l  market in
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the cou n t ry " ,  ( i b i d ,  p . 126)

Let us now move on to  the. long end o f  the c r e d i t  o r  money market 

and observe how the CBN helped develop the Stock Exchange. Without 

going through the  l e g i s l a t i v e  and o th e r  d e t a i l s  which have a lready  been 

documented in  the o ld  (C.V. Brown, o p .c i t .  1966) and the  new (G.O.

Nwankwo. o p .c i t .  1980) tex tbooks on the  s u b je c t ,  l e t  me here look in to

the performance o f  the Lagos Stock Exchange du r ing  our sample pe r iod .

There were on ly  634 t ra n s a c t io n s  in  the Stock Exchange in  1970,

in v o lv in g  government and i n d u s t r i a l  s e c u r i t i e s  and t h i s  was a f t e r  

nea r ly  ten years o f  i t s  ex is tence ,  r e g is te r in g  an annual growth ra te  o f  

around nine percen t.  But the d is a p p o in t in g  p a r t  o f  i t  a l l  was the 

p ro p o r t io n  o f  the in d u s t r i a l  s tocks -  in  value terms i t  was as low as 

1.1% o f  the t o t a l  in  1969, and r e g is te r in g  a double f i g u r e  o f  t h i s  

percentage (15.5%) on ly  once in  1964. Government s e c u r i t i e s  in  the 

form o f  long-te rm  development loans increased from nea r ly  N12m in  1964 

to  on ly  over N16m in  1970. One o f  the reasons f o r  t h i s  slow growth can

be t raced  to  C.V. Brown’ s comment " ...........  how can the Centra l Bank

expect anyone to  buy 5 1/4 percent 1972 s tock when i t  s e l l s  a t  the same 

p r ic e  as 5 1/2 percent 1969 s tock?" (o p .c i t .  p . 160). The o th e r  reason 

behind t h i s  f a i l u r e  rested on a commercial bank’ s u n w i l l in g n e s s  to  buy

more than "a token amount" because " ........... sooner or l a t e r  the Centra l

Bank would r e a l iz e  the  f o l l y  o f  suppo r t ing  the  market and t h i s  bank 

could not stand the r i s k  o f  c a p i t a l  loss  t h a t  t h i s  would e n t a i l "  (C.V. 

Brown, ib id .  p . 161).

( i i ) The Commercial Banks

I t  may be s ta ted  here s p e c i f i c a l l y ,  though the message must have 

f i l t e r e d  through by now, t h a t  P ro f .  G.O. Nwankwo’ s monumental work on 

"The N iger ian  F ina nc ia l  System" (Macmil lan, 1980) has a lready  covered 

most o f  the  re le v a n t  p o in ts  now under c o n s id e ra t io n .  For example.

99



the re  are s ix  chapters  in  Part two o f  the book, a l l  devoted to  the 

va r ious  fa c e ts  o f  commercial banking in  N ige r ia  up t o  the end of 

1970 's. In t h i s  s e c t io n ,  th e re fo re ,  I  look in to  on ly  some se lected 

phases o f  the development o f  t h i s  most predominant monetary i n s t i t u t i o n  

in  any country  in c lu d in g  N ig e r ia ,  du r ing  the f i r s t  ten years a f t e r  the 

c re a t io n  o f  the CBN and ending w i th  the C i v i l  War.

Nwankwo dubbed t h i s  pe r iod  "Era o f  Banking L e g is la t io n  1959-70". 

Most, i f  not a l l ,  o f  these acts and decrees were f o l lo w  up procedures 

from the es tab l ishm en t o f  the  CBN and the  subsequent ad justment o f  the 

f in a n c ia l  se t-up  o f  the coun try  to  s u i t  i t s  needs. For example, the 

1969 decree requ ired  a l l  banks to  be l o c a l l y  inco rpo ra ted  and to  

pu b l ish  t h e i r  balance sheets on t h e i r  N iger ian  banking business on ly  -  

about t im e, one could say. There were many o th e r  im portan t 

l e g is l a t io n s  in  t h i s  pe r iod  which were aimed a t  s t a b i l i s i n g  the 

indigenous banks f o r  t h e i r  long-te rm  ex is tence  and committ ing the 

e x p a t r ia te s  more towards the coun try  o f  t h e i r  business. The s ta tu to r y  

t r a n s fe r  o f  25% o f  the p r o f i t s  to  reserves a f t e r  w ip ing  out bad and 

d o ub tfu l  debts and r a is in g  the minimum pa id-up c a p i ta l  t o  N 600,000 fo r  

the indigenous and N i.5m f o r  the  e x p a t r ia te s ,  were cases in  p o in t .

A l l  these c o n t ro ls ,  l e g is l a t io n s  and adjustments are to  be tes ted  

aga ins t  the dual c r i t e r i a  o f  depos i ts  and loans, f o r  a f t e r  a l l ,  t h a t  is  

what a f i n a n c ia l  in te rm ed ia ry  l i k e  a commercial bank i s  expected to  

procure or produce. In Table 2 .6 ,  we can see how t o t a l  d e po s i ts ,  s p l i t  

up in to  th ree  groups : ( i )  Demand, ( i i )  Time and ( i i i )  Savings were 

changing overt im e. There are va r iou s  determ inants o f  these th ree  time 

s e r ie s .  They can be analysed in  terms o f  the th e o r ie s  o f  demand/supply 

o f  money or even by the na ture  o f  savings fu n c t io n  o r  o f  the p o r t f o l i o  

behaviour o f  the non-bank s e c to r  o f  the economy. But whatever way we 

may look a t  these f ig u r e s ,  the  expansion o f  commercial banking f a c i l i t y
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TABLE 2 . 6  N I G E R I A N  COMMERCI AL BANKS D E P O S I T S  AS AT 31 DECEMBER,
1960-1970

De ma n d  
d e p o s  i t s

T i m e
d e p o s  i t s S a v  i ngs

Y e a  r
T o t a  1 
Nm. Nm. % Nm. % Nm. %

i 960 1 3 7. 0 8 2 . 2 6 0 . 0 17 . 9 13.1 3 6 . 9 2 6 . 9

1961 1 53 . 8 8 3 . 3 5 4 . 2 28.1 1 8 . 3 4 2 . 4 2 7 . 5

1962 1 73 . 9 9 0 . 6 52.1 3 4 . 8 2 0 . 0 4 8 . 4 2 7 . 9

1963 19 1 . 8 9 7 . 6 5 0 . 9 3 7 . 9 19 . 8 5 6 . 4 2 9 . 3

1 9 6 4 230.1 115 . 7 5 0 . 3 4 6 . 2 2 0 . 1 7 0 . 2 3 0 . 5

1965 2 6 4 . 9 12 3 . 9 4 6 . 8 6 0 . 7 2 2 . 9 8 0 . 3 3 0 . 3

1966 297.1 13 4 . 6 4 5 . 3 7 3 . 2 2 4 . 6 8 9 . 3 30.1

1 9 6 7 241  . 6 1 1 0 . 4 4 5 . 7 7 9 . 4 3 2 . 9 5 1 . 9 21 . 4

1968 3 3 0 . 5 1 4 6 . 9 4 4 . 5 1 0 8 . 8 3 2 . 9 7 4 . 7 2 2 . 6

1 9 6 9 401  . 0 18 5 . 5 4 6 . 3 1 2 0. 7 30.1 9 4 . 7 2 3 . 6

1 9 7 0 6 2 5 . 8 2 8 9 . 0 4 6 . 2 2 0 7 . 0 3 3 . 1 129 . 7 2 0 . 7

SOURCE: C e n t r a l  B a n k  o f N i g e r i a : E c o n o m i e  a n d F i n a n c i a l  R e v i e w ,
V a r i o u s  I s s u e s
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in  the country  is  bound to  a f f e c t  t h e i r  magnitudes in  a s i t u a t i o n  where 

the economy is  not undergoing any o th e r  s t r u c tu r a l  change. In  t h i s  

p e rspe c t ive ,  we can argue t h a t  t h i s  per iod  was ra th e r  homogenous, 

except the la s t  p a r t  a f fe c te d  by the c i v i l  war. T o ta l depos i ts  have 

increased by nea r ly  f i v e  t imes which must r e f l e c t  a f a s t  r i s i n g  banking 

h a b i t  o f  the p o pu la t io n  even when the i n f l a t i o n a r y  element has been 

taken care o f .  Another fe a tu re  o f  Table 2.6 is  the  r i s i n g  t rend  o f  

t ime depos its  and the f a l l i n g  t rends  f o r  demand and savings depos i ts .  

V a r ia t io n s  in  these values are to  be discussed in  d e t a i l  in  the con tex t  

o f  demand f o r  money in  N ig e r ia  and I postpone any f u r t h e r  d iscuss ion  o f  

these th ree  t ime s e r ie s  u n t i l  then.

The o th e r  s ide  o f  the co in  here i s ,  o f  course, loans and advances 

and from these we can see how va r io u s  s e c t io ns  o f  the  economy are being 

f inanced by the commercial banks. From var ious  p u b l ic a t io n s  o f

s t a t i s t i c s  on such to p ic s  by the CBN, one can see how one major sec to r  

l i k e  the A g r i c u l t u r e ,  F o res t ry  and F ish ing  managed to  a t t r a c t  on ly  N 7m 

in  loans and advances (2% o f  t o t a l  loans and advances) in  1970 w h i le  

the corresponding f ig u r e  f o r  1960 was N 22.6m and 19.8% and f o r  1966 i t  

was N 68.3m and 25.3%. This  t rend  has been reversed f o r  the 

Manufactur ing s e c to r  which s ta r te d  w i th  N 4.8m and 4.2% in  1960 and 

ended up w i th  N 76.4m and 21.7% in  1970. Of course, how a commercial 

bank would d i v e r s i f y  i t s  resources depends on i t s  p r o f i t  motive and i t s  

pe rcep t ion  o f  the best way to  achieve t h a t  goal.  A s e c to r  l i k e  

A g r i c u l t u r e ,  F o res t ry  and f i s h i n g  may have high s o c ia l  ra te  o f  re tu rn  

in  terms o f  ru ra l  employment, im port s u b s t i t u t io n  and income 

r e d i s t r i b u t i o n ,  per u n i t  o f  Naira invested o r  le n t  t o  t h i s  s e c to r .  

But a t y p ic a l  commercial bank, e x p a t r ia te  o r  indigenous, i s  expected to  

fo l lo w  the p ro je c ts  where the p r i v a te  ra te  o f  re tu rn  is  h igh . Such was 

the case u n t i l  1965 when the p r o f i t a b l e  Marketing board t rade  b i l l s
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were to  be f inanced . But a f t e r  the  CBN usurped t h i s  business from the 

commercial banks under s trange circumstances (descr ibed e a r l i e r ) ,  t h i s  

sec to r  had been re c e iv in g  very l i t t l e  f in a n c in g  from the  commercial 

banks -during our sam ple .per iod.

The ro le  o f  the commercial banks in  co -o pe ra t ing  w i th  the  CBN in 

the development o f  the  N ige r ian  money market has a lready  been discussed 

e a r l i e r  and I do not want to  go back to  t h a t  sub je c t  here. But a p o in t  

about the l i q u i d i t y  r a t i o  may be mentioned here. The ac tua l value f o r  

the excess l i q u i d i t y  r a t i o ,  i . e .  -  the excess over the s ta tu to r y  

minimum (25%) -  must have been very high throughout the c i v i l  war

years. For example, du r ing  1969 the actua l l i q u i d i t y  r a t i o  was never

below 73% (o f  d e po s i ts )  and i t  went up to  98.4% du r ing  February, 1970!

The u n c e r ta in ty  du r ing  the c i v i l  war per iod  would ex p la in  t h i s  high

degree o f  l i q u i d i t y  pre fe rence on the p a r t  o f  the commercial banks. 

But du r ing  more sober t imes o f  the e a r l i e r  years t h i s  r a t i o  has been 

unusua lly  h igh , hover ing around 40 per cen t.  In f a c t ,  the  problem was 

to  become more acute du r ing  the two subsequent per iods  o f  our

d iscuss ion  and I postpone th a t  d iscuss io n  u n t i l  then.

But even a t  t h i s  e a r ly  pe r iod  the problem was a lready  the re .

Granted th a t  a commercial bank has a des ired  le ve l  o f  excess l iq u id i t y ' '®  

to  conduct i t s  day- to -day  banking business, i t  is  in  the in te r e s t  o f  

the banks themselves not to  l e t  i t  run too  h igh. But the lack o f  

s u f f i c i e n t  number o f  longer- te rm  bonds and the  l im i t e d  scope f o r

investment in  s h o r t - te rm  ven tures fo rced  the banks to  l i v e  w i th  an 

em barrassing ly  h igh degree o f  l i q u i d i t y .  Here is  the  dilemma. Low 

in te r e s t  ra te  on savings- and t im e d e po s i ts ,  f r e q u e n t l y  in d ic a t in g  

nega tive  rea l ra te  o f  i n t e r e s t ,  d id  not he lp  r e a l is e  the savings

G.R. Morr ison, L i q u id i t y  Preferences o f  Commercial Banks, 
U n iv e rs i ty  o f  Chicago Press, 1966. .
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p o te n t ia l  o f  the economy. Yet, whatever depos its  were he ld w i th  the 

banks and demand depos i ts  were about h a l f  the t o t a l  towards the end o f  

t h i s  pe r iod  (see Table 2 .6 ) ,  could not be ploughed back in to  the 

economy s u b s t a n t ia l l y  in longer- te rm  investments. The commercial banks 

would argue, as a lready  noted above, they would not buy the development 

bonds because the Centra l Bank was backing them too much which smelt of  

p o te n t ia l  danger to  them in  terms o f  f a l l i n g  p r ic e s .  There were not 

enough in d u s t r i a l  s tocks fo r thcom ing . The commercial b i l l  market was 

a lready almost c losed to  them, the CBN emerging as the b ig  com pe t i to r .  

Thus, o ther  than g iv in g  money away in  g ra n t in g  loans f o r  unsecured 

and/or r i s k y  p r o je c ts ,  they had very few a l te r n a t i v e s  but t o  l i v e  w i th  

an unusua lly  heavy cushion o f  l i q u i d  funds.

J . The O i1 Boom

The second era o f  our post-CBN age emerged w i th  the advent o f  

what came to  be known as the o i l  boom per iod  o f  the N ige r ian  economy. 

This phenomenon provided a problem to  the monetary a u t h o r i t i e s ,  the 

magnitude o f  which they could never comprehend before and the  s o lu t io n ,  

even though q u i te  s t ra ig h t fo rw a rd  and w i th in  the powers o f  the CBN 

op e ra t io n ,  needed a prolonged p o l i t i c a l  leadersh ip  o f  d i s c ip l i n e  such 

as the country  has been observ ing  re c e n t ly  a f t e r  they refused to  accept 

the I .M .F .  loan. But the problem then was o f  the sweeter type : what 

was the best way to  u t i l i s e  a surge in  export  earn ings ,  running in to  

b i l l i o n s  o f  n a i ra  f o r  the  long-te rm  b e n e f i t  o f  the  country? I t  may be 

easy to  ask such ques t ions  and debate on va r ious  paths or p o l i c i e s  

years a f t e r  the event compared to  a t ime when one has been l i v i n g  

through i t .  Again, even i f  one l i k e  the CBN could o r  d id  ask th a t  

ques t ion  in  t im e, to  p ro te c t  the economy aga ins t  an acce le ra ted  ra te  o f  

growth o f  the money s tock ,  and advise t h e i r  p o l i t i c a l  masters to  

s t e r i l i z e  p a r t  o f  the bu lg ing  b i l l i o n s  f o r  the good o f  the na t ion  and
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in v e s t  them abroad -  i f  t h a t  would have been deemed to  be the best

p o l ic y  -  a t  the  end o f  the  day i t  was the dec is io n  o f  the  fed e ra l

government: how much to  spend in  any p a r t i c u l a r  year. I t  would be an

in te r e s t in g -  p iece o f  h i s t o r i c a l  i n v e s t ig a t io n  to  t ra c e  the ever

in c rea s ing  amount o f  government expend itu re  on va r iou s  items, a f t e r  

every r is e  in  the petro leum revenue, but t h a t  i s  not my in te n t io n  here. 

My l im i t e d  aim in  s tudy ing  the  monetary h is to r y  o f  the  economy is  to  

see how the o i l  boom might have a f fe c te d  the major monetary 

i n s t i t u t i o n s  in  the cou n try ,  i . e .  the  CBN and the commercial banks and 

what was i t s  impact on the emerging money market ins trum ents  in  the 

coun try .

I  s t a r t  a t  the la s t  year o f  the c i v i l  war, the year be fore  the 

o i l  boom is  supposed to  have s ta r te d .  Petroleum revenue^® accru ing  to  

the N iger ian  government t h a t  year was N75.443m, which jumped to  

N21S.942m the year a f t e r ,  r e g is te r in g  an increase in  the pe tro leum ’ s 

share o f  t o t a l  expo r t  from below 20% to  over 40%. Both these f ig u re s  

went on in c rea s ing  and in  1979-80 petro leum revenue was above ten 

b i l l i o n  na ira  which was around 90% o f  t o t a l  exports  and over 80% of 

Federal government c u r re n t  revenue. Let us compare t h i s  growth to  th a t  

o f  money s tock .  Between 1973/74 and 1979/80 o i l  revenue o f  the 

government increased from N1.i9b to  N iO . ib ,  a growth o f  749%! Narrow 

money (M, ) du r ing  the pe r io d ,  1973/74 to  1980/81 (a l lo w in g  f o r  some lag) 

increased by 896% and the broad money (M., + t ime and savings de pos i ts )  

by 854%! This would in d ic te  c le a r l y  th a t  no attempt whatsoever was 

made by the CBN du r ing  the pe r iod  to  stop the f lo o d  o f  money g e t t in g  

in to  the economy. The r e s u l t  was an increase in  the  p r ic e  le ve l  (as 

per GDP d e f la t o r )  to  nea r ly  th ree  and h a l f  t imes in  1980/81 compared to

Annual Reports o f  the Mines D iv is io n ,  and o f  the Petroleum 
D iv is io n ,  Lagos
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i t s  o r i g in a l  le ve l  in  1973/74 and a r i s e  in  rea l gross domestic  product 

by on ly  31% du r ing  th a t  i n t e r v a l .  A l l  these data would g ive  us a 

f la v o u r  o f  the o i l  boom in  N ig e r ia  and how i t s  macroeconomy was 

re a c t in g  to  i t .

Let us now look in to  the CBN and the commercial banks a l i t t l e  

c lo s e ly  du r ing  the pe r iod  under s c r u t in y .  F i r s t  t h in g  to  note is  a 

minor p o in t  in the CBN balance sheets : e a r l i e r  up to  m iddle 70's  the 

u n i t s  were publ ished in  N thousand, but l a te r  on as the  sums became 

la rg e r  and la rg e r ,  va r ious  columns f o r  the d i f f e r e n t  items in  Assets 

and L i a b i l i t i e s  were almost touch ing  one another and the u n i t s  were 

changed to  N m i l l i o n s .  Th is  i l l u s t r a t e s  the magnitude o f  the 

s t r u c t u r a l  change the  monetary s e c to r  ahd the re s t  o f  the  economy has 

been undergoing du r ing  t h i s  decade.

I f  we now take a p a r t i c u l a r  i tem in  the l i a b i l i t i e s  sec t io n  o f  

the CBN balance sheet, l i k e  the Federal government Depos it ,  the f ig u r e  

f o r  December 1973 was N9.3m. I t  went up to  N2088m in  December 1974, 

reaching N2421m in a p r i l  1975 w h i le  coming down to  N405m in  December 

1977 and going up again to  Ni875m in  December 1980. These would 

in d ic a te  how the money s tock was a c c e le ra t in g  du r ing  the pe r iod ;  

fed e ra l  government ga the r ing  o i l  revenues in  the form o f  ( i )  Rents,

( i i )  r o y a l t i e s  (over 20% o f  t o t a l  in  i979 -80 ) ,  ( i i i )  Premiums, ( i v )  

P r o f i t  ta x ,  (n e a r ly  60% o f  t o t a l  in  1979-80), e tc .  and subsequently  

spending i t  on va r iou s  items. Again, the d i f f e r e n t  types o f  

expend itu re  or the f i s c a l  m e r i ts  o f  the  annual budgets are not our 

concern here. We would l i k e  to  note, however, how the  t o t a l  revenue o f  

the fed e ra l  government, which were running in to  b i l l i o n s  o f  na iras  

every year, were not accumulat ing s te a d i l y  w i th  the CBN, but were being 

spent almost t o t a l l y  as and when they came in  t h e i r  d i r e c t io n .
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Let us take another i tem, t h i s  t ime on the assets s ide  o f  the CBN 

balance sheet, t o t a l  f o re ig n  assets (made up o f  ( i )  Gold, ( i i )  Foreign 

Treasury b i l l s  and Bank Balances, ( i i i )  Foreign Government S e c u r i t ie s  

e t c ) .  I t  was less than a t h i r d  o f  the  CBN t o t a l  assets in  e a r ly  1971. 

But as the o i l  boom gathered momentum i t  kept on r i s i n g ,  reaching 56% 

in  December, 1973. The p ro p o r t io n  o f  fo re ig n  assets t o  the  CBN t o t a l  

assets in  January , 1975 was as high as 94%. When we compare i t  t o  the 

money supply even f o r  the w ider d e f i n i t i o n ,  i t  was 38% la rg e r  than the 

va lue o f  the broad money, a fe a t  never achieved when under West 

A f r ic a n  Currency Board. But g ra d u a l ly ,  the ta s te  f o r  f o re ig n  goods 

and the h ig l i  p rope ns i ty  to  import caught up w i th  t h i s  accumulation o f  

fo re ig n  assets and by December 1978, i t  went down to  21%. The CBN’ s 

fo re ig n  assets as a p ro p o r t io n  to  i t s  t o t a l  assets went up again to  

nea r ly  60% by the end o f  1980, as a r e s u l t  o f  the  c o n t in u in g  o i l  boom 

and the o i l  revenue o f  the  fe d e ra l  government more than doub l ing  to  

N10.1 b i l l i o n  in  one year between 1978-79 and 1979-80. The p o in t  

being made here, however, is  th a t  the  high p ro p o r t io n  o f  the fo re ig n  

assets o f  the CBN could have been a move f o r  the b e t te r ,  so long as 

such assets could be p o l i t i c a l l y  managed to  be s t e r i l i z e d  p a r t l y ,  and 

not regarded as items e l i g i b l e  f o r  the  c re a t io n  o f  e x t ra  money to  be 

spent, in t h i s  case, by the fed e ra l  government. But, as we a l l  know, 

th a t  was not to  be and the co l la p s e  o f  the  o i l  p r ic e  and p roduc t ion  set 

the country  on a down tu rn  from which i t  has not ye t  recovered. The 

change in  the na ture  o f  the  CBN balance sheet du r ing  th a t  e ra , we would 

take up in  the f i n a l  p a r t  o f  the  chapter.

Let us now look a t  the commercial banks du r in g  the  o i l  boom 

per iod  when such banking was b a s ic a l l y  n a t io n a l is e d .  The argument f o r  

such an a c t io n  is  summarised by Nwankwo ( i b i d .  p . 75):
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"Since they ( the  e x p a t r ia te  banks) concen tra te  on loans w i th  the 

s h o r te s t  m a tu r i t y ,  the  e x p a t r ia te  banks p lay  a minor ro le  in  g ra n t in g  

loans w i th  la rg e r  m a tu r i t i e s .  I t  i s  th e re fo re  to  in f lu e n c e  the lend ing 

power o f  these e x p a tr ia te  banks in  favour o f  N iger ians^ and in  the 

d i r e c t io n  o f  the p re fe r re d  sec to rs  o f  the  economy t h a t  the  Federal 

Government decided to  acqu ire  in te r e s t s  in  the banks."

Whatever c r i t e r i a  one may choose l i k e  assets in  the  banking 

system, p ro p o r t io n  o f  bank de pos i ts  in  the coun try ,  o f  loans and 

advances or l i q u i d i a y  r a t i o ,  the e x p a tr ia te  banks dominated the  scene 

everywhere. By 1976, the fed e ra l  government took up 60 per cent e q u i ty  

in te r e s t ,  r a i s in g  i t  from 40% and in  one s tro k e  both in d igen ised  and 

n a t io n a l is e d  commercial banking in N ig e r ia ,  the s ta te  governments 

a lready  owning the indigenous banks. Nwankwo supports  i t  in  the 

fo l lo w in g  words ( i b i d .  p . 83):

"A sec to r  . . . . .  so c r u c ia l  t o  the  developmnt o f  the economy 

cannot be l e f t  to  the whims and cap r ices  o f  p r i v a te  s ec to r  management, 

not to  mention fo re ig n  management."

A look a t the  data on the  performance o f  the  commercial banks 

a f t e r  a l l  the changes in  ownership and management leaves one in  doubt 

about any s u b s ta n t ia l  improvement. The l i q u i d i t y  r a t i o ,  i t  i s  t r u e ,  no 

longer stayed in the h igh 60 's  (%) as i t  d id  in  the e a r ly  p a r t  o f  1975 

and came down ap pre c iab ly  towards mid 30 's  (%) du r ing  the  second h a l f  

o f  1978. But a f te r  th a t  i t  had been going upwards towards the second 

h a l f  o f  1979 and stayed over 40% a l l  through 1980. Perhaps t h i s  was 

unavoidable, to  some e x te n t .  With l im i t e d  scope f o r  investment in  

longer- te rm  ventures l i k e  i n d u s t r i a l  o r  development s tocks ,  the  banks 

had no o the r  a l t e r n a t i v e  than to  remain o v e r - l i q u i d .  I t  was not the 

banks’ f a u l t  t h a t  the  fe d e ra l  government d id  not have to  ra is e  funds in 

the c r e d i t  market; f o r  a w h i le  they had a l l  the money they needed.
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thanks to  the o i l  boom.

This leads us to  the ques t ion  p f  the adverse impact o f  the o i l  

boom on monetary i n s t i t u t i o n s  and ins trum en ts .  We a lready  saw how 

va r ious  s h o r t - te rm  asse ts ,  l i k e  c a l l  money and t re s u ry  c e r t i f i c a t e s  

were d iscon t inued  du r in g  1974 to  1977. I f  we now extend t h a t  issue and 

look in to  the broader pe rspe c t ive  o f  the cost and b e n e f i ts  o f  the o i l  

boom era , we may c a l l  i n t o  ques t ion  va r iou s  aspects o f  the monetary 

management o f  the pe r iod .  For, many N iger ians  these days p re fe r  to  

c a l l  i t  the era o f  o i l  doom, maybe im p ly ing  the reby ,  more long-te rm  

harm was done to  the country  a t  the t ime than good and a l l  they gained 

dui ing the t ime was a phase o f  conspicuous consumption f o r  a 

s u b s ta n t ia l  sec t io n  o f  the  community. Th is  is ,  o f  course, a very b ig  

ques t ion  and can be approached in  va r ious  ways depending on one’ s value 

judgement, wliether one is  a loca l  o r  a fo re ig n e r  and one’ s p a r t i c u l a r  

angle o f  v is io n  f o r  the t o p ic .  Let me, th e re fo re ,  attempt an

e v a lu a t io n  o f  the  pe r iod  in  terms o f  c e n t ra l  banking from the detached 

pe rspe c t ive  o f  an observer,  now d i s ta n t  both in  space and t im e.

I f  a person wins some la rge  amount o f  money in  a l o t t e r y  i t  is  

very l i k e l y  to  change her l i f e  s t y le .  The change may be gradua l,  i f

she is  to  in ves t  the bu lk  o f  her w inn ings and use the in te r e s t  or

d iv ide nd  to  improve her permanent income, and th e re fo re ,  permanent 

consumption. A l t e r n a t i v e l y ,  she may go on a spending spree as long as 

the  money la s ts ,  and be back to  her e a r l i e r  c o n s t ra in ts  on income and 

wealth  a f te rw a rds .  There is  no lo g ic a l  way o f  de c id ing  which

a l t e r n a t i v e  is  i n t r i n s i c a l l y  the  b e t te r  one. But i f  the  person under 

co n s id e ra t io n  s u f fe r s  from the Duesenberry-type u t i l i t y  fu n c t io n  where 

the past peak le ve l  o f  consumption would be the standard aga ins t  which 

the present leve l  is  to  be judged, the sense o f  f r u s t r a t i o n  may add to  

the cost o f  the second a l t e r n a t i v e .
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Now, what is  t r u e  f o r  a s in g le  person is  here a lso  t ru e  f o r  a 

co u n t ry , ,  unless the coun try  is  b ig  arid i n f l u e n t i a l  enough in  the

in te r n a t io n a l  money markets, l i k e  the  USA. With the increase o f  the

petro leum p r ic e  s ince 1973 and the. average, p roduc t ion  in  N ige r ia  

r i s i n g  t o  a le ve l  o f  2,31m b a r re ls  a day in  1979, bot.h export :  and t o t a l  

government revenue were dominated by t h i s  sec to r  o f  the economy. The 

increase in  the n e t -e x p o r t  would lead to  the increase in  na t io n a l 

income, v ia  the m u l t i p l i e r  e f f e c t .  The rea l income d id  go up by 57.53% 

du r ing  t h i s  era (1970-71 to  1980-81) o f  o i l  boom, r e g is te r in g  a s imple 

annual growth ra te  o f  5.23%. Part  o f  t h i s  growth would a lso  be

a t t r ib u t e d  to  o th e r  exogenous changes in  the c i r c u l a r  f low  o f  the

economy, namely investment, (bo th p u b l ic  and p r i v a te )  and government 

expend itu re  in N ig e r ia .  In a macro-economic model, i t  i s  p o ss ib le  to  

capture such e f f e c t s  s ep a ra te ly  and one is  a c tu a l l y  to  be reported in 

the  next chapter.  What we would l i k e  t o  see here, however, is  t h a t  how 

f a r  the CBN and the M in is t r y  of Finance could have checked the growth 

o f  money supply in  the economy du r ing  t h i s  pe r iod .

During the whole o f  t h i s  era , more than f o u r t e e n - fo ld  increase in 

money s tock (M,) led to  nea r ly  s i x - f o l d  r is e  in  the  p r ic e s  and the  p o in t  

we would l i k e  to  d iscuss here, i s  whether the  a u t h o r i t i e s  could have 

managed t h a t  b e t te r ,  i . e .  reduce the growth o f  money s tock .  Th is  was 

q u i te  easy a t  the t im e, g iven the w i l l  t o  do so. Since almost a l l  the 

ex t ra  export  earn ings were accru ing  to  the  fed e ra l  government, the  CBN 

could e a s i ly  have s t e r i l i z e d  any f r a c t i o n  o f  t h a t  so long i t s  pa r tn e r  

in  monetary management, i . e .  the m in is t r y  o f  f ina nce  agreed to  do so. 

But i f  the m in is t r y  was biased towards spending whatever the  government 

earned, the re  was not much room f o r  the  CBN to  manoeuvre. And whatever 

the fed e ra l  government d id  spend in  the coun try ,  a u to m a t ic a l ly  

increased the s tock o f  high-powered money and u l t im a te l y  money s tock.
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I n f l a t i o n  is  the obvious e f f e c t  o f  such a grea t  increase in  the 

money s tock .  I t  would have been le ss ,  i f  government d id  not spend the 

whole o f  i t s  revenue o r  even had an upper l i m i t  t o  go by in  terms o f  

i t s  dom es t ic ,expend itu re .  The e x t ra  b i l i r io n s . could have been s h i f t e d  

away to  buy f o re ig n  f i n a n c ia l  assets w i th  them. Th is  would have 

al lowed na ira  to  f a l l  o r  p rov ide  some j u s t i f i c a t i o n  in  a drop o f  i t s  

a l ignment w i th  d o l l a r  and/or s t e r l i n g ,  because o f  adverse e f f e c t s  on 

the balance o f  payments.

This is  a h y p o th e t ic a l  case, and th in g s  went d i f f e r e n t l y .  Naira 

d id  s tay h igh f o r  a long t im e , thus d e p r iv in g  many in fa n t  in d u s t r ie s  

the chance to  s u rv iv e  and many d id  d isappear. In f a c t ,  a g r i c u l t u r e  

s u f fe re d  a l o t :  nea r ly  N2 b i l l i o n  worth o f  food s t u f f  was imported 

du r ing  1978. Luxury t e x t i l e  imports  were nea r ly  N1 b i l l i o n  du r ing  the 

same year and the value o f  imported cars was then approaching h a l f  a 

b i l l i o n  mark.

To sum up, the CBN ought to  have po in ted out the i n f l a t i o n a r y  

e f f e c t  of  monetis ing  the o i l  b i l l i o n s  and i f  they d id  not do so they 

f a i l e d  in  t h e i r  task as the c e n t ra l  bank o f  the coun try .  I f  they d id ,  

and the government o f  the  day, which was the fe d e ra l  m i l i t a r y  

government du r ing  t h i s  pe r io d ,  took no n o t ic e  then they were the g u i l t y  

p a r ty .  Secondly, the  CBN al lowed the n a ira  to  s tay  too  high f o r  too  

long. This had adverse e f f e c t s  on the  a g r i c u l t u r a l  and i n d u s t r i a l  

development o f  the coun try .  F in a l l y  the  in te r e s t  ra tes  on depos i ts  o f  

a l l  k inds were adm in is tered a t  f a r  too  low le v e ls  f o r  f a r  too  long, 

r e g is te r in g  nega tive  re tu rn s  when i n f l a t i o n a r y  expec ta t io ns  were 

accounted f o r .  This  must have adverse ly  a f fe c te d  peop le ’ s w i l l in g n e s s  

to  save, and th e re fo re  the a v a i l a b i l i t y  o f  loanable funds in  the 

economy.

K. The Depression
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The depression in  the  N ige r ian  economy s ta r te d  from 1981/82 when 

the rea l GDP f e l l  by over 8%. Since the  growth o f  the economy in  the 

e a r l i e r  per iod  was almost t o t a l l y  dependent on the  o i l  s e c to r ,  i t  is  no 

s u rp r is e  t h a t  such a lo p -s id ed  economy would be v u lne rab le  to  the 

vagar ies  o f  the in te r n a t i o n a l  o i l  market. Let us look c h ro n o lo g ic a l ly  

in to  the downturn.

N ig e r ia ’ s p roduc t ion  o f  o i l  f e l l  d ra m a t ic a l ly  from i t s  e a r l i e r  

h igh le ve l  o f  around 2m b a r re ls  a day u n t i l  January, 1981, to  0.64m b/d 

by August, 1981 -  a drop o f  nea r ly  tw o - th i r d s  o f  the e a r l i e r  p roduc t ion  

ra te .  Part o f  t h i s  p roduc t ion  had to  be l e f t  as ide f o r  i t s  own 

in te rn a l  use, leav ing  s t i l l  less f o r  e x p o r t .  The g lu t  in  the market 

was the reason f o r  t h i s  d o w n fa l l .  N iger ian  Na tiona l Petroleum 

C orpora t ion  (NNPC) was o f f e r i n g  $4 d iscoun t to  the $40 OPEC p r ic e  a t  

the t im e, which N ig e r ia  f a i l e d  to  b r in g  down in  the  OPEC meeting in 

August because o f  o p p o s i t io n  from h ig h -c o s t  producers l i k e  Libya ana 

A lg e r ia .  But even a t  $36 per b a r r e l ,  i t  was s t i l l  $4 more expensive 

than the Saudi Arabian crude and the Americans ( N ig e r ia ’ s b igges t  

customer! were tu r n in g  more t o  them, causing a drop in  i t s  US shipments 

from 0.5m b/d to  0.3m b/d .  Th is  was a lso  the r e s u l t  o f  some te c h n ic a l  

inno va t ion  in the customer c o u n t r ie s .  N iger ian  l i g h t  o i l  i s  r e l a t i v e l y  

s u lp h u r - f re e  and t h i s  product d i f f e r e n t i a t i o n  was apprec ia ted  in  $4.50 

a b a r re l  d i f f e r e n t i a l  in  the OPEC p r i c in g ,  between the Arab heavy and 

the N iger ian  l i g h t .  In the spot markets a lso  t h i s  d i f f e r e n t i a l  was set 

to  around $2.50. But, w i th  the  i n s t a l l a t i o n  o f  "upgrading" f a c i l i t i e s

This  d e s c r ip t i v e  account o f  the depression o f  the  N iger ian  
economy is  based on rep o r ts  in  the va r iou s  issues o f  the 
f o l lo w in g  jo u rn a ls :

(a) A f r ic a  C o n f id e n t ia l ,  London.
(b !  A f r ic a  Now, London.
(c)  A f r ic a  Report, New York.
(d) A f r ic a  Research B u l l e t i n ,  Exeter,  England
(e) A f r i c a ,  London
( f )  Economist, London.
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a t  va r iou s  r e f i n e r i e s ,  which could reprocess any heavy crude t o  l i g h t  

end p roducts , N ig e r ia  l i g h t ’ s n a tu ra l  advantage no longer could command 

h igher  p r ic e .

This 10% p r ic e  cu t  was expected to  increase p roduc t ion  up t o  lm

b/d and at the  above p r ic e ,  t o t a l  o i l  revenue f o r  the  f i s c a l  year

1981/82 was not enough to  meet the  expected im port f o r  the year. 

Externa l reserves a t  the  end o f  J u ly  were a t  N5.3 b. Accord ing to  

P ro f .  E.G. Edozien, economic ad v ise r  to  the P res ide n t ,  i f  the

p roduc t ion  could be ra ised  to  1.4m b/d a t  the above p r ic e  ($36) the 

drop in the reserves would be Nib by the end o f  the  year. The

s i t u a t i o n  was thus f a s t  becoming desperate and a t  one stage the 

reserves were enough t o  pay f o r  th ree  to  f i v e  months im port b i l l .

The c i v i l i a n  government a t  t h a t  t im e , headed by Shehu Shagari was 

ra th e r  slow to  wake up to  t h i s  c r i s i s  and in troduced an a u s t e r i t y  

budget, designed to  save a b i l l i o n  n a ira .  Yet, f o r  p o l i t i c a l  reasons, 

the government was spending N2.3 b a year in  keeping in te r n a l  p r ic e s  

about a t h i r d  below the  in te r n a t io n a l  p r ic e .  The major burden o f  the 

a u s t e r i t y  budget was to  be borne by de lay ing  c a p i ta l  p ro je c ts .  A l l  

t h i s  would in d ic a te  th a t  N ig e r ia  would have to  borrow from the 

in te r n a t io n a l  c a p i t a l  market to  so lve  i t s  cash - f low  problems. That 

prospect was not bad a t  the t im e , w i th  a lready  s u b s ta n t ia l  reserves and 

a low debt s e rv ic in g  r a t i o  o f  2.1%.

The s i t u a t i o n  became worse next year when B r i t a i n  was accused o f

lowering " .........  the  p r ic e  o f  North Sea crude o i l  s p e c i f i c a l l y  to

undercut N ige r ian  crude and break OPEC in  the p rocess ."  The v ic e -  

p re s id e n t ,  Alex Ekwueme c a l le d  an emergency meeting o f  the National 

Economic Council  on 22nd March, 1982, and gave the  19 governors the 

preview o f  the desperate measures t o  be undertaken by the CBN, on 

f o re ig n  exchange. Th is  amounted t o  v i r t u a l  suspension o f  imports  -  no
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f re s h  l e t t e r s  o f  c r e d i t  and the  commercial banks t o  f u r n is h  the  CBN 

w i th in  a week, a l l  the  in fo rm a t io n  on t h e i r  commitments o f  fo re ig n  

exchange. The v ic e -p re s id e n t  a lso  disapproved very s t ro n g ly  o f  some 

s ta te s  t r y in g  to  ra is e  funds in  the  in te rn a t io n a l ,  markets.

The despera t ion  o f  the  government couid be t raced  t o  t h e i r  search 

f o r  scapegoats by e x p e l l in g  two m i l l i o n  a l ie n s  in  January, 1983. At 

the same t ime the coun try  was g e t t in g  ready f o r  another general 

e le c t io n .  The educated upper middle c la s s 's  exp ec ta t ions  have been 

fo rm u la ted  du r ing  the o i l  boom era when the 1979 e le c t io n  was he ld . At 

t h a t  t im e, o i l  p r ic e  was $40 per b a r re l  and N ig e r ia  was producing 2m 

b/d . Now ( 1983) they would be averaging less than h a l f  o f  t h a t  

p roduc t ion  le ve l  and a lso  s e l l i n g  a t  a much reduced p r ic e  o f  $28. One 

ray o f  hope f o r  the  r u l in g  NPN p a r ty  was t h a t  f o r  the  vast m a jo r i t y  o f  

the v o te rs ,  o f te n  poor, r u ra l  and i l l i t e r a t e ,  the se t  backs in  the 

government revenue through recession in  the  o i l  in d u s t ry ,  were not t h a t  

im portan t,  because they were h a rd ly  touched by i t  du r ing  i t s  prosperous 

phase. Only a m in o r i t y  group were to  be a f fe c te d  and denied t h e i r  good 

l i v i n g  i f  the recession was to  deepen in to  a severe depression.

Even though Shehu Shagari was re -e le c te d ,  the f i n a n c ia l  s i t u a t io n  

remained desperate f o r  N ig e r ia .  Around A p r i l /M a y ,  1983, N ig e r ia ’ s 

e x te rn a l  debt was $12 b, and i t  was a lready  d e fa u l t i n g  on payments on 

t rade  f ina nce .  The IMF f a c i l i t y  was not to  be considered f o r  the 

p o l i t i c a l l y  unacceptable p re c o n d i t io n  o f  a de va lua t io n  o f  the n a ira .  

The medium-term prospect o f  r a is in g  the  p rodu c t ive  cap a c i ty  o f  the o i l  

sec to r  was a lso  being hampered, because o f  low p r o f i t  margins main ly  

due to  o i l  g lu t  and the r e s u l t i n g  d ip  in  i t s  p r ic e .  NNPC i t s e l f  was to  

cu t  down by a q u a r te r  i t s  d r i l l i n g  p lan f o r  1983. A l l  the  fo re ig n  

companies l i k e  M ob il ,  Royal/Dutch S he ll  and G u lf  O i l  ( N ig e r i a ' s  second 

la rg e s t  producer) found the  f i s c a l  s i t u a t i o n  o f  the t im e not conducive
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f o r  f u r t h e r  investment. But Texaco and Agip were s t i l l  e x p lo r in g  f o r  

o i 1.

In  1979, N ig e r ia  produced 840.3m b a r re ls  w h i le  in  1983 i t  went 

down to  453 ;9m. The fo re ig n  exchange earn ings from the o i l  s e c to r  in 

1983 were nea r ly  h a l f  o f  i t s  1980 le v e l .   ̂ T h is  was the  main reason 

behind the la rge accumulation o f  ex te rn a l  debts, and the  attempt to  

p ro te c t  the l i v i n g  standards by t r y i n g  to  impress the  in te r n a t io n a l  

f i n a n c ia l  markets about the c re d i t -w o r th in e s s  o f  the  country  and 

c u t t in g  d r a s t i c a l l y  on im ports ,  could not po s s ib ly  succeed. The

casu a l ty  was the m i l i t a r y  take -o ve r  o f  Shagari a d m in is t ra t io n  by Maj. 

Gen. Mohmd. B u h a r i , on the  la s t  day o f  1983.

N ig e r ia ’ s macroeconomic problem had some re a c t io n  on the working 

o f  the in te r n a t io n a l  o i l  c a r t e l  o f  OPEC. When in  October, 1984,

N ig e r ia  fo l low ed  Norway and B r i t a i n  in  c u t t in g  i t s  p r ic e  by $2 per 

b a r r e l ,  t h a t  u n s e t t le d  the OPEC co -o pe ra t ion  on p r ic e  and p roduc t ion .  

Sheikh Yamani, Saudi A ra b ia ’ s . o i l  m in is te r  f lew  in to  Lagos, when P ro f .  

Tam David-West, N ig e r i a ’ s o i l  m in is te r  d id  not tu rn  up f o r  the  OPEC 

meeting in  Geneva, to  s e t t l e  the  p r i c e  d is p u te .  But, the  rumour was 

t h a t  the p r ic e  cu t  was undertaken ag a ins t  the p ro fe s s o r ’ s adv ice ,  when

Buhar i ,  h im se lf  an o i l  m in is te r  in  the  e a r l i e r  m i l i t a r y  a d m in is t ra t io n ,

was thought to  be behind the Supreme Headquarters ’ d e c is io n  f o r  the 

p r ic e  c u t .  But the p ro fe sso r  remained lo ya l  t o  h is  employer,  coming 

out w i th  comments l i k e :  ( i )  "N ig e r ia  has never so ld  o i l  a t  a d iscou n t .  

A l l  her o i l  is  so ld  a t  the  O f f i c i a l  S e l l i n g  P r ic e . "  ( i i )  On Yamani’ s 

impending v i s i t ,  " the  sove re ign ty  o f  a s ta te  is  not n e g o t ia b le ,  and 

n e i th e r  is  the i n te r e s t  o f  her c i t i z e n s . " David-West a lso  complained 

about some OPEC members in c rea s ing  t h e i r  ou tpu t  when N ig e r ia  o b l ig ed  by 

f o l lo w in g  OPEC in s t r u c t i o n s  to  reduce the  g lu t  in  the  o i l  market and 

a c tu a l l y  produced less.
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By J u ly ,  1984, N ig e r ia ’ s e x te rn a l  debt stood around $ i i  b, wh i le  

her e x te rn a l  reserves were on ly  $1.3 b. Various in te r n a t io n a l  agencies 

were agreeable to  he lp and reschedule the  debts on ly  a f t e r  N ige r ia  

would take the IMF medic ine. But t o  N ig e r ia ,  i t  was a b i t t e r  one, and 

they d id  not see any sense in  i t .  The problem here was the  ex te rn a l  

value o f  n a i ra ,  which IMF thought was much too ove r-va lued  and they 

wanted i t  cut by 60%. This was almost u n iv e r s a l l y  unpopular in  the 

country  and the d r a s t i c  reduc t ion  in  im port ,  employment and severe 

c o n t ro l  o f  fo re ig n  exchange were presented as the austere programmer 

which the in te r n a t io n a l  body ought to  go by. The o th e r  problem was 

the enormous subsidy on domestic o i l  consumption and the  IMF wanted i t  

removed. N iger ians  d id  not see any sense in  i t ,  because h ighe r  o i l  

p r ic e  would reduce domestic consumption and the e x t ra  o i l  a v a i la b le  

could not be so ld  abroad because o f  the g lu t  in  the  in te r n a t io n a l  

market. This would a lso  add to  the  t ra n s p o r t  cost o f  food d i s t r i b u t i o n  

from the ru ra l  to  the urban cen tres .  Both these arguments were in 

favour o f  the urban m iddle c lass  who, though very vocal and th e re fo re  

p o l i t i c a l l y  re le v a n t ,  d id  not have to  be subs id ized a t  the cost o f  the 

res t  o f  the community. Or, t o  put i t  d i f f e r e n t l y ,  i f  the  more 

successfu l and prosperous members o f  the community were made to  pay the 

market ( i n t e r n a t i o n a l )  p r ic e  f o r  t h e i r  p e t ro l  consumption, b i l l i o n s  o f  

na i ra  used in a r t i f i c i a l l y  keeping t h a t  p r ic e  down, would have h ighe r  

so c ia l  re tu rn .

Meanwhile, the a u s t e r i t y  programme taken by the  succeeding 

a d m in is t ra t io n s  was beginn ing t o  have i t s  e f f e c t s  on the  s o c ie ty .  The 

c losu re  o f  companies and the  c u r ta i lm e n t  o f  the p u b l ic  s e c to r  were 

adding to  the urban unemployment and causing problems o f  law and o rder 

in  those areas, and e s p e c ia l l y  in  Lagos. Meanwhile the re  were tens ions  

between the  two groups o f  Muslims and they were caused, not by the
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recession as such, but were due t o  the prosperous and o i l  r i c h  modern 

s ta te  a l leged  t o  be changing the fundamental Muslim way o f  l i f e  in  the 

no r th .

To avoid the  problem o f  fo re ign-exchange, N ig e r ia  took up an 

anti-money s t ra te g y  and looked f o r  double co inc idence in  wants in  the 

i n te r n a t io n a l  arena. They were f i r s t  successfu l in  t h i s  venture and 

managed to  s ign  th re e  b a r te r  dea ls  w i th  B r a z i l ,  France and A u s t r ia  

worth about $2b in the  f i r s t  h a l f  o f  1985. More were in  the p ip e l in e  

and i f  a l l  were s u cce ss fu l ,  the coun try  could s e l l  o f f  0.45m b/d on 

such deals .  But N ig e r ia ’ s two major expo r te rs  (UK, 19% o f  N ig e r ia ’ s 

import in  1984, and the US, 12%) were not in te re s te d .  Th is a lso  

annoyed N ig e r ia ’ s c a r te l  p a r tn e rs  in  the  OPEC, but they d id  not make 

any problem f o r  N ig e r ia ,  s ince the  leader ,  Saudi Arab ia  a lso  took up 

such a c o u n te r - t ra d e  s t ra te g y .  N ig e r ia ’ s OPEC quota a t  t h a t  t im e was 

1.45m b/d w h i le  some est im a tes  put the  ac tua l p roduc t ion  t o  be around 

1.75m b / d .

This  b a r te r  s t ra te g y  was a lso  unpopular w i th  N ig e r ia ’ s own NNPC, 

s ince i t  l e f t  them w i th  less room to  manoeuvre in  the  spot market. 

Again, even w i th in  the dea ls ,  i f  the gap between the crude petroleum 

p r ic e  and the p r ic e  o f  the f in i s h e d  product ( o i l )  were to  w.iden, the 

deal could on ly  su rv iv e  i f  the  spot market r e a l i t i e s  were considered. 

Thus, th e re  seemed to  be no less problems by abandoning monetary 

t ra n s a c t io n s  and a l l  i t  cou ld o f f e r  N ig e r ia  was a b re a th ing  space to  

recons ider  the IMF a l t e r n a t i v e .

Meanwhile, the re  was another change in  the p o l i t i c a l  scene. On 

August 27, 1985 Major-General Ibrah im  Babangida took over power in  a 

b lood less  coup. On December 12 o f  the  same year he stopped f u r t h e r  

n e g o t ia t io n s  w i th  the  IMF, d e c la r in g  "from now on the  path o f  honour 

l i e s  in d is c o n t in u in g  n e g o t ia t io n s  w i th  the IMF". Th is  was a popu lar
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d e c is io n  in the coun try  and the g e n e ra l 's  argument f o r  i t  was:

" I t  i s  not a t  a l l  c le a r  from the  evidence th a t  the  a d d i t io n a l  

s a c r i f i c e  invo lved in  o b ta in in g  the loan is  less than the  a d d i t io n a l  

s a c r i f i c e  e n ta i le d  in  not t a k in g  the loan. But what i s  c le a r  i s  t h a t

whatever op t ion  we take w i l l  in v o lv e  a l o t  o f  s a c r i f i c e s  by our

p e o p le " .

Though the im p o s i t io n  o f  the IMF programme was not p o l i t i c a l l y  

f e a s ib le ,  the debate on i t  was very use fu l f o r  Babangida t o  i n i t i a t e  an 

era o f  economic d i s c ip l i n e ,  and s e l f - d e n ia l .  In h is  own words, again,

"The IMF debate has proved a unique occasion f o r  the  people o f  

t h i s  coun try .  Opin ions have been expressed by a wide spectrum o f  the 

s o c ie ty ,  each person a c t in g  to  the  best o f  h is  o r  her knowledge w i th  

the purest  o f  motives and a l l  in  the in te r e s ts  o f  N ig e r ia  ......... "

Let us now look a t  the  1986 budget. The emphasis o f  the budget

was to  harness home-grown e f f o r t s  and to  re ly  less on im ports .  The 

th ree  o b je c t iv e s  o f  the  budget were ( i ) t o  r e s t ru c tu re  the  economy in  

such a way as to  reduce the dependence on the  o i l  s e c to r :  ( i i )  to

achieve, over the medium term, balance o f  payment and f i s c a l  v i a b i l i t y  

and f i i i )  to  e s ta b l is h  the  base f o r  a n o n - in f la t io n a r y  growth o f  the 

economy. To achieve such o b je c t iv e s  the government would undertake 

c e r ta in  p o l i c i e s ,  some o f  which are e n l is te d ,  below:

( i )  a l low  na ira  to  f i n d  i t s  own va lue;

( i i )  reduc t ion  in  petro leum subsidy o f  N900m, to  be used f o r  

education and road re p a i rs ;

( i i i )  fu e l  p r ic e s  nea r ly  doubled, except kerosene;

( i v )  nea r ly  20% reduc t ion  on c u r re n t  defence expend itu re ;

(v)  p r i o r i t y  l i s t  f o r  e s s e n t ia l  products in  g ra n t in g  import 

l ic ence s ;
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(Vi )  paying 30% of available foreign exchange for external 

debts;

( v i i )  r e s t r i c t i o n s  on expor ts  removed;

' ( v i i i )  on ly  government o f f i c e r s  on Grade le v e l  16 and above to

get one car;

( i x )  banks to  lend 15% o f  t h e i r  loan to  a g r i c u l t u r e ;

(V) no fees in p u b l ic  pr im ary schools;

( x i )  Health i n s t i t u t i o n s  t o  get N200m, P o l ice  to  get N123m.

From the l i s t  above one could see t h a t  the IMF proposals f o r  the 

economy were a c tu a l l y  sought t o  be undertaken. But t h i s  needed 

adjustment to  the hardsh ip  t h a t  was bound to  fo l lo w  and the  ’ na t io n a l 

economic emergency’ , which was dec la red the October be fo re ,  f o r  f i f t e e n  

months, turned out to  be q u i te  ap p ro p r ia te .  The general was a lso  very 

concerned about the ac tua l working ou t o f  the va r iou s  p o l i c i e s :  " . . . .

p o l i c i e s ,  no m atte r  how soundly fo rm u la ted  become empty words, unless 

they are v ig o ro u s ly  implemented". He emphasized " the  c r i t i c a l  nature 

o f  1986 to  our n a t io n a l  economic s u rv iv a l  and to  approach p o l ic y  

implementation th roughout the  year in  t h a t  s p i r i t  o f  emergency".

On the most c r u c ia l  p a r t  o f  the  above p roposa ls ,  i . e .  on the 

de va lua t io n  o f  n a i ra ,  however, the  government a c tu a l l y  acted 

d i f f e r e n t l y .  They in troduced  the Second-Tier Foreign Exchange Market 

(SFEM), by segmenting the fo re ig n  exchange market in to  two p a r ts .  This 

would a l low  c e r ta in  types o f  t ra n s a c t io n s  in  t h i s  market to  be 

subs id ized , w h i le  the  o the rs  had t o  f i n d  t h e i r  own le v e ls  in  the market 

p lace. The p re fe r re d  t ra n s a c t io n s  were government payments to  the

in te r n a t io n a l  og an isa t ions  and, to  quote Eghosa Osagie,^''  " .........  the

in te r e s t s  o f  p r i v a te  se c to r  t ra n s a c to rs  i n f l u e n t i a l  enough t o  have had

E. Osagie, "Operat ing  SFEM in  the N ige r ian  S e t t in g '  
NJESS. V o l . 28, N o . i ,  March, 1986, p p .71-118.
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t h e i r  l e t t e r s  o f  c r e d i t  conf irmed be fore  the t a k e o f f  o f  SFEM" (29th 

September, 1986). N ige r ian  Economic S oc ie ty  a c tu a l l y  came out w i th  a 

thorough s c r u t in y  o f  t h i s  p o l ic y  programme w i th  the  he lp o f  e ig h t  

a r t i c l e s  publ ished in  the  March, 1986 issue o f  i t s  jo u rn a l  (NJESS) and 

between them the au thors  looked i n to  almost a l l  p o s s ib le  fa c e ts  o f  

SFEM, both t h e o r e t ic a l  and ap p l ied .  I t  i s  not the  in te n t io n  here to  

summarise a l l  o f  them and I  note a nonco n trove rs ia l  conc lus ion  o f  one 

o f  those a r t i c l e s :

" .........  SFEM can be considered successfu l on ly  i f  i t  leads to

increased domestic p ro du c t ion .  The p o s s i b i l i t y  o f  t h i s  o c c u r r in g  would 

be enhanced i f  o th e r  p o l i c i e s  con ta ined in  N ig e r ia ’ s c u r re n t  programme 

o f  s t r u c t u r a l  ad justment a lso  a c t i v e l y  work to  increase domestic 

p roduc t ion  o f  goods and s e rv ic e s " .  (Osagie, i b id .  p . 116)

Let us now examine how the  S t ru c tu ra l  Adjustment Programme has

been working in the  coun try .  I f  we look a t  i t s  performance towards the

end o f  1987, we would see t h a t  c r e d i t  was t i g h t ,  growth o f  money supply 

c o n t ro l le d  and government spending curbed. The N ige r ians  were anxious 

not to  f a l l  in  the B r a z i l ia n  t r a p  o f  wage and p r ic e  i n f l a t i o n  a f te r  a 

dose o f  de va lua t io n .  But t h i s  had i t s  t o l l  in  human s u f f e r in g .  The 

p re s id en t  o f  the  N ige r ian  Labour Congress, A l i  Chiroma commented, "How 

are workers going to  s u rv iv e  w i th  r i s i n g  p r ic e s  and f rozen  wages?" On 

the o th e r  s ide  o f  the  in d u s t r y ,  the  execu t ive  d i r e c t o r  o f  the 

Manufacturers A ssoc ia t io n  o f  N ig e r ia ,  Aladepo Fafofwora argued, "There 

is  a f i n e  balance between i n f l a t i o n  and k i l l i n g  o f f  in d u s t r y . "

The in d u s t r i a l  se c to r  could no longer r id e  on the  back o f  the

high na ira  and now had to  pay fo u r  t imes more f o r  t h e i r  imports  o f  raw

m a te r ia ls  and spare p a r ts .  Volkswagen had to  reduce t h e i r  p roduc t ive  

cap ac i ty  s u b s t a n t ia l l y  and la id  o f f  thousands o f  workers. To quote
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Lyse Doucet:^^

"A u s te r i t y  has thrown a harsh l i g h t  on the weaknesses; v i r t u a l l y  

no backward in te g r a t io n  in  the automotive in d u s try  which has not 

advanced beyond the assembly stage; s te e l  m i l l s  make s te e l  rods but not 

s te e l  s h e e ts . "  (Doucet, i b i d .  p . 53)

La te r  on:

" I n d u s t r i a l i s t s  ........... are p lead ing f o r  more t im e to  a d ju s t  and

  f o r  an improved t a r i f f  s t r u c t u r e   Some argue t h a t  27-year

o ld  N ig e r ia  should shut i t s  doors and p ro te c t  lo ca l  in d u s t ry  l i k e  In d ia  

d id ,  in  order to  g ive  indigenous in d u s t ry  a f i g h t i n g  chance".

On the c r e d i t  s id e ,  food p roduc t ion  improved and food p r ic e s  

s ta b l is e d  du r ing  1987, even though the  b ig  farmers were s u f f e r in g  from 

the h igher costs o f  spare p a r ts .  Finance M in is te r  Okongwn commented, 

"We’ re less f r i v o l o u s  and have become a more cos t -consc ious  peop le" .  

Yet the balance on the cos ts  and b e n e f i ts  o f  SAP were s t i l l  on the  cost 

s ide .  In f a c t ,  the former head o f  s ta te .  General Olusegun Obasanjo 

came out w i th  a b l i s t e r i n g  c r i t i q u e  o f  the economic p o l ic y .  SAP he

s a id ,  " .........  d r a s t i c a l l y  reduced the  l i v i n g  standard o f  a l l  c lasses o f

p ro du c t ive  workers except spe cu la to rs  and commission agen ts" .  There 

was a b ra in  d ra in  away from the  coun try  and the government’ s l i b e r a l  

t rade  p o l ic y ,  Obsanjo argued, was not in  the best in te r e s t s  o f  the 

coun try .  Yet the government d id  not have much choice but to  c a r ry  on 

w i th ,  as some commentator put i t ,  SAP MARK TWO. A 6% r is e  in  p e t ro l  

p r ic e  in  A p r i l ,  1988 se t f o r t h  r i o t s ,  s t a r t i n g  from the  u n iv e r s i t y  o f  

Jos, which spread to  the re s t  o f  the coun try  lead ing to  c lo su re  o f  many 

u n i v e r s i t i e s ,  death o f  a t  le a s t  i2 people and burn ing  down o f  many 

government b u i ld in g s .  But the  IMF was adamant, r e q u i r in g  f u r t h e r

L. D o u c e t , " A u s te r i t v /N ig e r ia n - S tv le " . A f r ic a n  R e po r t . 
November-December, 1987, p p .53-55.
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increase in  o i l  p r ic e s  and reduc t ion  o f  budget d e f i c i t ,  and t h e i r  

approval was needed be fore  N ig e r ia  cou ld reschedule i t s  debts from the 

Western c r e d i t o r s  and a lso  t o  ga in new loans from the World Bank and 

Japan. F in a l l y ,  in  1989, the in te r n a t io n a l  body approved the January 

budget and offered N ig e r ia  a loan o f  $740m. The budget requ ired  people 

to  pay 43% more f o r  p e t r o l ,  when they needed i t  f o r  p r i v a te  use. The 

s e c o n d - t ie r  fo re ig n  exchange market was abol ished and na ira  was due to  

f i n d  i t s  own market le v e l .  Compared to  the beginn ing o f  i986, n a ira  

f e l l  by 80% by the end o f  i988, adding to  the cost o f  l i v i n g  f o r  the

r ic h ,  the m iddle c lass  and the poor. The la te s t  p o l ic y  o f  General

Babangida was to  p r i v a t i s e  a major p a r t  o f  the economy -  in  i988, 64 

p r i v a te  banks were ushered in .

A l l  those recess ionary  fe a tu re s  o f  the economy were to  be 

r e f le c te d  in the n a t io n a l  income data and the behaviour o f  the banking 

se c to r .  For a change, t h i s  t im e the  monetary s e c to r ,  o r  more 

p a r t i c u l a r l y  the c e n t ra l  bank would be re a c t in g  to  the  exogenous shocks 

o f  the economy, as best as i t  cou ld , ra th e r  than being a p a r ty  to  

b r in g in g  about the massive changes in  the  money s tock ,  as was the case 

o f  the e a r l i e r  pe r iod .  But the CBN d id  have a ro le  t o  p lay  and l e t  us

f o l lo w  the economic data, t o  fathom how they d id  i t .

GDP du r ing  the pe r iod  1981/82 to  1987/88 f e l l  by 23 percent 

whereas the p r ic e  le v e l  (GDP d e f l a t o r )  i s  est imated to  have increased 

by 61 percent.  Th is  may be due to  an increase in  the supply o f  narrow 

money (M^), du r ing  the same in t e r v a l ,  by as much as 53 pecent and o f  the 

broad money (Mg), by 90 percen t.  I n t e r e s t  ra tes  on d e po s i ts  (3 months) 

went up from 5.75% in  1981, f i r s t  q u a r te r  to  i4.92%, la s t  q u a r te r ,  

1987. The ra tes  on f i r s t - c l a s s  advances f o r  those two pe r iods  were 

8.75% and 17.96%, re s p e c t iv e ly .
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Let us now look in to  some re le v a n t  items o f  the  balance sheet o f  

the CBN du r ing  the  pe r io d .  I f  we take an e a r ly  date in  t h i s  i n t e r v a l ,  

say December 1981, we can observe the  d e c l in in g  t rend  o f  the  fo re ig n  

,assets as a ponpor t ion  o f  , t o t a l  asse ts . •. I-t f e l l  t o  2.5 pe rcen t,  from 58 

percent in  one s in g le  year; and then i t  went down t o  9.8% in  December 

1982, to  5.6% in  December 1983 and was a t  9.7% on March 1987. To 

compensate f o r  t h a t ,  government s e c u r i t i e s  had to  r i s e  ; i t  went up to  

62.3% in December 1981 from 30.6%, a year e a r l i e r .  The subsequent 

year-end f ig u re s  were always above 70% u n t i l  December 1985. In March 

1987, i t  went down to  60%. Another re la te d  p o in t  t o  note, i s  th a t  

t re a s u ry  c e r t i f i c a t e s  which were d iscon t inued  du r ing  the  o i l  boom 

pe r iod ,  were re in t roduced  when the recession se t  in  in  government 

revenue from the o i l  s e c to r .  The recession a lso  rev ived  the  t re a s u ry  

b i l l  issues, a f t e r  i t s  volume was dec la red t o  remain unchanged in  the 

1975-76 budget speech. Thus, we can see, th a t  one favou rab le  by

product o f  the economic d i f f i c u l t i e s  in  general and o f  the f i s c a l  

problems in p a r t i c u l a r ,  was th a t  c e r t a in  basic monetary ins trum en ts ,  

which were a llowed to  langu ish  and almost l i n g e r  in to  o b l i v i o n  on the 

wave o f  success on exp o r ts ,  were now rev ived  and given a new lease o f  

l i f e  by the monetary a u t h o r i t i e s  in  the  coun try .

For the commercial banks, the l i q u i d i t y  r a t i o  du r in g  t h i s  per iod 

s t i l l  remained q u i te  h igh ,  the lowest f i g u r e  being recorded a t  29.2 

percent du r ing  November, 1981 w h i le  the  h ighes t  was 87.5 percent in  

A p r i l ,  1983. I t  was m ain ly  in  the 30 's  almost a l l  through 1982 and 

g ra d u a l ly  went upwards to  the  50 's  and 60 's  du r ing  1983, 1984 and 1985, 

coming down somewhat in  1986 and the  e a r ly  p a r t  o f  1987. Thus, the 

growth in  the economy du r in g  the o i l  boom pe r iod  o r  i t s  downturn 

subsequently  d id  not have much e f f e c t  on the nature o f  the  l i q u i d i t y  

r a t i o  o f  the commercial banks. Maybe, i t  i s  not ap p ro p r ia te  to  expect
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i t  any o the r  way, because the  a l t e r n a t i v e s  are ra th e r  l im i t e d  to  them. 

With r e l a t i v e  lack o f  development o f  the c a p i ta l  market, and the very 

na ture  o f  commercial banking b ia s in g  them towards the sho r t  end o f  the 

c r e d i t  market, such obse rva t ions  cannot be avoided, whatever phase the 

s o -c a l le d  " r e a l "  s e c to r o f  the economy may be undergoing.

This concludes my d e s c r ip t i v e  account o f  the f in a n c ia l  and 

monetary aspects o f  the N ige r ian  economy, du r ing  the  span o f  t h i s  

cen tu ry .  Before I p resent a survey o f  the  recent research works on the 

re la te d  problems in  chapter fo u r ,  i t  may be a p p ro p r ia te  t o  p rov ide  a 

q u a n t i t a t i v e  assessment o f  c e r ta in  fe a tu re s  o f  the post-CBN development 

o f  the economy in  terms o f  some bas ic  macroeconomic magnitudes l i k e  the 

s a v in g - ra t io ,  growth ra te s  o f  income and per c a p i ta  income, o f  money 

and per c a p i ta  money and some measures o f  the  f in a n c ia l  in te rm e d ia t io n .  

Since such a q u a n t i t a t i v e  an a ly s is  o f  the  development process has not 

yet been attempted, I take t h a t  up in  the next chap te r ,  before 

re tu rn in g  to  the o th e r  main themes o f  the  th e s is  in  chapters  f i v e ,  s ix  

and seven.
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CHAPTER THREE - INFLATION, FINANCIAL INTERMEDIATION AND GROWTH

A. In trod u ction

, '.In th is  . chapter an ; account i of th e  .mainly monetary .impacts 

on the development process during the post ce n tra l bank era of 

the N igerian economy is  undertaken. As we already observed in  

the e a r l ie r  chapter, th is  period can be sub-divided in to  three  

d is t in c t  parts w ith separate s tru c tu ra l features from one 

another and I  may have to account fo r  th a t in  the em pirical 

analysis of the re la tio n s . Furthermore, the c iv il-w a r  period  

poses problems of i t s  own  ̂ when a l l  the re levant economic data 

could not be compiled fo r  the eastern provinces. The s ta te  of 

the war-economy i t s e l f  would also make th is  th ree -year span 

ra ther d is t in c t  from any o ther. Thus, a q u a n tita tiv e  study of 

the monetary features of the growth of the economy during such 

a heterogeneous period would need some heroic assumptions fo r  

i t s  s ta t is t ic a l  treatm ent and they w i l l  be sp e lt out below. On 

the economics of the analys is , one may look in to  the re levan t 

macroeconomic magnitudes concerning growth and, more 

p a rt ic u la r ly , the in f la t io n a ry  financing of growth. I t  has 

been suggested^:

" . ........... .. the case fo r  in f la t io n a ry  p o lic ie s , leading to

r is in g  p rices , which some people might c a l l  the Keynesian 

approach to development, is  not c le a r cut th e o re t ic a lly , and 

the em pirical evidence is  equ ivocal." (T h irw a ll, 1974, p x i i ) .

1. A P T h ir lw a ll,  In f la t io n ,  Saving and Growth in  Developing 
Economies, Macmillan, 1974.
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This hypothesis, in  i t s  various fac e ts , is  taken up fo r  

em pirica l te s tin g  in  th is  chapter. Since the hypothesis of 

demahd-pull in f la t io n  generating development can be put forward 

in  d if fe re n t  formats, I  undertake them separately in  the 

fo llow ing  sections. F ir s t ,  I  look in to  the basic re la tio n  of 

growth and investment in  terms o f per capita and ordinary  

growth ra te  of gross n a tio n a l product and saving and investment 

r a t io .  Since the high growth ra te  o f the oi1-boom period is  

mainly in i t ia te d  by export, i t  may be in te re s tin g  to  note how 

the basic re la tio n s  invo lv in g  growth ra te  and saving (or 

investment) ra t io  are to  be recorded fo r N ig e ria ,

In  the next section the broad issue of the ro le  of money in  

the development process is  investigated  fo r one h is to r ic a l  

period . Since the impacts of the growth ra te  of money can be 

s p l it  up in to  the growth ra tes of re a l income and of the 

general p rice  le v e l,  fo r  a s tab le  and 'u n ita ry ' income- 

e la s t ic i ty  of the demand fo r money, c o n tro llin g  money stock fo r  

stable  or slowly r is in g  prices may not necessarily be the 

optim al p o licy  fo r a developing economy. When s u ff ic ie n t  

savings are not forthcoming fo r the investment need of the 

country, the a u th o ritie s  may a llow  money stock to grow fa s te r  

to  finance the development p ro je c ts . I f  th a t brings fo rth  

in f la t io n ,  i t  may not be s o c ia lly  sub-optim al. In f la t io n ,  

again, may influence the saving-income r a t io .  Thus, i t  is  

important to know:
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( i )  what ra te  of in f la t io n  could be regarded as s o c ia lly  

optimal fo r the sa v in g -ra tio  and fo r the growth-rate

and

( i i )  what could be regarded as the optim al growth ra te  of 

the money stock. A l l  these questions are investigated  

in  sections C and D below.

Money, braodly defined to  include savings and time deposits 

w ith the commercial banks, along w ith the demand deposits 

would, by and la rg e , in d ica te  the f in a n c ia l resources of a 

developing economy lik e  N ig e ria . The re la t iv e  contributions of 

other f in a n c ia l in term ediaries  in  the country, are q u ite  small 

and th is  may in h ib it  the growth process i t s e l f ,  i f  p o lic ie s  are 

not designed to make allowance fo r such f in a n c ia l  

backwardness. I t  is  worthwhile to  know, th ere fo re , how the 

process of f in a n c ia l in term ediation  may be helping the 

investment generation process in  the economy and a lso , a t what 

stage of f in a n c ia l m aturity  the economy has reached, so th a t 

the monetary p o lic ie s  l ik e  the f ix in g  of in te re s t ra tes can be 

achieved a t the s o c ia lly  optim al p o in ts , I  take up such 

issuess in  section E before summarising the resu lts  of th is  

chapter in  the concluding sectio n .

B, Growth and Investment

One u sually  expects a p o s itiv e  re la tio n sh ip  between the 

growth ra te  and saving-income or investment-income ra tio s

2, Due to  the lack of data on saving overtim e, gross
investment values from the n a tio n a l income accounts are  
here used fo r both to t a l  saving and fo r to ta l  investment.
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The hypothesis is  th a t higher investment w i l l  lead to  higher 

accumulation of c a p ita l,  and w ith  stable  ca p ita l-o u tp u t ra t io ,  

re a l income would increase, as ,a re s u lt*  iLst me f i r s t ip u t  th is  

hypothesis fo r te s tin g , fo r the N igerian  data during the 

p eriod, 1961 to 1987. The c o rre la tio n  c o e ff ic ie n t between 

investment/income ra t io  and the growth ra te , however, turns out 

to  be only +.0302. The corresponding fig u re  fo r the ra te  of 

growth o f p e r-c ap ita  income is  only + .007. This would ind ica te  

the lack of any s t a t is t ic a l  re la tio n s h ip  involving  these 

variab les  in  our sample, which is  an exception from the ru le .  

But, s u rp ris in g ly , a negative re la tio n s h ip  is  observed. Let us 

see how.

As already ind icated , our sample period encompasses a 

th ree -year span of c i v i l  war and two s tru c tu ra l changes ( o i l  

boom: 1970-'80; depression: 1 9 8 1 -'8 7 ). To tack le  such a 

heterogeneous sample period, one may use three dummy 

v a ria b le s . One of them (D-| ) would re fe r  to  the c i v i l  war 

years, when data from the eastern sta tes could not be included  

in  the n ation al s ta t is t ic s .  Thus, va riab le  D-j would have ones 

fo r the three f is c a l years 1967 to  1969, and zeroes elsewhere. 

The o i l  boom dummy (Dg) would contain ones fo r the years 1970 

to  1980 and zeroes elsewhere, w hile the depression dummy (D3) 

would have ones fo r the years 1981 to  1987 and zeroes 

elsewhere. Since such usages may a ffe c t  the re s u lts , the 

regression equations are presented below, f i r s t  w ith  the 

c iv il-w a r  dummies only, and then w ith  a l l  three of them.
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^  ^ 1.661 + 7.863 \ Y /+  3.359 . . . . ( 3 . 1 )
Y (0 .23 ) ( 0 . 1 9 )  (0 .45 )

r 2 = .009; D.W. = 1.31; S .E .E . = 12.03 
; ( t “va lues)

AY ^ 17.903 -  95.156 y Ÿ  i + 2.886 D-] + 10.163 D2
Y ( 2 . 0 4 )  ( 1 . 8 2 )  '  '  (0 .3 8 ) (1 .53 )

-  10.839 D3 . . . . ( 3 . 2 )
(1 .78 )

283; D.W. = 1.60; S .E .E . = 10.69

AYn ^ - 0 . 6 6 9  2.933 V Y 2.864 D-| . . . . ( 3 . 3 )
Yn (0 .09 ) ( 0 . 0 8 ) '  (0 .40 )

r 2 = .007; D.W. = 1.37; S .E .E . = 11.60

AYn _ 15.384 95.419 V Y / 1.865 D-| + 9 .0 8 D2
Yn ( 1 . 8 3 )  " ( 1 . 9 0 )  (0 .2 6 ) (1 .42)

-1 1 .2 4 6  D3 . . . . ( 3 . 4 )
(1 .93 )

r 2 = .288;  D.W. = 1.67; S .E .E , = 10.26

As we can see from the above four regression equations, 

(3 .1 ) to  (3 .4 ) ,  the r2  values remain very low indeed, i f  the 

two s tru c tu ra l dummies, D2 and D3 are om itted. This ind icates  

the weakness of the re la tio n sh ip s  before one even t r ie s  to  

in te rp re t some of the c o e ff ic ie n ts . When I  go on to  do th a t, 

the n early  s ig n if ic a n t negative c o e ffic ie n ts  fo r  

equations (3 .2 ) and (3 .4 )  are contrary to  a -p r io r i  

expectation from our hypothesis. This negative re s u lt could be 

explained, a t le a s t fo r  a major p a rt of the period, i f  we 

consider the importance of export in  the growth of n ation al 

income. During the oi1-boom (1970 -'80 ) and the depression
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"(1981"'87) periods, the growth of n a tio n a l income and i t s  

decline , re sp ec tive ly , is  l ik e ly  to  have followed the dramatic 

increase in  the export of petroleum products and also i t s  

re la t iv e  f a l l ,  through the operation o f 'th e 'fo re ig n -tra d e  

m u lt ip lie r  during those years. Maybe, since such a strong 

association dominated tw o-th irds  of our sample period, i t  is  

not being possible to  come up w ith  the p o s itiv e  re la tio n s h ip , 

as expected from the hypothesis. Let us te s t these amendments, 

in  terms of the fo llow ing  regression equations:

A Y  ^  1 1  . 8 2 7  _  2 6 . 1 1 3  ( I  +  X )  2 . 8 8 9  D- |

Y  ( 1 . 1 2 )  ( 0 . 8 2 )  Y  ( 0 . 3 6 )

7 . 2 7 1  D g  7 . 2  D 3  . . . . ( 3 . 5 )

( 0 . 9 6 )  “  ( 1 . 1 1 )

r 2  =  . 2  ;  D . W .  =  1 , 6 0  ;  S . E . E .  =  1 1 . 3

_  9 . 9 6 1  2 8 . 4 2 8  ( I  +  X )  ^  1 . 9 2 8  D ^

Y ^  ”  ( 0 . 9 8 ) “  ( 0 . 9 3 )  Y  ( 0 . 2 5 )

6 . 5 3 4  D 2  7 . 4 8 7  D 3  . . , . ( 3 . 6 )

( 0 . 8 9 )  “  ( 1 . 2 )

r 2  =  . 2 0 2 ;  D . W .  =  1 . 6 7 ;  S . E . E .  =  1 0 , 8 6

A Y  ^  1 7 . 2 7 1  9 4 . 8 3 2  Y  3 . 8 2 9  Y  2 . 8 0 9  D ^

Y  ( 1 . 6 )  ■  ( 1 . 7 8 )  ( 0 . 1 1 )  ( 0 . 3 6 )

+  9 . 8 1 9  D 2  -  1 1 . 1 1 3  D 3  . . , . ( 3 , 7 )

( 1 . 3 )  ( 1 . 5 5 )

r 2  =  . 2 8 4 ;  D . W ,  =  1 . 5 9 ;  S . E . E .  =  1 0 . 9 4

AY :  X
 N  ^  1 5 . 2 6 3  9 5 . 3 5 7  Y  0 . 7 3 2  Y  1 . 8 5  D- |

Y ^  ( 1 . 4 7 )  “  ( 1 , 8 6 )  ( . 0 2 )  ( 0 . 2 5 )

+  9 . 0 1 4  D 2  -  1 1 . 2 9 9  D 3  . . . . ( 3 . 8 )
( 1 . 2 4 )  ( 1 . 7 5 )

r 2  =  . 2 8 8 ;  D . W .  =  1 . 6 6 ;  S . E . E ,  =  1 0 , 5
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• As-we- can see from the regression equations, (3 .5 ) to  (3 .8 )  

above, the inclusion  of the export-income ra t io  separately in  

the la s t two cases or in  conjunction w ith  the investment in  the 

,f i r s t  tw o,” did- not improve the explanation--and "the evidence 

s t i l l  remains inconsistent w ith  the a -p r io r i  expectation from 

theory. The c o rre la tio n  c o e ff ic ie n t between growth ra te  and 

the export-income ra t io  is  only + ,017, and w ith export plus 

investment as a ra t io  of income, i t  is  only + .0304. So, i t  is  

not very surpris ing , th a t one may end up w ith  such anomalous 

re su lts  in  the above regression equations. Again, the data on 

the investment-income r a t io  ind icates  an average of 17% w ith  a 

standard d evia tion  of 6%, which is  not unusual fo r a developing 

country. For the growth ra te , the s im ila r figures are 3,37% 

and 11.4%, For the p e r-c ap ita  income, however, the average 

growth ra te  has only been 0,15% w ith  a S,D. o f 10,97%! The 

v o la t i le  nature of th is  income growth is  suggested from i t s  

highest ra te  of 27.6% during 1969-70 and the lowest ra te  of 

-20.2% in  1982-83. The 1987 per capita  income o f N349, at 1980 

p rice s , was over 15% less than i t s  1961 va lue . These figures  

demonstrate the wide flu c tu a tio n s  of the re levant magnitudes 

and may expla in  why i t  was not possible to  es tab lish  a d ire c t  

re la tio n s h ip  between the growth ra tes and the investment or the 

saving r a t io .
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C ., Money In  .the Development Process

I t  has been w ell documented by now, th a t the use of money 

in  place of b a rte r would save resources fo r each p a rtic ip a n t in  

a transaction , and therefore^ enormously fo r the,-whole 

economy. The government, as the monopolist issuers of the 

le g a l tender could d iv e r t  resources to i t s e l f ,  w ith the 

increase in  the monetisation of an economy. N ig eria  has been 

no exception and we saw in  the la s t  chapter how the spread of 

money from the foreign  trade sector to the re s t of the economy 

evolved, though i t  took a long time to come by. In  the context 

of development, the ce n tra l a u th o ritie s  can augment investment, 

i f  they could d iv e r t domestic income away from p riv a te  

consumption to public  investment. To do th a t the government 

must have a surplus from i t s  tax income and borrowings over i t s  

expenditure and loan repayments. I f  such a surplus is  not 

forthcoming, because of inadequate tax base and/or in e f f ic ie n t  

co lle c tio n  system and also due to the infancy of the c re d it  

markets, the s ta te  can d iv e r t  resources to i t s e l f  by being the 

sole supplier of the currency in  c irc u la t io n . Since there is  a 

close re la tio n  between th is  monetary base and the money stock 

consisting of commercial bank d e p o s i t s ^ ,  i t  is  possible to work 

out how the government of the day can finance p a rt of i t s  

investment expenditure through the creation  of high-powered or 

's ta te ' money. And th is  operation need not necessarily  be 

in f la t io n a ry . Let me see how.

 ̂ A model fo r the determ ination of money stock in  the context 
of the p o s t-c iv il-w a r N igerian  experience has been proposed and 
tested in  chapter seven, below.
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s ta rtin g  from the equation of exchange, MV = PY, where 

M = money supply; V = the income v e lo c ity  of money; P = Price  

le v e l and Y -= .re a l income, one can re w rite  the re la t io n  in  

terms Of the rates of^change of the va riab les , as fo llow s; 

m = k + p + y  0. 0. ( 3 .9 )

1

where m = 1 ' #  ; k -M d t dt

P "  y  =

Equation (3 .9 ) can be manipulated and re w ritte n  in  the 

fo llow ing  form^, assuming p = O;

_ K(k + y -  a) . . . . ( 3 . 1 0 )I A . Cf.y
where, dMgyq is  the change in  the stock of government

money as a fra c tio n  of investment ( I ) ;

A = c re d it  m u lt ip lie r ;

a = = ra te  of change of the c re d it
m u lt ip lie r ;

K = inverse of the income v e lo c ity  of c irc u la tio n  of 
money

Cr = the required c a p ita l-o u tp u t ra t io

Using appropriate values fo r some of the parameters above

fo r N igeria  in  the middle 1960's , and assuming a required

^  Here I  fo llo w  the model proposed by R S Bhambri, "Demand fo r
Money and the In v e s tib le  Surplus", N ig erian  Journal of Economic 
and Socia l S tudies, March 1968, vo l 10, no 1 . I t  is  also  
presented in  T h irw a ll, (1974) op c i t ,  pp 132-134, from where 
equation 3.10 above has been taken.
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' growth-rate of 5%; Cj- = 3; A = '1 .6 ; K = 1 /v  = 1; k = 0.04; a 

= 0 .03 , Bhambri concluded th a t the newly created government 

money would finance 2.5% of to ta l  investment w ithout 

in f la t io n .  ' A fte r over twenty years, i f  I  attempt th e ’ same 

exercise fo r the la te  1980's, and p a r t ic u la r ly  1987, I  need to  

change the values of ce rta in  parameters, l ik e  A and K.

V e lo c ity  of c irc u la tio n  of narrow money was around 10 during  

1964 to  1966, whereas, i t  was 4.36 fo r 1987, g iv ing us a 

K-value of 0 ,23. March 1987 fig u re  fo r A would be around 1 .9 , 

Using these values, and the same numbers fo r the other 

parameters, I  conclude th a t nearly 5% of the to ta l  investment 

could have been financed by the newly-created high-powered 

money, w ithout in f la t io n .  And w ith the actua l in f la t io n  of 10 

per cent in  1987, actual growth ra te  of 1.2%, a f a l l  in  the

v e lo c ity  of c irc u la tio n  of narrow money from 4.61 in  1986 to

4.36 in  1987 and a r is e  in  the c re d it  m u lt ip lie r  by 0.1 to 1,9  

and assuming ca p ita l-o u tp u t ra t io  of 3, the corresponding 

actua l fig u re  turns out to be 7,4%. Or, in  other words, the

increase in  the average value of the high-powered money by

about N726 m illio n  in  1987 compared to 1986, could be estimated 

to have helped the fed era l government to  finance over 7 per 

cent of gross investment, or N457 m illio n  of the to ta l  

investment of N6180 m illio n  in  the country.

I t  may be appropriate a t th is  stage to look in to  the nature 

of the v e lo c ity  of c irc u la tio n  of money, or i t s  obverse, the 

s ta b i l i t y  of the demand fo r money. How much a given ra te  of 

change of money stock would a f fe c t  the p rice  le v e l and the 

le v e l of output, would depend, to a large ex ten t, on the nature 

of the demand fo r money. I f  the income e la s t ic i ty  of the 

demand fo r money is  high, an increase in  the money stock would
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lead to a low increase in  the e ffe c t iv e  demand, than is  the 

case when the e la s t ic i ty  is  low. Again, the s u i ta b i l i t y  of 

th is  th e o re tic a l device i t s e l f  m ay.be.called . in to  question i f  

the demand fo r  money'function does not in d ica te  a stables value 

fo r the ve lo c ity  or the income e la s t ic i ty .  To look in to  such 

questions, I  present below some OLS estimates of the demand fo r  

money function , adm itting th a t such a technique is  unsuited in  

th is  context, since both income and money are endogenous 

variab les in  an e s s e n tia lly  simultaneous system of demand fo r  

and supply of money. Such a model is  presented in  chapter 

seven, where I  estim ate and discuss the re levant parameters.

log I 7 7 ^ ]=  - 0 . 3 1 2  + 0.159 l o g  I l ]
P'M /  ( 0 . 3 4 )  ( 1 . 1 4  )

+ 0.837 l o g l — L ;  + 0.042 D
(9.75) \ p . n /  . (0 .4 2 ) . . . . ( 3 ,1 1  )

r2 = 0.875; h = -1 .1 2 ; S .E .E , = 0.14

—— != _n on-:* j- n 11/I -0 .0 0 3 (d -p *)

/  " 2  )+ 0 . 8 9 5  log I y + 0,028 D
(13 ,12) \  ■ / - I  ( 0 . 2 9 )  . . . . ( 3 . 1 2 )

r 2 = 0.916; h = -0 .8 9 ; S .E .E , = 0.14

The short-run in c o m e-e la s tic ity  of demand fo r re a l money 

(both the variab les are in  p er-c ap ita  terms) turns out to  be

0.159 fo r narrow money and 0.114 fo r broad money. The

corresponding long-run values from the above lag s tru c tu re , are 

0.98 and 1.09, re sp ec tive ly . I  could conclude, th e re fo re , th a t
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based on the above estim ates, the long-term income e la s t ic i ty  

o f the demand fo r  re a l balance fo r our sample period, come 

q u ite  close to  u n ity . But the above estim ates fo r the 

co e ffic ie n ts  of the important income variab le  are in s ig n if ic a n t  

in  both the cases. When I  add the other two s tru c tu ra l dummies 

to  each of the regression equations, the re levant t-va lu es  

worsen, without much improvement in  the o v e ra ll f i t  of the 

equations. I t  may be mentioned here th a t both the h-values  

in d ic a te , th a t the use of the lagged endogenous va riab le  as an 

argument in  the two functions above, the acceptance of the n u ll  

hypothesis th a t there is  no f i r s t  order au to co rre la tion  a t the 

5% le v e l o f s ig n ifican ce . The c o e ff ic ie n t fo r the re a l 

in te re s t ra te  va riab le  ( ie  d -p *, where d = nominal in te re s t  

ra te  on 3-month deposits w ith  the commercial banks and p* is  

the expected in f la t io n  ra te , proxied here by th e ir  ac tua l 

values) also remains s t a t is t ic a l ly  in s ig n if ic a n t in  both the 

cases. I f  I  s t i l l  attempt to  exp la in  the negative sign fo r  

th is  c o e ff ic ie n t , in  the narrow money case (equation 3 ,11) i t  

is  as expected, (d -p *) being a l ik e ly  measure of the 

opportunity cost fo r holding i t .  In  the broad money case, 

however, where I  have savings and time deposits as w e ll,  there  

is  an "own-rate p o s itive  response in  the p o r tfo lio  asset demand 

sense ac ting  against the opportunity cost element fo r the 

narrow p art of i t .  In  equation (3 ,1 2 ) , the net re s u lt turns 

out to be negative (though, in s ig n if ic a n t ly  so), in d ic a tin g  the 

overwhelming influence of the opportunity cost element against 

the own-rate response. F in a lly , the only s ig n if ic a n t va riab le
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in  these two te s ts , is  the lagged dependent v a r ia b le . The 

in s ig n ifica n c e  ofthe income c o e ff ic ie n t  casts doubt on the 

measurement of. th is  parameter ,in these OLS estim ates, and we 

have to  w ait u n t i l  chapter. seven ;fo r a ; more, appropriate  

estimate fo r i t .

Let me now look a t the general question of how monetisation  

can a ffe c t  the growth ra te  of a developing country. One can 

look a t the influence of money on the productive a c t iv i t ie s  of 

a country in  four stages :

( i )  money as a medium of exchange gradually replacing  

b arte r;

( i i )  in troduction  of a banking system to interm ediate  

between savers and investors;

( i i i )  the emergence of the c e n tra l bank to contro l money 

and c re d it  su itab le  fo r economic growth; and

( iv )  the development of a c a p ita l market fo r fu rth erin g  

the f in a n c ia l in term ediation  between the savers and 

the investors.

The economic log ic  behind these various stages regarded as 

necessary fo r growth has been o utlined  by N Kaldor^ and 

summarised as fo llow s;

,  ̂ N Kaldor, "The Irre levance of Equlibrium Economics", Economic 
Journal, December 1972.
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"Because development is  a cumulative phenomenon sustained 

by increasing re turns , a monetary and banking system is  v i t a l  

to enable the expansion of investment so as to generate the 

savingsirequired to  finance a d d itio n a l investment out of the 

additions to production, which production i t s e l f  makes possible  

through necessary re turns . In  other words, c re d it  creation  is  

necessary to finance increasing re tu rns".

(T h ir lw a ll 1974, p 111).

As we already saw in  the la s t  chapter, N ig eria  can be 

regarded as having reached the th ird  stage fo r providing the 

f in a n c ia l in fra s tru c tu re  fo r development. But ra th er than 

w aiting fo r a money and c re d it  market to develop fu l ly ,  the 

a u th o ritie s  may undertake in f la t io n a ry  p o lic ies  to generate 

growth. This they can do by regu la ting  the ra te  of growth of 

money stock in  such a way as to reach the maximum growth r a te . 

Financing of pub lic  investment when p riv a te  saving is  lagging  

behind, by p rin tin g  money may be the case in  p o in t. But, the 

gestation  period of such pro jects  may be so long as to  induce 

e ffe c tiv e  demand w e ll ahead of r is e  in  production, thus 

re su ltin g  in  in f la t io n .  Again, the m u lt ip lie r  process of 

demand induced, Keynenian-type expansion of income may not be 

operative in  the developing countries because of the lack of 

available capacity in  various ind u stries  to respond to the

increase in  demand. Thus, even i f  we assume th a t the monetary 

a u th o ritie s  in  N ig eria  can co n tro l the stock of money in  the 

country, regu lating  i t  to  finance investment in  excess of 

p riv a te  domestic saving may lead to  r is e  in  output and also in  

p rice  le v e l. I f  the in f la t io n  ra te  is  too high, however.
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and the deposit in te re s t  rates a t the"banks are a r t i f i c i a l l y  

kept too low, re s u ltin g  in  negative re a l re turns , i t  may add 

to the reduction in  p riv a te  saving and thus requ iring  the 

government to p r in t  more money to  finance investment in  excess 

of the av a ilab le  saving. In  fa c t ,  in  18 of the 27 years during 

1961 to  1987, the re a l re turn  on 3-month deposits w ith the 

commercial banks, was negative , the lowest being in  1975 of 

-30.43%. This obvious inadequacy of the in te re s t ra te  po licy  

has now been re c t if ie d  and the la s t  three years of our sample 

period reg is tered  p o s itive  re a l re turns .

Thus financing economic development through money creation  

has a l im it ,  and the ra te  of growth of money stock may be 

re la ted  in  a quadratic form w ith  the ra te  of growth of income. 

I f  such is  the case, i t  is  possible to  decipher the ra te  of 

growth of money a t which the growth ra te  of income is  the 

highest. But such a p o in t, i f  i t  e x is ts , need not in d ica te  the 

optimum le v e l fo r e ith e r  v a r ia b le . I f  the society chooses the 

ra te  of growth fo r money stock which maximises the growth ra te  

of income, i t  may have to endure an in f la t io n  ra te , which is  

fa r  too high. The optimum poin t would be a tta in ed  when the 

socia l marginal ra te  of su b s titu tio n  between the in f la t io n  ra te  

and the growth ra te  is  equal to  the slope of the opportunity  

locus between those Ûĉ o v a ria b le s . I f  the re la tio n  between the 

re a l income growth ra te  (dependent va ria b le ) and the money 

stock growth ra te  is  quadratic , so would be the re la tio n  

between the in f la t io n  ra te  and the income growth ra te , assuming 

a monotonically increasing re la tio n  between the in f la t io n  ra te  

and the money stock growth ra te . In  such a scenario so long
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in f la t io n  is  regarded as a 'bad' and growth as a 'good', the 

maximum achievable growth ra te , can never be the s o c ia lly  

. optimal g row th .rate , w ith convex preference, (s o c ia l) function  

between income growth and in f la t io n  ra tes . With th is  reminder, 

le t  me now look in to  the opportunity locus between the growth 

rates of income and money provided by the data during 1961 to 

1987. They are based on the fo llow ing  regression equations 

involving  the re levan t va riab les .

, Am \  /AMAY 0,910 + 0.459 1 \ 0 . 0 0 4  /  1
Y ( 0 . 2 0 )  (1 . 9 4 )  \  M̂  /  ( 1 .22 )\ M,,

^  2 . 5 2 4  D  2 . 4 5  D  -  8 , 3 2  D

( . 3 4 )  " ( 0 , 4 0 )  ( 1 . 4 1 )  , . , . ( 3 . 1 3 )

r2 = 0 . 3 2 8 ;  D . W ,  =  1 . 3 8 ;  S .E.E , = 1 0 . 6 ,

/ a m  \  /AM  \  2
AY 1 .483 +  0. 626  / ____2  \  0. 006  I 2

Y ( 0 . 3 1 )  ( 2 , 4 3 )  y  Mg /  ( 1 . 6 6 ) \  M%

3 . 7 8 6  D  2. 836 D  -  8.731 D
( 0 , 5 2 )  “  ( 0 . 4 7 )  ( 1 . 5 4 )  . , . , ( 3 . 1 4 )

r 2  =  0 . 3 7 7 ;  D . W ,  =  1 , 4 1 ;  S .E .E . =  10 .2 ,

0 . 0 1 1  +  0 , 3 8 7  \  0 . 0 0 3  / ^ ^ N 1

Y^ ( 0 . 0 0 3 )  (1 . 7 2 )  \  ( 0 . 9 9 ) \ M M i

1.338 D 3.157 D -  8 .741  D
( 0 . 1 8 )  “ ( 0 . 5 2 )  (1 .5 1 ) , . . , ( 3 . 1 5 )

r2 = 0.299; D.W, = 1,41; S .E .E , = 10,41,

AY / AM \  /AM  ̂ 21.96 + 0,526 ( N2 0 . 0 0 5  {  N2
( 0 . 4 5 )  ( 2 . 1 3 )  \  M„2 /  ( 1 . 3 1 ) \ M n 2

2,648 D 3.412 D -  8.8 D-
(0 .368) " ( 0 . 5 8 )  ( 1 . 5 7 )  . . , . ( 3 . 1 6 )

r2 = 0.343; D.W, = 1 . 3 7 ;  S.E .E , = 10.09,
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Equations (3 .13 ) to  (3 .1 6 ) in d ica te  the quadratic re la t io n  

between the growth rates of re a l income and of money. The 

lin e a r  re la tio n s  invo lv ing  these variab les  performed much worse 

in  terms' of the' s t a t is t ic a l  c r i t e r ia  of arid DiW, measures.

The quadratic form is  in  l in e  w ith  s im ila r re la tio n s  reported  

fo r some L atin  American countries®. Four d if fe re n t forms of 

the equation are made out of two d e fin it io n s  of the growth ra te  

of income (ie  growths o f re a l income and of per cap ita  income) 

and of narrow and broad money. They, however, in d ica te  ra ther  

high values fo r the growth ra tes  of money? fo r the maximum 

growth ra te  fo r income. In  equation (3 .1 3 ) , i t  is  57 per cent 

fo r narrow money and 52% fo r  broad money in  equation (3 .1 4 ) .  

These are the rates a t which the growth ra tes w i l l  "peak", 

a f te r  which the negative impact of high in f la t io n  ra te  w i l l  

more than o ffs e t the p o s itiv e  e f fe c t  of increased e ffe c tiv e  

demand on output. When I  conduct the same experiment w ith the 

per capita growth rates of income and money, the corresponding 

growth maximising rates fo r narrow and broad money turns out to  

be 65% and 53%, re sp ec tiv e ly . Next, I  use these monetary growth

® H C W allich , "Money and Growth; A Country Cross-Section 
Analysis", Journal of Money C red it and Banking, May 1969.

d( —? From equation (3 .1 4 ) , fo r example, \  Y /______  = .626

A M „

d '
^2

-  = 0, Growth maximising monetary

' AM \  *
expansion ra te , \  —̂  / = 52.16%.

141



rates to ca lcu la te  the "peak" income growth ra te  a tta in a b le ,  

assuming normal time ( ie  zero values fo r a l l  the dummy 

v a ria b le s ). I t  turns out to be 15% corresponding to both 

narrow and broad money w hile  the p>er cap ita  growth^rate peaks 

a t around 12%, again fo r both the d e fin itio n s  of money. This 

is  approximately consistent w ith the population compound growth 

ra te  of around 3% during our sample period.

I t  should be noted here, f in a l ly ,  th a t in  a l l  the four 

equations above, (3 .1 3 ) to  (3 .1 5 ) ,  there is  almost always a 

s ig n if ic a n t p o s itive  in fluence of the monetary expansion ra te  

on the growth ra te  of re a l income w hile the n o n -lin e a rity  is  

only hinted a t .  The in s ig n ifica n c e  of such c o e ffic ie n ts  would 

undermine the ra th er large growth-maximising values of the ra te  

of growth of money stock. Nevertheless, the n o n -lin e a r ity  is  

co n sis tently  hinted a t in  a l l  the four equations and th e ir  

im plications are presented as suggestions fo r the q u a lita t iv e  

nature of the re la tio n s , ra th e r than the exact measures of the 

growth maximising values. Therefore, the reported magnitudes, 

calcu lated  on the basis of such c o e ff ic ie n ts , are to be 

in te rp re ted  as in d ic a tiv e , and not d e f in it iv e  measures of the 

underlying "true" values.

Now, a 52% growth of broad money would bring about an 

in f la t io n  ra te  of n early  20 per cent, i f  implemented now, in  

terms of the consumer p rice  index®. Thus choosing a growth 

ra te  of the money stock of one or the other d e f in it io n , to

® The regression equation on which the ca lcu la tio n  is  based, is  
reported in  the next section.
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maximise the growth ra te  of re a l income, need not necessarily  

be the optimum so lu tion  fo r the so cie ty . But, i t  would be 

u sefu l’ to  know the other underlying opportunity l o c i i , 

involving  the growth ra tes of money, of income and of the p rice  

le v e l to judge the optimum ra te  of growth fo r the money stock 

fo r the country. I  now turn  to such an evaluation in  the next 

sectio n .
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D. In f la t io n ,  Growth and the Saving R atio

Let me f i r s t  look in to  some evidence from the annual 

tim e-series d ata , how the saving-income ratio=has been 

responding to  income and, i t s  growth ra te  and also' to  in f la t io n  

ra tes . Here again, I  have to  use the investment-income ra t io  

as a proxy fo r the saving-income ra t io ,  conceding th a t th e ir  

ex ante values may be d if fe re n t ,  but th e ir  expost values must 

be the same. I  also use the same s tru c tu ra l dummy va riab les , 

as already ind icated  in  the above sections. I t  may be 

mentioned here th a t the various c r i t e r ia  fo r the s ta t is t ic a l  

tes ting  of the re la tio n s  reported in  th is  chapter are not 

robust enough to suggest the strong evidence favouring one or 

the other hypothesis. But, n e ith e r are they so weak as to  

disregard the strong h in t fo r c e rta in  re la tio n sh ip s , admitting  

the O .L.S. estimates of the various equations which would form 

d if fe re n t  parts of an e s s e n tia lly  simultaneous system of the 

macroeconomy of N ig eria , may lead to some apparent ,

inadequacies. Some simultaneous estimates of a macro model are 

reported in  the research survey p art of chapter four below.

With a l l  these reminders, le t  me now look in to  the 

fo llow ing  two regression equations, w ith s a v in g -ra tio , as the 

dependent v a ria b le .
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2 =  _  0 . 0 6 8  0 . 0 0 2  ( ' ^ \  0 . 0 0 1  0 . 0 0 1  / y \

Y ( 1 . 2 6 ) "  ( 3 . 0 0  )y Y y " d '. 1 8  )( P ) ( 4 . 2 0 )  N J

+ 0 . 0 3 3  D i  -  0 . 0 1 4  D 2  -  0 . 0 3  D 3  . . . . . .  ( 3 . 1 7 )

( 1  . 4 6 )  ( 0 . 4 6 )  . ( 1 . 6 8 )

r 2  = 0 . 7 8 7 ;  D . W .  =  1 . 4 8 ;  S . E . E ,  = 0 . 0 3 .

S_ ^  _  0 . 0 7  0 . 0 0 2  0 . 0 0 1

Y ( 1 . 2 9 ) "  ( 3 . 03  ) \  Y  / "  ( 1 . 2 1  ) \ P

+  0 . 0 0 1  / y V  0 . 0 3 1  D -1 -  0 . 0 1 4  D 2  -  0 . 0 3 2  D 3  . . . . . .  ( 3 . 1 8 :

( 4 . 1 7 ) \ N /  ( 1  . 3 8 )  ( 0 . 4 7  )  ( 1  . 7 5  )

r 2  =  0 . 7 8 9 ;  D . W .  =  1 . 5 1 ;  S . E . E .  =  0 . 0 3 .

In  equations (3 .1 7 ) , the sa v in g -ra tio  is  hypothesised to  

depend on the growth ra te \ Y j ,  in f la t io n  ra te \ P -  the GDP 

d e fla to r used here) and per cap ita  re a l income (Y /N ), and also  

on the three s tru c tu ra l dummy va riab les , D i , D2 and D3. In  

equation (3 .1 8 ) the only d iffe ren ce  l ie s  in  the use of the ra te  

of growth of per cap ita  re a l income, in  place of the re a l 

income. On the basis of the l ife -c y c le  hypothesis of saving, I  

would expect a p o s itiv e  in fluence on the sa v in g -ra tio  from the 

growth ra te  of re a l income (both actua l and per c a p ita ).  The 

s ig n if ic a n tly  negative in fluence here in  both the equations is  

thus contrary to our hypothesis and needs to be explained in  

terms of the N igerian  experience. This negative re la tio n  

between the growth ra tes and the saving and/or
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in v es tm en t-ra tio , was also observed in  equations (3 .2 )  and

(3 ,4 ) above. Since I  am now looking in to  a d if fe re n t  d ire c tio n  

of ca u s a lity , the explanation here can only be provided in  

terms of a n ation al myopia in  peoplè* s consiumptibn and saving 

behaviour. This may also be due to the lack of s u ff ic ie n t  

number of saving in s t itu t io n s  l ik e  bank branches, spread a l l  

over the country, and also to  the ty p ic a l negative re a l re tu rn  

on savings in  the form of savings and time deposits, when such 

in s titu tio n s  were already a v a ila b le .

The e ffe c t  of in f la t io n  on the sa v in g -ra tio  could come 

through growth, when the demand-pull in f la t io n  would ra ise  

growth ra te , and th ere fo re , the s a v in g -ra tio . But the la t t e r  

re la tio n  being found to be negative fo r the reasons mentioned, 

in f la t io n  may exert a negative in fluence 0% the s a v in g -ra tio .

In  both the equations above, (3 .1 7 ) and (3 .1 8 ) , I  get 

in s ig n if ic a n tly  negative c o e ff ic ie n ts , which were s im ila r  to a 

tes tin g  of the same equation fo r some A frican  countries  

(T h ir lw a ll,  1974, op. c i t . ,  p 211). F in a lly , the e f fe c t  of the 

per cap ita  income on the sa v in g -ra tio  has been s ig n if ic a n t ly  

p o s itiv e , as expected.

We now move on to the question of the re la tio n sh ip  between 

the investm ent-ra tio  and the in f la t io n  ra te . Since I  have been 

using, w ithout choice, the data on investment fo r ca lcu la tin g  

the sa v in g -ra tio , i t  may be more appropriate to set the 

re levant hypothesis in  terms of the in v es t^ ra tio  i t s e l f .  

T h e o re tica lly  a lso, the re la tio n  between these two rates is
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more d ire c t than the one between" sa v in g -ra tio  and in f la t io n ,  

where one may have to  assume in f la t io n  in fluencing  the growth 

ra te , which, in  i t s  tu rn , influences the s a v in g -ra tio .

In f la t io n ' is  l ik e ly  to  augment investment, fo r a  given le v e l of 

income, since i t  may improve expectations of p r o f it  due to  

wage-price lag . But a t a high ra te  of in f la t io n , saving is  

l ik e ly  to be adversely a ffected  due to the low re a l consumption 

prospect such a saving may bring fo rth , i f  nominal in te re s t  

rates on various types of deposits do not ad just to stop the 

f a l l  in  re a l re tu rn . We already saw such was the ty p ic a l case 

in  N igeria  during our sample p erio d . A f a l l  in  saving, 

th ere fo re , a t a high enough in f la t io n  ra te , fo r given income,

would lead to a f a l l  in  saving -  and in ves tm en t-ra tio . We can,

th ere fo re , observe a quadratic re la tio n  between the

investm ent-ra tio  and the in f la t io n  ra te , and i t  would be

in te re s tin g  to  estim ate the in f la t io n  ra te  a t which the ra t io  

is  maximised fo r the data in  question. Such a re la tio n  is  

presented in  the fo llow ing  regression equation.

1  ^ 0.139 0.003 / —   ̂ O.OOOl/"— V
Y (7.88 ) (1 .52 ) \  P y -  (1 .7 3 ) \   ̂ /

0.022 Di 0.062 D2 0.038 D 3  . . . . . . .  (3 .19 )
(0 .72 ) (2 .46 ) “ (1 .5 3 )

r2 = 0.593; D.W. = 1.16; S .E .E , = 0.04

Since the D.W. s t a t is t ic  does not in d ica te  evidence fo r

au to co rre la tion , I  may, perhaps, make use of the re levan t
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c o e ffic ie n ts , s ig n if ic a n t only a t 75 to 90 per cent le v e ls .

The in f la t io n  ra te , maximising the investm ent-ra tio  during our 

sample period -turns out to be 15%, and the corresponding 

expected value of the investment-income ra t io  fo r a normal 

period ( ie  assuming = D2 = D3 = 0 ) ,  would be ju s t over 

16 per cent. Since, such a re la tio n  could suggest the 

in f la t io n a ry  finance fo r growth, i t  would be appropriate to  

look in to  the possible re la tio n s  between

( i )  in f la t io n  and growth and

( i i )  growth of money stock and the in f la t io n  ra te .

There could be some lag between the independent and the 

dependent variab les in  the above two re la tio n s , but I  intend to  

decipher the one-year impacts in  them, and the re su lts  came 

out, as follows

4X- = 0.496 1 .301 0.051 ^
Y (0 .1 )  d . 8 2 ) \ P / "  ( 2 .3 2 ) '  P'

5.056 Di 2.24 D2 9.27 D3 . . . . . .  (3 .20 )
(0.68 ) (0 .3 6 ) (1 .41 )

r2 = 0.362; D.W. = 1,28; S .E .E . = 10.32

1 .569 1 .152 f — ) 0.05
Y " (0 .34 )+  (1 .6 8 ) \  P /  (2 .2 8 )

, ^ 3.725 Di 2.05 D2 _ 8.85 D3 ............  (3.21)
/  (0.52 ) (0 .3 4 ) (1 .41 )

r2 = 0.367; D.W. = 1.33; S .E .E . = 9 .9 .
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^  _ 0.969 ^ 0.279 I - i - i  5.173 Di
P (0.22 ) (2.39 ) ' 1  (0 .6 8 )

.9,167. D2 ^ 6.196 Dg . . . . . .  (3,. 22)
.(1 .47 ) (1 .0 3 )

r 2  =  0.472; D.W. = 1.92; S . E . E .  = 10 .8 ,

/ AM2 ,
AP 0.449 0.265 I i _ 4.693 Di

P (0 .0 9 ) (1 .94 ) \  2 /  ( 0 . 5 9 )

9.756 D2 5.919 D ]  . . . . . .  (3 ,23 )
(1 .4 8 ) (0 .95 )

r2 = 0.432;  D.W. = 1.94; S . E . E .  = 11.2, 

àE. = 1 .958  ̂ 0 .2 6 l(— —  j _ 5.045 Di
P (0.43)+ (2 . 1 2V ^Nl /  (0.65)

9.594 D2 6.193 D3 . . . . . .  ( 3 . 2 4 )
(1 .50 ) (1 .01 )

r2 = 0.447; D.W. = 1.92; S .E .E . = 11.05,

/ AM V
AP 1 .088  ̂ 0, 275 ( - 77̂ )  4.438 Di
"IF = ( 0 . 2 3 ) +  (1 . 9 3 ) \  : 'N2^-  ( 0 . 5 6 )  +

+ 10.026 D2 6.112 D 3  . (3 .25 )
(1 .54 ) (0 ,98 )

r2 = 0.431; D.W. = 1.96; S .E .E . = 11.21.

In  equations (3 .2 0 ) and (3,21 ) above, there is  a strong 

h in t  of the in f la t io n - r a te  (measured as the percentage changes 

of the consumers' price in d ex ), p o s it iv e ly  in fluencing  the 

grow th-rate. At the same tim e, there is  a 's ig n if ic a n t ' l im it  

to th is  process, as hypothesised above. In  both the cases, the
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growth maximising in f la t io n  ra te  turns out to be 12 to 13 

per cent. The expected grow th-rate of re a l income in  such a 

case, fo r  a normal year, would be 9 per cent (equation 3 .20) 

and fo r the growth ra te  of p e r-c ap ita  income, 5 per cent 

(equation 3 .2 1 ) .  In  equations 3.22 to  3.25, I  notice the 

contemporaneous in fluence of the ra te  of growth of the money 

stock, both actua l and per cap ita  and a lso , both narrow and 

broad, on the in f la t io n  ra te . The resu lts  are a l l  

s t a t is t ic a l ly  much more robust than any other set of re la tio n s  

we have looked in to  so fa r .  The re levan t c o e ff ic ie n t also  

varies co n sis ten tly  between .26 to .28 , when I  use the p rice  

index from the GDP-deflator to  define the in f la t io n  ra te  in  

th is  instance, suggesting a one per cent ris e  in  the growth 

ra te  of the money stock would increase the in f la t io n  ra te  by 

0.27%, in  the same year.

I t  should be noted, in  th is  context, th a t the d ire c tio n  of 

causality  between money and prices or between th e ir  rates of 

changes need not be u n id ire c tio n a l. The causal l in k  between 

money and prices could operate on the opposite d ire c tio n , ie ,  

in f la t io n  causing monetary expansion. S. Ajayi® investigated  

th is  p a rtic u la r  problem on money and p rices , based on q u a rte r ly  

data (1961 f i r s t  q uarter to  1977, second quarter) and 

concluded ;

" . .  the em pirical evidence supports the view th a t money 
plays an im portant ro le  in  the determ ination of prices and 
there is  u n id ire c tio n a l cau s a lity  between money and prices

9. S .A jay i, "On the D ire c tio n a l C ausality Between Money and 
P rices", The N ig erian  Journal of Economics and S o cia l 
Studies, November 1983, Vol 25, No 3, pp 319-325.
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with the causation going from money to prices fo r the 
periods observed". (S. A jay i, op.c i t . ,  1983, p 324).

This piece of evidence would' ju s t ify  the s p e c ific a tio n  of 

the above equations, 3.22 to' 3 .25, even though they are fo r the 

rates of change of p rice  le v e l and of money.

I t  would appear, by now, a f te r  looking a t the d if fe re n t  

estimated equations in  sections B, C, and D th a t there may be a 

simultaneous, n on -lin ear and possibly a dynamic re la tio n sh ip  

involving  the various growth rates and the ra tio s , analysed 

above. The s ingle-equation  OLS estimates can, a t best be a 

f i r s t  approximation of the impact e ffe c ts  involving  the 

re levan t exogenous and the endogenous variab les in  the 

"current" year. I f  such approximations are to be regarded as a 

f a i r  representation of the underlying model, a t le a s t  

q u a lita t iv e ly , a segment of i t _ can be depicted in  the 

fo llow ing  diagram.
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Points A tb H iri F igure 3.1 ' ind icate 'how  the opportunity  

lo c i i  between

( i )  —  and —  in  quadrant I ;
Y M

( i i  ) —  and —  in  quadrant I I  and
Y P

( i i i )  —  and —  in  quadrant IV  may look, based on
M P

the OLS estimates of the various re la tio n s  though not a l l  of 

them, as we saw above, are s t a t is t ic a l ly  s ig n if ic a n t a t the 95% 

le v e l.  As we can see, our f i r s t -s h o t  OLS estim ate of th is  

b a s ic a lly  simultaneous, n on -lin ear d isequilib rium  model may be 

regarded as inaccurate, i f  the lag structure in  each re la tio n  

is  the same, since points A and H are wide apart and also  

because points E and F do not co incide. But they could serve 

to i l lu s t r a te  how the 't ru e ' model would look, in  each period . 

In  such a case, given the so c ia l tra d e -o ff  between in f la t io n  

and growth, one could fin d  the 'b l is s ' point and then work

one's steps backward to  ascerta in  the required ra te  of change

of money stock to achieve i t .  This proposition is  presented in  

fig u re  3.2 below.
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E. F in an c ia l Repression and Economic Growth

Let me now put forward the case against in f la t io n a ry  

finance ‘of growth as' depicted in  the works' o f R. McKinnon and

E. Shawl 0. In countries, whete the markets fo r loans are not 

yet developed and a ty p ic a l investor has to save on h is  own 

before he can invest, money stock may not be regarded as a 

substitu te  asset fo r physical c a p ita l,  as is  assumed in  the 

neoclassical growth models. In  such a scenario, money a c tu a lly  

becomes a complement to physical assets. Because, higher 

return  on physical assets would lead to an increased demand fo r  

investment in  them, fo r the given le v e l of income, c e te r is  

paribus. But investment, i f  i t  is  ty p ic a lly  se lf-fin an ce d , has 

to come from one's own savings. Now, savings can only be made 

in  money; thus an increase in  the desired investment-income 

ra t io  leads to a higher demand fo r money making i t  a

complementary asset to  the physical c a p ita l. In  other 

s itu a tio n s , where money and c re d it  markets are not so 

underdeveloped, increase in  the ex ante investment could be 

financed from borrowing, leading to a drop in  the demand fo r  

money, since the budget co n stra in t on the asset and l i a b i l i t y  

p o r tfo lio , must always balance thus making room fo r the ex tra  

borrowing.

The hypothesis proposed above, can be presented in  the 

fo llow ing  demand fo r money function .

10. This p o r tfo lio  approach to finance growth in  the context of 
developing countries w ith  inadequate c re d it  and money 
markets is  presented in  g reat d e ta ils  in  chapter f iv e  and I  
only sketch out the hypothesis in  th is  section and provide 
an in d ire c t te s t of the hypothesis.
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p j ^  = Y,  d -  P * j    ( 3 . 2 2 )

where ^  = vûâf money stock,

^  = Investment-income r a t io .

Y = re a l income,

d = nominal in te re s t  ra te  on deposits,

P* = expected ra te  of in f la t io n ,

P = price le v e l.

The complementarity hypothesis suggests, fo r the above

equation, f i  > 0; f 2 > 0; f 3 > 0, The la s t  two conditions are

the usual ones fo r income and own-rate (re a l)  response fo r

demand fo r re a l balance, re sp ec tiv e ly . The f i r s t  one, however,

is the unusual one in d ic a tin g  complementarity hypothesis. The

hypothesis can be tested in  various formats (to  be discussed in

chapter f iv e ,  below ). The one I  fo llo w  here was f i r s t  used by

M. Fry"' ^, in  tes tin g  the complementarity hypothesis fo r ten

Asian countries. When I  use i t  fo r the Nigerian case during

our sample period I  have to make allowance fo r the three

s tru c tu ra l dummies I  have been using so fa r  in  the regression

equations reported above. The estimated equations fo r  the

narrow and broad money came out, as fo llow s:

11. M. Fry, "Money and C a p ita l or F in an c ia l Deepening in  
Economic Development", Journal of Money, C re d it and 
Banking, 1978, vo l 1 0 (4 ), pp 454-75.

156



Ml _ 0 , 2 9 8  0 . 1 2 2  ( ^ )  0 . 1 8 0  -y
( 0 . 1 4 )  ( 0 .11  ) \ V  ( 0 . 5 8 )

0.004 ( d-P *) 0.626 Ml 0.071 Di
” (1 .1 4 ) (2 .8 3 ) *  ;(0 .63)

0.135 D2 0.229 D3    ( 3 . 2 6 )
(0 .91  ) ( 1 . 0 8 )

r2 = 0.887; h = (footnote 12); S .E .E . = 0.14

M2 = 0.375 0 . 2 7 2  0 . 1 4 8 y  0 . 0 0 3  (d-P*)
(0 .1 7 )“ ( 0 . 2 4 ) ' * /  (0 .4 8 ) “ (0 .82 )

0 . 7 0 3  M2 0.077 Di 0.171 D2
(3 .04 ) (0 .7 3 ) ( 0 . 9 6 )

0.238 D3 . . . . . .  (3.27 )
(0 . 88 )

R2 = 0.925; h = (footnote 12); S .E.E. -  0.14.

12. To te s t the evidence fo r the presence of f ir s t -o rd e r
au to co rre la tion  in  the regression equations, 3.26 and 3,27, 
I  f i r s t  ca lcu la te  r ,  which is  approximately equal to  

_d d being the Durbin-Watson s t a t is t ic ,  r  is  then
■ 2 ' /~zzzxr-,._

re la ted  to h by the formula h = r  /  1 -  n var bi var
b i ,being the sample variance of the c o e ff ic ie n t of the
lagged endogenous va riab le  and n is  the number of 
observations, h is  N (0, 1 ) . This method was successfully  
used in  tes tin g  the presence of f irs t -o rd e r  au to co rre la tion  
in  equations 3.11 and 3.12 in  section C above. But the 
method cannot be used here in  equations 3.26 and 3 .27, where 
in  both the cases, n .v a r bi > 1, in d ica tin g  imaginary values 
fo r h. In  such cases, J . Durbin suggested [J. Durbin, 
"Testing fo r  S e r ia l C o rre la tio n  in  Least Square Regression
when Some of Regressors are lagged Dependent V ariab les",
Econometrica, vo l 38, 1970, pp 410-21] to  estim ate

et = 3o + Bi et-1 + B2 %1t + 3 3  ^2t + ••• Bn+1 ,■ » %nt'

I f  the estim ate of Bi is  s ig n if ic a n tly  d if fe re n t  from zero, 
we are to re je c t  the n u ll hypothesis of no au to co rre la tio n , 
in  favour of the presence of f ir s t -o rd e r  au to co rre la tio n . 
When th is  method is  undertaken fo r equations 3,26 and 3.27, 
both the regression equations ind icated  " in s ig n ific a n t"  
estimates fo r the c o e ff ic ie n t  of e ^ - i ,  a t 5% le v e l.  
Therefore, there is  no evidence of f irs t -o rd e r  
au to co rre la tion  in  equations 3.26 and 3.27 above.
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M-| and M2 in  the two above equations, and th e ir  one-year lagged 

values there , represent log of per cap ita  re a l money balances,

narrow and broad re sp ec tiv e ly , y -in d ica tes  the log of re a l  per

' Icapita  income while^-ÿ jand (d -P *) are defined s im ila r ly

as in  e a r l ie r  equations. The estimated c o e ffic ie n ts  in  both 

the equations, however, turn  out to be s t a t is t ic a l ly  

in s ig n if ic a n t, except in  the cases of the lagged values of the 

dependent va riab les . Given these lim ita tio n s , i f  we are to  

look a t the signs of the/-^ ) c o e ffic ie n ts  in  the equations.

narrow money turns out to be a complementary asset to physical 

c a p ita l, whereas broad money as a su b stitu te . This h in t of a 

re s u lt here is  confirmed, when I  submit the same hypothesis to 

a more d ire c t te s t  in  chapter s ix , below.

Let me now look in to  c e rta in  im plications of the 

complementarity hypothesis, in  the context of the N igerian  

economy of the recent years. Investment as a proportion of 

income is  more l ik e ly  to  increase i f  more savings are 

forthcoming in  the economy. Now, other things being equal, 

more savings w i l l  be possible, i f  there are enough f in a n c ia l 

in s titu tio n s  to gather and encourage savings in  commerical bank 

branches, fo r example. In  the N igerian context, the re la t iv e  

ins ig n ificance  of other f in a n c ia l in term ediaries would lead us 

to look only a t the commercial bank deposits, fo r th is  

purpose. For example, in  December 1975, the combined savings 

in  ( i )  N ational Provident Fund, ( i i )  Federal Savings Bank,

( i i i )  N igerian B uild ing Society, ( iv )  Merchant Bank Time
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deposits,' (v) Premium Bonds, Saving C e rtif ic a te s  and Saving 

Stamps, came up to N 242 m illio n , which was less than 8 per 

cent of the to ta l  deposits w ith the commerical banks, of N 3136 

m illio n , a t the tim e. ‘ Thus, i f  I  am'to : regard the;deposits  

with the commercial banks as a measure of the extent of 

f in a n c ia l in term ediation  in  the country, ie  they are the 

ty p ic a l agent through which most of the savings in  the country 

are mopped-up, I  may not be very fa r  from the tru th .

The hypothesis I  am proposing here, is  th a t, higher the 

extent of f in a n c ia l in term ediation  in  the country, g reater 

would be the investment-income r a t io .  For a measure of the 

spread of fin a n c ia l in te rm edia tio n , a time series on the to ta l  

number of commercial bank and other fin a n c ia l in s t itu te  

branches a l l  over the country would be appropriate. In  i t s  

absence, the to ta l  deposits w ith the commercial banks may be a 

usefu l proxy. As we ju s t  saw, since such deposits are more 

than 90 per cent of to ta l  deposits savings w ith a l l  the C 

f in a n c ia l in s t itu t io n s  during most of our sample period, th is  

could be regarded as a leg itim a te  measure of the growth of 

f in a n c ia l in term ediation  in  N ig eria .

The regression equation estimated to te s t the above 

hypothesis is  th a t of investment-income ra t io  on the per capita  

re a l deposits w ith the commercial banks, along w ith the usual 

s tru c tu ra l dummies, D i, D2 and D3. The resu lts  came out as 

follows :
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  0.132 0.0009 [ j 0.003 Di
Y (5 .04 ) (0 .6 9 ) '  ' /  (0 .0 8 )

0.05 D2 • 0.068 D3 
(1 .25 ) " .(1 . 02 )

r2 = 0.544; D.W. = 1.11; S .E .E . = 0.04 . . . . . .  (3.28:

I  _ 0.104  ̂ 0,0013 ( -% -) 0.003 Di 
Y (4 .5 4 ) (2 .5 0 ) (0.1

0.006 D2 0.13 D3 
(0 .19 ) " (2 ,7 5 )

r2 = 0.637; D.W, = 1.55; S .E .E . = 0.04 . . . . . .  (3 .29 )

Both the equations (3 .2 8 ) and (3 .2 9 ) suggest a p o s itiv e  

re la tio n  between fin a n c ia l in term ediation  and the 

investment-income r a t io ,  while fo r the broader d e f in it io n  of C 

commercial banlt deposits (inc lu d in g  demand, savings and time 

d ep os its ), the re su lts  are much more robust. The mean 

e la s t ic i ty  in  th is  case, is  0.556, implying on the average, a 

1 % increase in  the per cap ita  re a l to ta l  deposits w ith  the 

commercial banks would lead to  over h a lf  a per cent increase in  

the investment-income r a t io .  Thus, a p o licy  measure to  

encourage deposits w ith the banks would be conducive to  the 

growth of investment, fo r a given le v e l of income.
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F. Conclusion

Let me now summarise the broad resu lts  in  th is  concluding 

section of the chapter. The most unusual re s u lt ; in  section B 

was the nearly s ig n if ic a n t negative re la tio n  between the growth 

rates of income and also of per capita  income and the 

investment-income ra tio »  This can only be explained by the 

domination of the foreign  trade sector of the economy both 

during the upswing of the o i1-boom period and the downturn of 

the recent depression. Since both these periods were over 

tw o-th irds of our sample period, I  fa ile d  to id e n tify  the usual 

p o s itive  re la tio n sh ip  between the re levan t v a riab les . Since, 

from the poin t of macroeconomic theory, the impact of export 

and of investment on the n a tio n a l income is  s im ila r and since 

the f i r s t  fac to r dominated most of the period under 

consideration, I  may be g e ttin g  such an anomalous re s u lt ,  which 

can best be ignored fo r  any p o licy  im p lica tio n . But the te s t  

of th is  hypothesis did not improve the evidence in  favour of 

the hypothesis and the negative re la tio n  p ers isted , though 

in s ig n if ic a n t ly , when allowance was made fo r the predominance 

of the foreign  sector. The high degree of flu c tu a tio n  of the 

growth ra te , the dependent v a r ia b le , could be the source of the 

problem as ind icated  e a r l ie r .  Since the investment plus 

export as a proportion of income contributed in s ig n if ic a n t ly  to 

the growth ra te  in  our sample period, the possible negative  

influence of the investment-income ra t io  on the grovfth rates  

may be ignored in  the p o licy  discussion.
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In  the next section , I  f i r s t  make use of a form ula, to  

ca lcu la te  how much of the aggregate investment could be 

.financed., by p rin tin g  money w ithout any in f la t io n a ry  impact.

The same formula could be manipulated to  suggest that^N '457 m 

of the to ta l  investment of N 6180 m in  1987 could have been 

financed out of the estimated money creation  by the government 

of N 726 m fo r an ac tua l in f la t io n  ra te  of 10 per cent in  th a t  

year. In  the same section, I  estim ate the impact of the ra te  

of growth of money stock on the growth ra te  of income. The 

maximising values, which are not so robust on th e ir  s ta t is t ic a l  

c r i t e r ia ,  turns out to  be 57% and 52% fo r the narrow and broad 

money leading to the growth ra te  of income of 15%. Since these 

growth rates of money re fe r  to maximising ra ther than the 

optim ising growth rates of income, th e ir  values need not 

necessarily  be regarded h igh, in  sp ite  of the re la t iv e  

" ins ign ifican ce" of the curve-inducing c o e ffic ie n ts  of the 

regression equations. The same experiment conducted w ith  the 

variab les redefined in  per cap ita  terms, lead to  consistent 

re s u lts , as w ith the o r ig in a l va riab les . F in a lly , in  th is  

section I  also estimated the demand fo r money function (both 

narrow and broad), since i t  re la te s  to  both sets of 

measurements mentioned above. The long-run e la s t ic i ty  of the 

demand fo r per cap ita  re a l balance (txDth narrow and broad) with  

respect to  re a l per cap ita  income, turns out to  be u n ity , 

though based on s t a t is t ic a l ly  in s ig n if ic a n t values fo r  the 

income v a ria b le . I t  may be mentioned here th a t the
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demand/supply process of money stock is  e s s e n tia lly  a 

simultaneous system and i t  is  estimated as such in  chapter 

-seven below, where I  get s ig n ifican t,response fo r  the income 

v a ria b le .

In  section D, I  found p er-c ap ita  income as the only source 

of s ig n if ic a n tly  p o s itiv e  in fluence on the sa v in g -ra tio , 

whereas the ra te  of growth of income turned out to have a 

s ig n if ic a n tly  negative impact. Since, I  have to use investment 

data as the proxy fo r savings, th is  re s u lt  was not surpris ing  

a f te r  the negative re la t io n  between these two variab les  on the 

opposite d ire c tio n  of ca u s a lity , reported in  equations (3 .2 )  

and (3 .4 ) above. This time the explanation could be the 

ty p ic a l negative re a l re tu rn  on the ty p ic a l medium fo r savings, 

ie ,  the savings and time deposits with the commercial banks.

On the investment-income r a t io ,  the supposed n on -lin ear  

re la tio n  between in f la t io n  ra te  and th is  va riab le , did not 

m a teria lise  s ig n if ic a n t ly , but there is  a strong h in t fo r such 

a re la tio n s h ip . I f  we are to go by th is  strong h in t ,  the 

maximum investment inducing ra te  of in f la t io n ,  fo r a given 

value of income would be 15% and fo r a normal period th a t could 

bring fo rth  an investment ra te  of 16% of income. When I  te s t  

the other non -lin ear re la t io n  between the growth ra te  and the 

in f la t io n  ra te , the n o n -lin e a r ity  was s ig n if ic a n t, implying a 

growth maximising ra te  of 12 to  13 per cent. The maximum 

growth rates in  such cases, would be fo r a normal year,

9 per cent, but only 5 per cent fo r the per cap ita  income. The
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contemporaneous influence of the ra te  of growth of money stock 

on the ra te  of growth of p rice  le v e l was s ig n if ic a n tly  

p o s it iv e ,in d ic a t in g  a 0,27% increase' on the in f la t io n  ra te  in  

the same' year of the increase in  the money stock by 

one per cent. F in a lly , three d if fe re n t  opportunity lo c i i  

between

( i )  the income growth ra te  and the money stock growth 
ra te  (n o n -lin e a r);

( i i )  money stock growth ra te  and the in f la t io n  ra te  
( l in e a r )  and

( i i i )  the income growth ra te  and in f la t io n  ra te  
(n o n -lin e a r), were presented together in  a diagram 
( fig u re  3 .1 ) .

Based on param eter-estim ates, some of which were not 

s ig n if ic a n t a t the 95% le v e l,  both the non-linear re la tio n s  

would have "peaked" a t some consistent values of the re levan t 

va riab les , only i f  the lag s truc ture  of the underlying  

simultaneous d iseq u ilib riu m  system was s im ila r . As the values 

in  f ig u re  3.1 suggest, i t  was not so, a t le a s t fo r the 

current year.

F in a lly , in  section E, I  tested an a lte rn a tiv e  hypothesis 

to in f la t io n a ry  finance of growth. The hypothesis of regarding  

money as a complementary asset to physical c a p ita l in  economies 

which su ffe r from f in a n c ia l repression, is  taken up in  much 

g reater d e ta i l  in  chapter f iv e  and tested d ire c tly  in  

chapter s ix  below. Here, I  provide an in d ire c t te s t ,  but the 

re s u lt remained inconclusive, " s ig n if ic a n tly " . An important
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issue in  th is  context is  the in fluence of f in a n c ia l 

in term ediation  on the ra te  of investment fo r a given le v e l of 

income. The supposition is  th a t such influence is  d ire c t ,  but 

to  te s t i t  in  the present context, one needs a measure fo r  the 

degree of f in a n c ia l in te rm ed ia tio n , year by year. I t  may be 

reasonable to use per cap ita  re a l deposits with the commercial 

banks as such a measure and the broader d e f in it io n  of deposits 

confirmed a s ig n if ic a n tly  p o s itiv e  in fluence on the 

investment-income r a t io .  In  1987, the average holding of to ta l  

deposits was N 115.32 per person, a t 1980 p rices . To increase 

tiie investment-income ra t io  by 1%, th is  average holding had to 

increase by N 7.69 a t 1980 prices or by N 21.09, a t current 

( 1987 ) p ric e s .
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C h a p t e r  4 . M o n e t a r y  S t u d i e s  on t h e  N i g e r i a n  Economy

A . I n t r o d u c t i  on

I n  t h i s  c h a p t e r  I  u n d e r t a k e  a s e l e c t . i v e  and  b i a s e d  survey o f  t h e  

m o n e t a r y  s t u d i e s  o f  t h e  m ac ro ec o no m y  o f  N i g e r i a .  I t  i s  n o t  t h e  

p u r p o s e  h e r e  t o  be e x h a u s t i v e  i n  my l i s t i n g  and a n a l y s i s  o f  many 

p u b l i s h e d  and u n p u b l i s h e d  w o r k s  w h i c h  may n o t  be v e r y  r e l e v a n t  t o  

t h e  s p e c i f i c  t he me  b e i n g  d e v e l o p e d  h e r e .  I t  may be a p p r o p r i a t e ,  

t h e r e f o r e ,  t o  c o n c e n t r a t e  on t h e  s t u d i e s  on ( i )  t h e  demand f o r  

money and ( i i )  t h e  s u p p l y  o f  money f i r s t  and t h e n  a l s o  t o  l o o k  

i n t o  some i n v e s t i g a t i o n s  on t h e  b r o a d  m ac r o  model  o f  t h e  economy  

i n v o l v i n g ,  among o t h e r  r e l a t i o n s ,  t h e s e  t w o  e q u a t i o n s  as  w e l l .  

S i n c e  t h e  p r e s e n t  i n v e s t i g t i o n  w o u l d  t e s t  t h e  ' c o m p l e m a n t a r i t y  

h y p o t h e s i s ’ i n  t e r m s  o f  an a g g r e g a t i v e  p r o d u c t i o n  f u n c t i o n  i n  

C h a p t e r  6 , i t  may be o f  i n t e r e s t  t o  l o o k  a t  some e v i d e n c e  on t h e  

n a t u r e  o f  t h e  p r o d u c t i o n  f u n c t i o n  a t  a d i s a g g r e g a t e d ,  m a c ro  l e v e l  

f o r  some m a n u f a c t u r i n g  i n d u s t r i e s  i n  N i g e r i a .

166



B . The Demand f o r  Money

T h e r e  ha ve  been  a f e w  e m p i r i c a l  s t u d i e s  on t h e  demand f o r  money 

i n  N i g e r i a .  The f i r s t  among t h e s e  w o r k s  was done  by S. Tomor i ^  . 

T h i s  was f o l l o w e d  by a s e r i e s  o f  comments  on T o m o r i ’ s w o r k  b y  S .

I .  A . i a y i ^  , O . T e r i b a ^  O . O j o ^  and J .  S. Odama^ , a l l  o f  w h i c h  

came up i n  M a r c h ,  1974 i s s u e  o f  t h e  N i g e r i a n  J o u r n a l  o f  Ec on om ic  

and S o c i a l  S t u d i e s  and had  s i n c e  been  du bbed  t h e  TATOO -  d e b a t e ^

1 . S.  T o m o r i , "T he  Demand f o r  Money i n  t h e  N i g e r i a n

E c on om y" ,  NJESS, 14 (No ve mb e r  1 9 7 2 ) .  pp 3 3 7 - 3 4 6 .

"A .  R e j o i n d e r " ,  NJESS 16 ( M a r c h  19 74 )  pp 1 7 9 - 1 8 9 .

2 . S . I .  A j a y i , "Commen ts  and E x t e n s i o n " ,  The N i g e r i a n

J_ev jma l ._^ f  .E G p n o m . i c  16 ( M a r c h

19 7_4j_ _BP_ 1 6 5 - 7 4 .

3 . 0 .  T e r i b a ,  "Some M e t h o d o l o g i c a l  I s s u e s  and  F u r t h e r

E v i d e n c e " ,  NJESS, 16 ( M a r c h  19 74 )  pp 1 5 3 - 1 6 4 .

4 . O. O j o ,  "The  Demand f o r  Money i n  t h e  N i g e r i a n  Economy :

Some Co m m en ts " ,  NJESS, 16 ( M a r c h  1 9 7 4 ) .  pp 1 4 9 - 1 5 2 .

5 . J . S .  Odama, "A Co mmen t " ,  N J.E.SS, 16 ( M a r c h  19 74 )  pp

1 7 5 - 1 7 8 .

6 . S . I .  A j a y i  and O . O j o ,  Money and B a n k i n g  Ge o rg e  A l l e n  &

U n w i n , 1 9 8 1 ,  p . 1 0 7 .
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on t h e  demand f o r  money i n  N i g e r i a .  O . O j o ^  , 0 . T e r i b a ^  and S,  I
9

A j a y i  a l s o  p u b l i s h e d  t h e i r  own t h o u g h t s  on t h e  same the me and 

among t h e  e x p a t r i a t e s  D. Ghosh and  U. Kazi^*^ w o r k e d  on a new 

a p p r o a c h  t o  t h e  same p r o b l e m .  The s u r v e y  h e r e  r e p o r t s  on some o f  

t h e s e  w o r k s  as  t h e y  t a c k l e d  v a r i o u s  f a c e t s . o f  t h e  demand f o r  

money i n  N i g e r i a .

7 . O. O j o ,  "T he  Demand f o r  Money :  E v i d e n c e  f r o m  an

U n d e r d e v e l o p e d  Money M a r k e t . "  NJESS, 16 ( J u l y  19 74 )  pp 

2 3 5 - 2 4 2 .

8 . O. T e r i b a ,  "T he  Demand f o r  Money i n  N i g e r i a " ,  The

Ec on om ic  B u l l e t i n  o f  G h a n a , V o l .  3 ,  N o . 4 ,  ( 1 9 7 3 ) .  pp 

1 4 - 2 2 .

9 . S . I .  A j a y i  ’ Some e m p i r i c a l  e v i d e n c e  on t h e  demand f o r

money i n  N i g e r i a ’ , A m e r i c a n  E c o n o m i s t  1977 ( S p r i n g ) .

10. D, Ghosh and U. K a z i , ' H o m o g e n e i t y ,  E x p e c t a t i o n  and

A d j u s t m e n t  o f  Demand f o r  Money i n  N i g e r i a ’ , Ahmadu B e l l o  

U n i v e r s i t y . D e p t . . o f  E c o n o m i c s  D i s c u s s i on Pap e r s ,

December  1978 .  The a u t h o r s  use d  f o r  t h e  e s t i m a t i o n  o f  t h e  

r e l e v a n t  p a r a m e t e r s ,  a n o n - l i n e a r  l e a s t  s q u a r e  p rog ra mme 

c a l l e d  BMD X 85 a t  t h e  GDC 70 c o m p u t e r  i n  Ahmadu B e l l o  

U n i v e r s i t y ,  Z a r i a , N i g e r i a ,  t o  g e t  t h e i r  r e s u l t s  w h i c h  

a r e  p r e s e n t e d  and d i s c u s s e d  b e l o w .
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s .  T o m o r i  ( o p . c i t . ,  19 72 )  a t t e m p t e d  t o  e x a m in e  t h e  demand f o r  

money i n  N i g e r i a  i n  t h e  p e r i o d  1960 t o  1970 and 1960 t o  1966 ,  We 

q u o t e  T o m o r i ,  i n  t h e  summary  o f  h i s  f i n d i n g s :

" ........... t w o  d e f i n i t i o n s  o f  money w e r e  u s e d , : and  i t  was f o u n d  t h a t

t h e  n a r r o w e r  d e f i n i t i o n  M ( c u r r e n c y  p l u s  demand d e p o s i t s )  

p e r f o r m e d  b e t t e r  t h a n  t h e  b r o a d e r  d e f i n i t i o n  M* ( c u r r e n c y  p l u s  

demand d e p o s i t s  p l u s  t i m e  and  s a v i n g s  d e p o s i t s )  when r e l a t e d  t o

1 9 6 0 - 7 0  d a t a  ........... The i n s i g n i f i c a n c e  o f  i n t e r e s t  r a t e s  i s  n o t

s u r p r i s i n g  i n  v i e w  o f  t h e  r e l a t i v e  c o n s t a n c y  i n  i n t e r e s t  r a t e .

One p l a u s i b l e  r e a s o n  why M p e r f o r m e d  b e t t e r  t h a n  M* ........... i s  t h e

l e v e l  o f  m o n e t i z a t i o n  o r  s t a g e  o f  c a p i t a l  m a r k e t  i n  N i g e r i a ...........

The s t u d y  a l s o  r e v e a l s  t h a t  i n t e r e s t  r a t e s  h a ve  been  pegged  

w i t h i n  a g i v e n  r a n g e  o v e r  t h e  y e a r s .  I t  seems as  i f  t h i s  was 

d e l i b e r a t e  p o l i c y  d e s i g n e d  t o  f a c i l i t a t e  t h e  r e q u i r e d  i n v e s t m e n t  

f o r  e c o n o m i c  d e v e l o p m e n t .  G i v e n  a s t a b l e  demand f o r  money w h i c h  

seems t o  ha ve  been  e s t a b l i s h e d  i n  t h i s  s t u d y ,  i t  f o l l o w s  t h a t  t o  

e n a b l e  t h e  r a t e  o f  i n t e r e s t  t o  r e m a i n  pe g g e d ,  money s u p p l y  m u s t  

ha ve  been  use d  as  an i n s t r u m e n t a l  v a r i a b l e  t o  a c h i e v e  t h i s  

p e g g i n g  o b j e c t i v e  i t s e l f  ............."

T o m o r i ’ s w o r k  had been  c r i t i c i s e d  on b o t h  e c o n o m i c  and 

s t a t i s t i c a l  g r o u n d s .  O . O j o ’ s ( o p . c i t . ,  M a r c h ,  19 74 )  comment  on 

t h e  i n s i g n i f i c a n c e  o f  t h e  i n t e r e s t  r a t e  was t h a t :
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" ...........  i t  i s  p r e c i s e l y  t h e  i n s i g n i f i c a n c e  o f  t h e  i n t e r e s t  r a t e

t h a t  l e d  me t o  t h e  i d e a  t h a t  i n  an u n d e r d e v e l o p e d  money m a r k e t ,  

c h a r a c t e r i z e d  by t h e  a b s e n c e  o f  a d e q u a t e  f i n a n c i a l  a s s e t s ,  

a d j u s t m e n t  t o  a p o s i t i o n  o f  e q u i l i b r i u m  w o u l d  p r o b a b l y  t a k e  

p l a c e , '  n o t  by way o f  p u r c h a s e  b f  money s u b s t i t u t e s  i n  t h e  f o r m  o f  

f i n a n c i a l  a s s e t s ,  b u t  r a t h e r  by  way o f  p u r c h a s e ,  o f  p h y s i c a l  

a s s e t s " .

P r o f .  0 .  T e r i b a  ( o p . c i t . ,  19 74 )  made a t h o r o u g h  s c r u t i n y  o f  

T o m o r i ’ s w o r k s  and made some t e s t s  o f  h i s  own.  He a p p l i e d  t h e  

p a r t i a l  a d j u s t m e n t  a p p r o a c h  t o  e q u i l i b r i u m ,  i n s t e a d  o f  a s s u m in g  

t h a t  t h e  p a s s a g e  f r o m  one  e q u i l i b r i u m  t o  a n o t h e r  i s  c o m p l e t e d  i n  

one y e a r .  He a l s o  t r e a t e d  C u r r e n c y  and Demand D e p o s i t s  s e p a r a t e l y  

and used  a number  o f  i n t e r e s t  r a t e s ,  b o t h  s h o r t - t e r m  and 

l o n g - t e r m .  Some o f  h i s  r e s u l t s  w e r e  as  f o l l o w s :

( 1 )  T ime d e p o s i t  o f  a l l  t h e  a s s e t s  i n c l u d e d  . . . . ,  i s  t h e  

c l o s e s t  s u b s t i t u t e  f o r  money.  T r e a s u r y  b i l l s  a r e  a l s o  

c l o s e  s u b s t i t u t e s  f o r  money ,  t h o u g h  n o t  as  c l o s e  as  t i m e  

d e p o s i  t .

( 2 )  The wai— y e a r s  p e r i o d  had a n e g a t i v e  e f f e c t  upon  t h e  

demand f o r  money i n  N i g e r i a ,  t h o u g h  t h e  c o e f f i c i e n t  was 

n o t  s i g n i f i c a n t .  The n e g a t i v e  e f f e c t  m i g h t  be due  t o  t h e  

i n f l a t i o n a r y  p r e s s u r e  o f  t h e  p e r i o d  w h i c h  made r e a l  

a s s e t s  more  a t t r a c t i v e  t h a n  c a s h  b a l a n c e s .
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( 3 )  The e s t i m a t e  f o r  p a r t i a l  a d j u s t m e n t  r a n g e s  b e t w e e n  0 . 0 8  

t o  0 . 3 ,  i n d i c a t i n g  t h a t  t h e r e  was much l a g  i n  t h e  

a d j u s t m e n t  o f  a c t u a l  t o  t h e  d e s i r e d  c a s h  b a l a n c e s .

B u t  t h e  a d j u s t m e n t  p e r i o d  i s  f a i r l y  f a s t  f o r  Demand 

D e p o s i t s  a l o n e .  The e s t i m a t e d  v a l u e  f o r  p a r t i a l  

a d j u s t m e n t  a p p r o x i m a t e d  0 . 6 .  T e r i b a  e x p l a i n e d  t h i s  by 

i n d i c a t i n g  t h a t  t h e  s h i f t  f r o m  demand d e p o s i t s  t o  t i m e  

d e p o s i t s  can  t a k e  p l a c e  w i t h o u t  any  t r a n s a c t i o n  c o s t s .

( 4 )  F o r  Demand D e p o s i t s  a g a i n ,  t h e  i n t e r e s t  e l a s t i c i t i e s  a r e  

v e r y  l ow and i n s i g n i f i c a n t ,  w h e r e a s  t h e  s h o r t - r u n  i n co me  

e l a s t i c i t y  was n e v e r  b e l o w  0.8  w h i l e  t h e  l o n g - r u n  i n c om e 

e l a s t i c i t y  was g e n e r a l l y  a b o u t  1 . 4 .

S. A j a y i  ( o p . c i t . ,  19 74 )  n o t e d ,  i n  h i s  e m p i r i c a l  w o r k  t h a t ,  

i n co m e a l o n e  e x p l a i n s  a b o u t  81% o f  t h e  demand f o r  money when t h e  

n a r r o w  d e f i n i t i o n  i s  us ed  as  o p p o s e d  t o  85% - 86% when t h e  w i d e  

d e f i n i t i o n  o f  money i s  u s e d .  A j a y i  a l s o  c a l c u l a t e d  t h e  sp e ed  o f  

a d j u s t m e n t  t o  e q u i l i b r i u m  and t h e  i n t e r e s t  and  i n co me  

e l a s t i c i t i e s ,  some o f  w h i c h  c o n f i r m e d  O. T e r i b a ’ s r e s u l t s .

J .  S.  Odama ( o p . c i t . . 19 74 )  commen ted  on T o m o r i ’ s e x a m i n a t i o n  o f  

t h e  r o l e  o f  money and t h e  C e n t r a l  Bank  i n  t h e  N i g e r i a n  ec on om y ,

as  "  d e v o i d  o f  any p o l i c y  u s e  " ,  b e c a u s e ,  “  t h e  o n l y

i n s t r u m e n t  i n  t h e  m o d e l s  p r e s e n t e d  ( d i s c o u n t  r a t e )  t u r n s  o u t  t o  

be s t a t i s t i c a l l y  i n s i g n i f i c a n t .  0 .  O j o  ( o p . c i t . , J u l y ,  1 9 74 )  i n  a
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l a t e r  w o r k  on demand f o r  money i n  N i g e r i a  came o u t  w i t h  t h e  

c o n c l u s i  on :

"  i n  an u n d e r d e v e l o p e d  money m a r k e t  a d j u s t m e n t  t o  a po s i t i o n

o f  p o r t f o l i o  e q u i l i b r i u m  w o u l d  p r o b a b l y  t a k e  p l a c e ,  s t r i c t l y ,  by  

way o f  p u r c h a s e  ( o r  s a l e )  o f  p h y s i c a l  a s s e t s ,  r a t h e r  t h a n  by way 

o f  p u r c h a s e  o f  a l t e r n a t i v e  ( t o  money )  f i n a n c i a l  a s s e t s  "

T h i s  summary o f  t h e  w o r k s  on t h e  demand f o r  money i n  N i g e r i a  

w o u l d  i n d i c a t e  t h a t  c e r t a i n  r e s u l t s ,  l i k e  t h e  i n e l a s t i c i t y  o f  

i n t e r e s t  r a t e  i n  t h e  demand f o r  money ,  have  been a common f e a t u r e  

o f  a l l  t h e  s t u d i e s .  B u t  o t h e r  t h a n  t h a t ,  some o f  t h e  m a j o r  

q u e s t i o n s  on t h e  demand f o r  money w e r e  s t i l l  u n a n s w e r e d .  One s u c h  

q u e s t i o n  was t h e  h o m o g e n e i t y  o f  demand f o r  n o m i n a l  money b a l a n c e  

w h i c h  was assumed t o  be o f  d e g r e e  one  w i t h  t h e  p r i c e  l e v e l  i n  a l l  

t h e  s t u d i e s  w i t h o u t  any  e v i d e n c e  s u p p o r t i n g  t h a t  a s s e r t i o n .  

A n o t h e r  p r o b l e m  w i t h  t h o s e  s t u d i e s  c o n c e r n e d  w i t h  i d e n t i f i c a t i o n .  

I t  i s  w e l l  known^^  t h a t  t h e  c o - e f f i c i e n t  f o r  t h e  l a g g e d  v a l u e  o f  

t h e  money s t o c k  c a n n o t  be i d e n t i f i e d  as  a p a r a m e t e r  e i t h e r  f o r  

e x p e c t a t i o n  o f  i n c om e o r  f o r  p a r t i a l  a d j u s t m e n t  o f  money s t o c k  t o  

t h e  e q u i l i b r i u m  u n l e s s  one  o f  t h e m  i s  assumed t o  be e q u a l  t o  

u n i  t y .

11. E. L.  F e i g e ,  " E x p e c t a t i o n s  and A d j u s t m e n t s  i n  t h e

M o n e t a r y  S e c t o r " ,  Amer i c a n  Ec o n o m i c  R e v i e w .  57 ( p a p e r s  

and p r o c e e d i n g s .  May 1 9 6 7 ) ,  pp 4 6 2 - 7 3 .
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T h e r e  i s  no a - o r i o r i  r e a s o n  i n  t h e o r y  t o  assume e i t h e r  e l a s t i c i t y
1 2

t o  be e q u a l  t o  o n e ,  t h o u g h  t h e  p r e v i o u s  a u t h o r s  ha ve  done  s o ,  

may be due  t o  t h e  l a c k  o f  a v a i l a b l e  t e c h n i q u e  f o r  n o n - l i n e a r  

e s t i m a t i o n  r a t h e r  t h a n  t h e i r  b e l i e f  i n  su c h  e x t r e m e  a s s u m p t i o n s .  

What '  Ghosh and K a z i  ( o p . c i t .  , '  T978 )  d i d  was n o t  t o  t a k e  f o r  

g r a n t e d  t h e  p r o p o r t i o n a l i t y  o f  n o m i n a l  demand f o r  money and t h e  

p r i c e  l e v e l  and t h e y  w e n t  on t o  t e s t  t h i s  assumed 

p r o p o r t i o n a l i t y .  They  a l s o  c o m b in e d  t h e  p r o c e s s e s  o f  a d a p t i v e  

e x p e c t a t i o n s  and o f  p a r t i a l  a d j u s t m e n t  and e s t i m a t e d  t h e  

c o r r e s p o n d i n g  e l a s t i c i t i e s  s i m u l t a n e o u s l y ,  w i t h o u t  h a v i n g  t o  

assume a p a r t i c u l a r  v a l u e  f o r  e i t h e r  o f  t h e m .

12. o .  T e r i b a  ( o p . c i t . ,  19 73 )  i m p l i c i t l y  assumed t h e  v a l u e  o f  ^

t o  be e q u a l  t o  u n i t y ,  and  t h i s  c o u l d  a l l o w  h im  t o  

i n t e r p r e t  t h e  c o m p l e m e n t  o f  t h e  c o e f f i c i e n t  o f  m, t -1 as

" ........... t h e  sp e ed  o f  a d j u s t m e n t  b e t w e e n  t h e  a c t u a l  and t h e

d e s i r e d  c a s h  b a l a n c e " ,  ( o p , c i t . ,  p 1 5 6 ) .  S.  I .  A j a y i  

( o p . c i t . ,  19 74 )  e s t i m a t e d  t h i s  s pe ed  o f  a d j u s t m e n t  on a 

s i m i l a r  a s s u m p t i o n  a b o u t  t h e  e l a s t i c i t y  o f  i nc ome  

e x p e c t a t i o n  ( i . e .  A )  On t h e  o t h e r  hand  O.

O j o  ( o p . c i t . ,  J u l y ,  19 74 )  i m p l i c i t l y  assumed e t o  be 

e q u a l  t o  u n i t y  and he w e n t  on  t o  f i n d  o u t  t h e  p a r a m e t e r  

f o r  t h e  a d a p t i v e  e x p e c t a t i o n  f o r  t h e  r a t e  o f  i n f l a t i o n ,  

w h i c h  he used  i n  h i s  demand f o r  money f u n c t i o n .  The 

p a r a m e t e r s  A and  0 r e f e r r e d  t o  h e r e  a r e  d e f i n e d  i n  t h e  

r e p o r t e d  w o r k  o f  Ghosh and  K a z i  ( o p . c i t . ,  1 9 7 8 ) .

173



S i n c e  no s u c h  t e c h n i q u e  was u s e d  b e f o r e  t o  d e c i p h e r  t h e s e  t w o  

i m p o r t a n t  p a r a m e t e r s ,  i t  may be a p p r o p r i a t e  h e r e  t o  go t h r o u g h

t h e i r  w o r k  i n  as  much d e t a i l  as  p o s s i b l e .

-Because o f  t h e  ■ u n d e r d e v e l o p e d  s t a t e  o f  t h e  money, and ’f i n a n c i a l  

m a r k e t s  i n  a d e v e l o p i n g  c o u n t r y  l i k e  N i g e r i a ,  i t  was assumed t h a t  

s a v i n g s  d e p o s i t s  o r  t i m e  d e p o s i t s  as  t y p i c a l  a l t e r n a t i v e s  t o  

h o l d i n g  money ,  d e p e n d i n g  on w h i c h  d e f i n i t i o n  o f  money t o  u s e .  The 

o f f i c i a l  d e f i n i t i o n  o f  money ( i . e .  t h e  CBN d e f i n i t i o n )  i n  t h e  

c o u n t r y  i n c l u d e d  o n l y  c u r r e n c y  i n  c i r c u l a t i o n  o u t s i d e  t h e  b a n k i n g  

s y s t e m  and t h e  demand d e p o s i t s .  I f  t h a t  was M1 , one  c o u l d  r e g a r d

s a v i n g s  d e p o s i t s  t o  be t h e  money s u b s t i t u t e  i n  t h a t  c a s e .  I f

s a v i n g s  d e p o s i t s  w e r e  i n c l u d e d  i n  t h e  d e f i n i t i o n  o f  money ,  

c a l l i n g  i t  M2, t i m e  d e p o s i t s  may t h e n  be r e g a r d e d  as  t h e  money 

s u b s t i t u t e .  I t  i s  an e m p i r i c a l  m a t t e r  t o  f i n d  o u t  w h i c h  

d e f i n i t i o n  o f  t h e  money s t o c k  i s  t h e  a p p r o p r i a t e  one  ^^ and a l s o  

t o  a s c e r t a i n  w h i c h  p a r t i c u l a r  a s s e t  i s  t h e  money s u b s t i t u t e .  

P r e v i o u s  w o r k s  on t h i s  i s s u e  i n  t h e  N i g e r i a n  c o n t e x t  h a ve  h i n t e d  

a t  t h e  c h o i c e  o f  t h e  p a r t i c u l a r  a s s e t ( s ) .

13. D a v i d  L a i d l e r  p r o p o s e d  t h a t  t h e  d e f i n i t i o n  o f  money

s h o u l d  de pe nd  on t h e  s t a b i l i t y  o f  t h e  demand f o r  money 

f u n c t i o n .  I n  o t h e r  w o r d s ,  t h e  d e f i n i t i o n  w h i c h  g i v e s  a 

s t a b l e  demand f o r  money f u n c t i o n ,  s h o u l d  be t h e  

a p p r o p r i a t e  o n e .

D .E .W.  L a i d l e r , " T h e  D e f i n i t i o n  o f  Money : T h e o r e t i c a l  and 

E m p i r i c a l  p r o b l e m s " .  J o u r n a l  o f  Money C r e d i t  and B a n k i n g . 

( A u g u s t  19 69 )  pp 5 0 8 - 2 5 .
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One d i f f e r e n c e  b e t w e e n  t h e  p r e s e n t  a p p r o a c h  and t h e  e a r l i e r  on es  

i s  t h a t  w h i l e  a l m o s t  a l l  t h e  e a r l i e r  w o r k s  w o u l d  r e g a r d  p h y s i c a l  

c a p i t a l  as  t h e  o n l y  s u b s t i t u t e  f o r  money ,  t h i s  one  c o u l d  r e g a r d  a 

p a r t i c u l a r  t y p e  o f  bank  d e p o s i t s  as  o u t s i d e  t h e  d e f i n i t i o n  o f  

money a n d , t h e r e f o r e  'a p o s s i b l e  s u b s t i t u t e .  A l t e r n a t i v e l y ,  when 

a l l  t h e  bank  d e p o s i t s  ( i . e .  demand,  s a v i n g s  and t i m e ) a r e  

i n c l u d e d  i n  t h e  d e f i n i t i o n  o f  money ,  t h e  p h y s i c a l  c a p i t a l  can 

t h e n  be r e g a r d e d  as  t h e  s u b s t i t u t e  a s s e t .  A g a i n ,  a so  c a l l e d  

p e r v e r s e  s i g n  ( i . e .  p o s i t i v e )  f o r  t h e  i n t e r e s t - r a t e  c o e f f i c i e n t  

i n  t h e  demand f o r  money f u n c t i o n  ( f o r  e x a m p l e ,  A j a y i ,  o p . c i t . ,  

1974 ,  1977 )  can  be i n t e r p r e t e d  by t h e  " c o m p l e m e n t a r i t y "  

h y p o t h e s i s  w h i c h  i s  e l a b o r a t e d  i n  g r e a t  d e t a i l  i n  t h e  n e x t  

c h a p t e r .

L e t  t h e  d e s i r e d  r e a l  b a l a n c e s  ( M / p ) *  be a f u n c t i o n  o f  e x p e c t e d  

r e a l  i n c o m e ,  y and o f  i n t e r e s t  r a t e ,  r .  The demand f o r  money 

e q u a t i o n  ( a l l  t h e  v a l u e s  a r e  i n  l o g a r i t h m )  w o u l d  t h e n  be :

( M / p  ) *  = a + 3 y “ + Y -  T .................  ( 4 . 1 )

The a d a p t i v e  e x p e c t a t i o n s  h y p o t h e s i s  a b o u t  y® , w i t h  X as  t h e

e l a s t i c i t y  o f  t h e  e x p e c t e d  i n c o m e  w i t h  r e s p e c t  t o  a c t u a l  i n co m e 

w o u l d  i n d i c a t e  t h e  f o l l o w i n g  r e l a t i o n :

y® = A y + ( 1 - A ) y ®  .....................................  ( 4 . 2 )
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L e t  0 be t h e  p r o p o r t i o n  o f  a d j u s t m e n t  o f  t h e  gap b e t w e e n  t h e  

d e s i r e d  v a l u e  o f  r e a l  b a l a n c e s  t h i s  p e r i o d  and t h e  v a l u e  o f  

a c t u a l  b a l a n c e s  l a s t  p e r i o d .  The a d j u s t m e n t  e q u a t i o n  w i t h  an 

e r r o r  t e r m  u , ca n  be w r i t t e n  a s ;

m = 8 m* f  (1 -  8 ) m_  ̂ + u ................................. ( 4 . 3 )

w h e r e ,  m = M / p .

The f i r s t  t h r e e  e q u a t i o n s  can  be c o m b in e d  t h r o u g h  Koyck  

t r a n s f o r m a t i o n  t o  g e t  t h e  r e d u c e d  f o r m  e q u a t i o n  b e l o w :

m = “ 8A + 30 A . y + y 6 . r  -  y8 (1 -  A ) .  r  _ ^

+ ( 2 - 0 -A ) m - ( 1 - 0 ) ( 1 - A ) m  + V
-1 - 2

( 4 . 4 )

w h e r e  v i s a  random e r r o r .

Ghosh and K a z i  ( o p . c i t . ,  19 78 )  c o u l d  n o t  a p p l y  o r d i n a r y  l e a s t  

s q u a r e s  e s t i m a t i o n  t e c h n i q u e  t o  i d e n t i f y  t h e  f i v e  p a r a m e t e r s  i n  

t h e  m o d e l ,  i . e . ,  a , g , Y , A  and e , f r o m  t h e  s i x  c o e f f i c i e n t s

t h a t  w o u l d  be e s t i m a t e d .  F o r  t h i s  r e a s o n  t h e y  had  t o  e s t i m a t e  

e q u a t i o n  ( 4 . 4 )  i n  s u c h  a way t h a t  t h e  s i x  c o e f f i c i e n t s  w o u l d  ha ve  

t h e  r e l a t i o n s  c o r r e s p o n d i n g  t o  t h e  d i f f e r e n t  c o m b i n a t i o n s  o f  t h e  

p a r a m e t e r s  as  d e s c r i b e d  i n  t h a t  e q u a t i o n .
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1 4
I t  can  be shown t h a t  a s s u m i n g  e i t h e r  0 o r  A o r  b o t h  as  e q u a l  

t o  u n i t y  w o u l d  e a s e  t h i s  p r o b l e m  o f  i d e n t i f i c a t i o n  and one  may be 

a b l e  t o  c o r r e s p o n d  t h e  p a r a m e t e r s  o f  t h e  t h e o r e t i c a l  model  t o  t h e  

c o - e f f i c i e n t s  o f  t h e  r e g r e s s i o n  e q u a t i o n .  I n  t h e  t e s t i n g  o f  t h e i r  

d i f f e r e n t  s p e c i f i c a t i o n s  o f  the; :  demand f o r  money i n  N i g e r i a ,

Ghosh and  K a z i  made t h e s e  a s s u m p t i o n s  by a s s i g n i n g  u n i t  v a l u e ’s t o  

e i t h e r  0 o r  t o  A and b o t h  t o  e and a , as  had been  t h e  c a s e  so f a r  

i n  t h e  e a r l i e r  w o r k s .  B u t  t h e y  a l s o  t e s t e d  e q u a t i o n  ( 4 . 4 )  i n  t h e  

way i t  was w i t h  t h e  l i n e a r  and n o n - l i n e a r  c o n s t r a i n t s  on t h e  

c o e f f i c i e n t s ,  so  t h a t  one  may n o t  ha ve  t o  a s s e r t  a p a r t i c u l a r  

v a l u e  f o r  0 o r  A,  f o r  w h i c h  t h e r e  was no a p r i o r i  t h e o r e t i c a l  

a r g u m e n t ,  n e i t h e r  was t h e r e  any  s u g g e s t i o n  o f  t h a t  f r o m  t h e  

p a r t i c u l a r  n a t u r e  o f  t h e  N i g e r i a n  eco no my .  To be more s p e c i f i c ,  

t h e  e s t i m a t i o n  o f  e q u a t i o n  ( 4 . 4 )  was n o t  u n d e r t a k e n  by p u t t i n g  

t h e  t h e o r e t i c a l  l i m i t s  o f  z e r o  t o  u n i t y  on 0 a n d  X , and t h e y  w e r e  

done  u n c o n s t r a i n e d ^ ^  .

14. D .E .W.  L a i d l e r  and M. P a r k i n ,  "T he  Demand f o r  Money i n

t h e  U n i t e d  K in gd om  1 9 5 6 - 6 7 ;  P r e l i m i n a r y  E s t i m a t e s " . The

M a n c h e s t e r  Sc h o o l . ( S e p t e m b e r  1 9 7 0 ) .  pp 1 8 7 - 2 0 8 .

15. N .R .  D r a p e r  and H. S m i t h ,  A p p l i e d  R e g r e s s i o n

W i l e y  & Son s ,  New Y o r k ,  1966 .
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L e t  us  now l o o k  a t  t h e  q u e s t i o n  o f  h o m o g e n e i t y .  I f  f o r  t h e  t i m e  

b e i n g  b o t h  e and x a r e  e q u a l  t o  u n i t y ,  e q u a t i o n  ( 4 . 4 )  ab o v e  w o u l d  

r e d u c e  t o

( M / p ) d  = a y ^ '  r ^  .....................................  ( 4 . 5 )

w i t h o u t  t h e  e r r o r  t e r m s  and r e w r i t i n g  t h e . v a r i a b l e s  i n  t h e i r  

o r i g i n a l  f o r m .

H o w e v e r ,  t h i s  s p e c i f i c a t i o n  o f  t h e  demand f o r  money assumed t h a t  

t h e  demand f o r  n o m i n a l  b a l a n c e  v a r i e d  p r o p o r t i o n a 11 y w i t h  t h e  

p r i c e  l e v e l  i m p l y i n g  :

"  money i s  h e l d  f o r  t h e  s e r v i c e s  i t  p r o v i d e s  i t s  o w n e r s ,  and

  t h e s e  s e r v i c e s  a r i s e  f r o m  i t s  b e i n g  a s o u r c e  o f  p u r c h a s i n g

p o w e r .  ( T h e r e f o r e ) .............  t h e  demand f u n t i o n  f o r  money ...........  i s

one t h a t  d e t e r m i n e s  t h e  demand f o r  money m e a s u re d  i n  u n i t s  o f  

c o n s t a n t  p u r c h a s i n g  p o w e r "  ( L a i d l e r ,  o p . c i t . ,  1969 ,  p . 6 0 ) .

B u t  t h i s  a s s e r t i o n  ne ed s  t o  be t e s t e d ,  s p e c i a l l y  i n  t h e  c o n t e x t  

o f  a d e v e l o p i n g  c o u n t r y  w h e r e ,  i n f o r m a t i o n  a b o u t  p r i c e  l e v e l  and 

c e r t a i n t y  a b o u t  f u t u r e  may n o t  be o f  t h e  same t y p e  as  i n  a 

d e v e l o p e d  eco no my .  T h e r e  c o u l d  be t w o  ways o f  t e s t i n g  t h i s  

h o m o g e n e i t y .  F i r s t ,  was t h e  e s t i m a t i o n  o f  t h e  e q u a t i o n  f o r  t h e  

demand f o r  n o m i n a l  b a l a n c e s ,  as  f o l l o w s :

M d = a , y ' ^ . r ^ . p ‘̂ .....................................  ( 4 . 6 )

16. D .E .W.  L a i d l e r ,  "T he  Demand f o r  Money:  T h e o r i e s  and

E v i d e n c e .

P e n n s y l v a n i a :  I n t e r n a t i o n a l  T e x t  bo ok  co m pa ny ,  ( 1 9 6 9 ) .
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I n  t h i s  c a s e ,  t h e  e x p e c t e d  v a l u e  o f  s i s  u n i t y .  I f  t h a t  i s  t h e  

c a s e ,  t h e n  t h e  e s t i m a t i o n  o f  t h e  demand f o r  r e a l  b a l a n c e  was 

j u s t i f i e d .  A n o t h e r  way o f  t e s t i n g  t h e  same phenomenon was t o  

e s t i m a t e  t h e  f o l l o w i n g  demand f o r  money f u n c t i o n :

( M / p ) d = a . y ^ . r ^ . p ' ^ ^ .....................................  ( 4 . 7 )

I n  t h i s  c a s e ,  t h e  e x p e c t e d  v a l u e  o f  6% was z e r o .  They  t r i e d  b o t h  

t h e  a p p r o a c h e s  on some assumed v a l u e s  o f  e and A . L e t  me now 

i n d i c a t e  t h e i r  d i f f e r e n t  ways o f  t e s t i n g  t h e  demand f o r  money 

f u n c t i o n ,  t h e  r e s u l t s  o f  w h i c h  a r e  t a b u l a t e d  a t  t h e  en d .

F o r  t h e  e c o n o m e t r i c  t e s t i n g  o f  t h e  v a r i o u s  demand f o r  money 

f u n c t i o n s  d i s c u s s e d  a b o v e ,  Ghosh and K a z i  ( o p . c i t . )  used  t w o  

d e f i n i t i o n s  o f  money :

( i )  M1 : C u r r e n c y  i n  t h e  hand  o f  t h e  p u b l i c  p l u s  demand 

d e p o s i t s  w i t h  t h e  commer i c a l  b a n k s ;

( i i )  M2 : Ml p l u s  s a v i n g s  d e p o s i t s  w i t h  t h e  c o m m e r c i a l  

b a n k s .

N e x t , f o r  y ,  t h e y  us ed  t h e  g r o s s  d o m e s t i c  p r o d u c t  a t  c o n s t a n t  

( 1 9 6 2 / 6 3 )  f a c t o r  c o s t .  The a v a i l a b i l i t y  o f  t h e  GDP f i g u r e s  o n l y  

on t h e  a n n u a l  b a s i s ,  some wh a t  r e s t r i c t e d  t h e  e s t i m a t i o n  o f  t h e  

demand f o r  money f u n c t i o n  f o r  a d e t a i l e d  a n a l y s i s  o f  i t s  v a r i o u s  

p a r a m e t e r s .

The l a c k  o f  s u f f i c i e n t  v a r i a t i o n  i n  t h e  N i g e r i a n  i n t e r e s t  r a t e s  

was a n o t h e r  p r o b l e m  i n  t e s t i n g  t h e  demand f o r  money f u n c t i o n .
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I n t e r e s t  r a t e  i s  t h e  m e a s u r e  o f  t h e  o p p o r t u n i t y  c o s t  o f  h o l d i n g  

i d l e  c a s h  b a l a n c e s  and t h e y  us ed  t h e  r a t e  p a i d  on t i m e  d e p o s i t s  

( a b o u t  t h e  same as  t h e  one  on s a v i n g s  d e p o s i t s )  s u g g e s t e d  by t h e  

e a r l i e r  w o r k  o f  0 .  T e r i b a  ( o p . c i t . ,  1973 ,  19 74 )  t o  be t h e  c l o s e s t  

s u b s t i t u t e  f o r  money.  I t  may: be m e n t i o n e d  h e r e  t h a t  t h e  b a n k i n g  

h a b i t s  o f  t h e  p o p u l a t i o n  and t h e  l e g a l  r e s t r a i n t  on t h e  f r e q u e n c y  

o f  t h e  w i t h d r a w a l  s u g g e s t  t h a t  t h e  i n c l u s i o n  o f  t i m e  d e p o s i t s  i n  

t h e  d e f i n i t i o n  o f  money may n o t  be a p p r o p r i a t e .  B u t  a g a i n ,  t h i s  

i s  an e m p i r i c a l  m a t t e r  w h i c h  has  t o  be s e t t l e d  on t h e  a c t u a l  

t e s t i n g  o f  t h e  demand f o r  money f u n c t i o n  on v a r i o u s  d e f i n i t i o n s  

o f  money .

The m ea s u r e  f o r  p r i c e  l e v e l  u s e d  was t h e  i m p l i c i t  GDP d e f l a t o r  

( a t  f a c t o r  c o s t ) ,  t h a t  b e i n g  t h e  o n l y  g e n e r a l  p r i c e  i n d e x  

a v a i l a b l e .  I t  s h o u l d  be n o t e d  t h a t  t h e  i n co m e ( y ) and t h e  p r i c e  

i n d e x  ( p )  a r e  t h e  y e a r l y  v a l u e s  w h e r e a s  money s t o c k  (M) and 

i n t e r e s t  r a t e  ( r )  w e r e  t h e  t h i r d  q u a r t e r l y  v a l u e s  o f  t h e  

c o r r e s p o n d i n g  y e a r s .  They  a l s o  us ed  a dummy v a r i a b l e  i n  some 

y e a r s ,  on t h e  p r e s u m p t i o n  t h a t  t h e  w a r  y e a r s  m i g h t  ha ve  c a u s e d  a 

c h a n g e  i n  t h e  u s u a l  c a s h  h a n d l i n g  b e h a v i o u r  o f  t h e  p o p u l a t i o n .

L e t  me now p r e s e n t  t h e  d i f f e r e n t  f o r m s  o f  t h e  demand f o r  money 

f u n c t i o n  w h i c h  had been  t e s t e d  u n d e r  v a r i o u s  a s s u m p t i o n s .  When we 

assume 8 = 1 and A = 1,  we h a v e ,  u n d e r  v a r i o u s  d e f i n i t i o n s  o f  

money ( m ) :

m d = a ^ + 3 y + Y f ~  + v  ...................... ( 4 . 8 )

I f  we assume X = i ,  t h e  r e d u c e d  f o r m  e q u a t i o n ,  f r o m  e q u a t i o n

( 4 . 1 )  t o  ( 4 . 3 )  w o u l d  be :

md = b^ + b ^ y  + b g r  +bgm + v  . . . . . . .  , ( 4 . 9 )
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w h e r e  b = «0

b^ = 30

b2 = Y0

bs = ( 1- 0) ,  and

V ’ '=■ random t e r m .

I f  we assume 0 =1 ,  t h e  r e d u c e d  f o r m  e q u a t i o n ,  f r o m  e q ü a t i o n s

( 4 . 1 )  t o  ( 4 . 3 )  w o u l d  be :

md = a Q + a + a + a ^ r - 1  + a^ m-1 + V . . . . . . . . ( 4 , 1 0 )

w h e r e  a o = aX 

a 1 = 3X 

3 2  =  Y 

a 3 =  -Y ( 1 -X ) 

ai t = ( 1- X  ) ,  and 

V = random t e r m

I t  ca n  be seen  f r o m  e q u a t i o n  ( 4 . 1 0 )  t h a t  t h e  p a r a m e t e r  y c o u l d  be 

c a l c u l a t e d  i n  t w o  wa y s ,  f r o m  t h e  c o e f f i c i e n t  32  and ag . F i n a l l y ,  

b e f o r e  t h e  r e s u l t s  a r e  r e p o r t e d ,  i t  i s  t o  be n o t e d  t h a t  when t h e y  

t e s t e d  f o r  h o m o g e n e i t y  as  i n d i c a t e d  i n  e q u a t i o n  ( 4 . 7 )  t h e y  d i d  

n o t  use  r  as  an a r g u m e n t  i n  t h e  demand f o r  money ( o n l y  i n  t h e  

n o n - l i n e a r  c a s e )  and t h e  A - p a r a m e t e r  w o u l d  h a v e  t h e  same a p r i o r i  

e x p e c t e d  v a l u e  as  t h a t  o f  6 .

I n  T a b l e  4 . 1  I  r e p r o d u c e  t h e i r  demand f o r  money f u n c t i o n  i n  p e r  

c a p i t a ,  r e a l  t e r m s ,  f o r  b o t h  ml and  m2. F o r  m2, t h e  3 - p a r a m e t e r s  

f r o m  t h r e e  d i f f e r e n t  e s t i m a t e s  w e r e  r a t h e r  c l o s e  t o  u n i t y  and 

a l s o  w e l 1- d e t e r m i n e d . The Y - p a r a m e t e r ,  h o w e v e r  showed  t h e  same 

d e g r e e  o f  i n s i g n i f i c a n c e  as  was n o t i c e d  i n  t h e  e a r l i e r  w o r k s .  B u t
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t h e  s i g n  was c o n s i s t e n t l y  n e g a t i v e ,  s u g g e s t i n g  t h a t  t h e  i n t e r e s t  

r a t e  on t i m e  d e p o s i t s  t o  be t h e  o p p o r t u n i t y  c o s t  o f  h o l d i n g  

money ,  t h o u g h  t h e  l a c k  o f  s u f f i c i e n t  v a r i a t i o n  i n  t h i s  v a r i a b l e  

made t h e  e s t i m a t e  o f  t h e  y - p a r a m e t e r ,  s t a t i s t i c a l l y  

i n s i g n i f i c a n t .  The  e s t i m a t i o n  o f  6 . and A was r a t h e r  i n a d e q u a t e  

h e r e ,  h a v i n g  t o  assume one  o r  t h e  o t h e r  t o  be e q u a l  t o  u n i t y .  The 

c o r r e s p o n d i n g  e s t i m a t e s  f o r  m1 i n  T a b l e  4 . 1 ,  d i s p l a y e d  t h e  

s i m i l a r  f e a t u r e s  as  f o r  m2 , t h o u g h  t h e r e  w e r e  some i m p o r t a n t  

d i f f e r e n c e s .  The 3 - e s t i m a t e s  f o r  ml w e r e  c o n s i s t a n t l y s m a l l e r  ■ 

t h a n  t h e y  w e r e  f o r  m2 .

T h i s  i s  t o  be e x p e c t e d ,  s i n c e  t h e  b r o a d e r  d e f i n i t i o n  o f  money 

w o u l d  a l l o w  more room f o r  v a r i a t i o n  o f  t h e  h o l d i n g  o f  r e a l  

b a l a n c e s  i n  r e s p o n s e  t o  c h a n g e s  i n  r e a l  i n c o m e ,  as  co m p ar e d  t o  

t h e  c a s e  f o r  t h e  n a r r o w e r  d e f i n i t i o n  o f  money .  The o t h e r  

i m p o r t a n t  d i f f e r e n c e  b e t w e e n  t h e  t w o  s e t s  o f  e s t i m a t e s  i n  T a b l e  

4 . 1 ,  l a y  i n  t h e  s t a t i s t i c a l  s i g n i f i c a n c e  o f  t h e  Y - p a r a m e t e r  

e s t i m a t e s  and a l s o  i n  t h e i r  m a g n i t u d e s .  The ml s e t  o f  v a l u e s  f o r  

p a r a m e t e r  w e r e  g r e a t e r  i n  t h e i r  a b s o l u t e  v a l u e s  and t h e y  w e re  

g e n e r a l l y  s i g n i f i c a n t  c o m p ar e d  t o  t h e  o t h e r  s e t .  T h e r e  w e r e  t w o  

r e a s o n s  f o r  t h a t .  The n a r r o w e r  d e f i n i t i o n  o f  money e x c l u d e d  

s a v i n g s  d e p o s i t s ,  i n t e r e s t  p a i d  on t h i s  a s s e t  b e i n g  t h e  l i k e l y  

m e a s u r e  o f  t h e  o p p o r t u n i t y  c o s t  o f  h o l d i n g  money i n  t h e  f o r m  o f  

c u r r e n c y  and demand d e p o s i t s .  As a l r e a d y  m e n t i o n e d ,  t h i s  was t h e  

r a t e  o f  i n t e r e s t  use d  i n  t h e  e s t i m a t i o n  o f  o u r  m o d e l .  The r e a s o n  

b e h i n d  t h e  l o w  v a l u e  o f  t h e  e s t i m a t e  o f  t h e  e l a s t i c i t y  o f  m2 w i t h  

r e s p e c t  t o  i n t e r e s t  r a t e  l a y  i n  t h e  f a c t  t h a t  t h e  r a t e  t o  be p a i d  

on t i m e  d e p o s i t s  ( p r e s u m a b l y ,  a c l o s e  s u b s t i t u t e  f o r  m2 ) had been
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more  o r  l e s s  t h e  same as  t h e  one  on s a v i n g s  d e p o s i t s .  So l o n g  as

t h e s e  r a t e s  w e r e  t h e  same,  t h e  Y -  p a r a m e t e r  w o u l d  be b i a s e d

d o w n w a rd s ,  s i n c e  t h e  o w n - r a t e  r e s p o n s e  o f  s a v i n g s  d e p o s i t s  

( i n c l u d e d  i n  m2 ) w o u l d  be p o s i t i v e .

On t h e  e s t i m a t e s  o f  0 and A i n  T a b l e  4.1,we n o t e  t h a t  t h o u g h  

t h e s e  e s t i m a t e s  w e r e  a d m i t t e d l y  " i m p r o p e r "  f o r  r e a s o n s  d i s c u s s e d  

a b o v e ,  t h e i r  v a l u e s  f o r  ml and m2 v a r y  o n l y  by 2 p e r  c e n t  and a l l  

f o u r  o f  t h e m  w e r e  s t a t i s t i c a l l y  w e l l - d e t e r m i n e d .

T a b l e s  4.2 and 4 . 3 g i v e  r e s u l t s  f o r  t h e  e s t i m a t i o n  o f  d i f f e r e n t  

demand f o r  money f u n c t i o n s ,  a l l  f o r  t h e  b r o a d e r  d e f i n i t i o n  o f  

money i n  r e a l  t e r m s .  The n a r r o w e r  d e f i n i t i o n  o f  money i n d i c a t e d  

w i d e  v a r i a t i o n  i n  t h e  e s t i m a t e s  o f  t h e  p a r a m e t e r s ,  when d i f f e r e n t  

f u n c t i o n s  ( i . e . ,  e q u a t i o n  4 . 8 ,  4 . 9  and 4 . 1 0  h a ve  been  e s t i m a t e d .  

T h a t  i s  t h e  r e a s o n  why t h e  r e s u l t s  o f  T a b l e s  4.2 and 4.3 w e re  

r e p o r t e d  o n l y  on t h e  b a s i s  o f  m2 a l o n e .

E v i d e n c e  f r o m  T a b l e s  4 . 2  and 4 . 3  suggested h o m o g e n e i t y  o f  d e g r e e

one  b e t w e e n  t h e  n o m i n a l  demand f o r m o n e y  and t h e  p r i c e  l e v e l .  I n  

T a b l e  4 . 2 ,  t h i s  h o m o g e n e i t y  w o u l d  i n d i c a t e  t h e  p - c o e f f i c i e n t s  t o  

be e q u a l  t o  z e r o  and i n  T a b l e  4 . 3  i t  w o u l d  i n d i c a t e  t h e  same 

c o e f f i c i e n t s  t o  be e q u a l  t o  u n i t y .  The t e s t i n g  c o n f i r m e d  s u c h  

v a l u e s ,  i n d i c a t i n g  t h e  h o m o g e n e i t y  b e h i n d  t h e  u s u a l  p r a c t i c e  o f  

e s t i m a t i n g  t h e  demand f o r  money f u n c t i o n s  i n  r e a l  t e r m s .  T hes e  

c o e f f i c i e n t s  w e r e  s t a t i s t i c a l l y  s i g n i f i c a n t ,  h o w e v e r ,  f o r  o n l y  i n  

t h e  c a s e s  o f  e q u a t i o n s  ( 6 ) and ( 6 ) '  i n  T a b l e  3 ,  and  e l s e w h e r e ,  

t h e y  w e r e  n o t .

A n o t h e r  common f e a t u r e  o f  T a b l e s  4 . 2  and 4 . 3  l a y  i n  t h e
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c o e f f i c i e n t  f o r  t h e  c i v i 1 - w a r - y e a r s  dummy v a r i a b l e .  T h e r e  was no 

p a r t i c u l a r  a p r i o r i  e x p e c t a t i o n  a b o u t  t h e  s i g n  o f  t h i s  

c o e f f i c i e n t  and w h a t e v e r  r e s u l t s  on e  m i g h t  come up w i t h ,  needed  

t o  be r a t i o n a l i z e d  e x p o s t . O. T e r i b a  ( o p . c i t . ,  19 74 )  used  t h e  

same t e c h n i q u e  t o  m e a s u r e  any  p o s s i b l e  e f f e c t . o f  t h e  d i s r u p t i o n  

o f  w a r  e f f o r t s  on  t h e  u s u a l  money demand b e h a v i o u r  o f  t h e  p e o p l e .  

I n  a l l  c a s e s ,  h i s  c o e f f i c i e n t s  w e r e  n e g a t i v e  t h o u g h  s t a t i s t i c a l l y  

i n s i g n i f i c a n t  and he r a t i o n a l i z e d  t h a t  as  m e r e l y  a s u g g e s t i o n  f o r

t h e  "  i m p a c t  o f  i n f l a t i o n  a t  t h a t  p e r i o d  w h i c h  made r e a l

a s s e t s  more a t t r a c t i v e " .  As o p p o s e d  t o  t h i s  t h e  r e s u l t s  h e r e  w e r e  

a l w a y s  p o s i t i v e  ( o n  d i f f e r e n t  t y p e s  o f  demand f o r  money 

f u n c t i o n s ,  t o  T e r i b a ’ s and  a l s o  on t h e  b a s i s  o f  l o n g e r  t i m e  

p e r i o d s )  and ( a l m o s t )  s i g n i f i c a n t l y  so  i n  t h e  c a s e s  o f  e q u a t i o n  

( 8 ) ' i n  T a b l e  4.2and o f  e q u a t i o n  ( 6 ) '  i n  T a b l e  4.3 Added t o  t h i s ,  t h e  

o b s e r v e d  i n f l a t i o n  r a t e  d u r i n g  t h e  wa r  p e r i o d  was n o t  v e r y  h i g h  

( t h e  p r i c e  l e v e l  on t h e  b a s i s  o f  t h e  i m p l i c i t  d e f l a t o r  o f  t h e  GDP 

a t  f a c t o r  c o s t  w e n t  up t o  1 1 0 . 0 4  f r o m  107 . 01  d u r i n g  t h i s  p e r i o d ) .  

Ghosh and K a z i  ( o p . c i t . ,  1 9 7 8 ) ,  s u g g e s t e d  t e n t a t i v e l y  t h a t  t h e  

u n c e r t a i n t y  o f  t h e  w a r  y e a r s  m i g h t  ha ve  s h i f t e d  t h e  demand f o r  

money f u n c t i o n  u p w a r d s ,  i n  r e s p o n s e  t o  t h e  i n c r e a s e d  p r e f e r e n c e  

f o r  p u r c h a s i n g  p o w e r .

F i n a l l y  f o r  T a b l e s  4 . 2  and 4 . 3 ,  i t  may be n o t e d  t h a t  t h e  

i n c l u s i o n  o f  p and t h e  Dummy v a r i a b l e  i n  t h e  demand f o r  r e a l  

b a l a n c e  f u n c t i o n s  made t h e  e s t i m a t e s  o f  8 and A i n e f f i c i e n t ,  so 

t h a t  t h e  c a l c u l a t i o n  o f  t h e  o t h e r  p a r a m e t e r s  on t h e  b a s i s  o f  

t h e s e  e s t i m a t e s ,  m i g h t  n o t  be v e r y  r e l i a b l e .  Even t h e n ,  t h e  3 

p a r a m e t e r s  w e r e  g e n e r a l l y  a r o u n d  u n i t y  and y -  p a r a m e t e r s  w e r e
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n e g a t i  v e .

L e t  us  now l o o k  a t  t h e  n o n - l i n e a r  e s t i m a t e s  o f  t h e  d i f f e r e n t  

p a r a m e t e r s .  I n  T a b l e  4 . 4 ,  t h e  r e s u l t s  a r e  p r e s e n t e d  f o r  t h e  

e s t i m a t i o n  o f  e q u a t i o n  4 . 4 ,  a l l  t h e  v a r i a b l e s  b e i n g  i n  l o g a r i t h m ,  

w h e r e a s ,  i n  T a b l e  4 . 5  t h e y  a r e  n o t .  The ^ p a r a m e t e r s ; w e r e  e s t i m a t e d  

w i t h o u t  t h e  i n e q u a l i t y  c o n s t r a i n t s  o f  0  ,< 6 <1 and 0  l A  <1 , 

d i c t a t e d  by e c o n o m i c  t h e o r y .

The 3 -  v a l u e  f o r  m2 i n  T a b l e  4 . 4  was 0 . 9 8 ,  w h i c h  was c l o s e  t o  

t h e  e s t i m a t e s  o f  t h i s  p a r a m e t e r  f r o m  t h e  e a r l i e r  t a b l e s .  O f  t h e  

o t h e r  p a r a m e t e r  e s t i m a t e s ,  t h e  Y -  v a l u e  was n e g a t i v e  and 

w e l l - d e t e r m i n e d ,  w h e r e a s  8 had  c r o s s e d  t h e  u p p e r  l i m i t .  The ml -  

e s t i m a t e  t h e r e  showed a v e r y  l ow  v a l u e  f o r  t h e  e l a s t i c i t y  o f  real 
b a l a n c e s  w i t h  r e s p e c t  t o  p e r m a n e n t  i n c o m e ,  b u t  t h e  A and 0 v a l u e s  

f e l l  w i t h i n  t h e i r  t h e o r e t i c a l  l i m i t s ,  w i t h o u t  any  c o n s t r a i n t .

m2 -  e q u a t i o n  i n  T a b l e  4.4 w i t h  the p r i c e  l e v e l  as  an a r g u m e n t ,  

i n  p l a c e  o f  t h e  i n t e r e s t  r a t e ,  showed  a h i g h  v a l u e  f o r  3 and  8 ,  

b o t h  o f  t he m b e i n g  w e l 1- d e t e r m i n e d . The v a l u e  and t h e  s t a n d a r d  

e r r o r  o f  y i n  t h i s  e q u a t i o n  w o u l d  s u p p o r t  t h e  a s s u m p t i o n  o f  

h o m o g e n e i t y ,  d i s c u s s e d  a b o v e .  A -  v a l u e  h e r e  c r o s s e d  t h e  l o w e r  

l i m i t ,  t h o u g h  i t  was n o t  w e l l  d e t e r m i n e d .  F i n a l l y ,  t h e  l a s t  

e q u a t i o n  i n  t a b l e  4.4. i n d i c a t e d  an e f f i c i e n t  m e a s u r e  f o r  A 

w h i c h  was s i g n i f i c a n t l y  h i g h e r  t h a n  t h e  t h e o r e t i c a l  u p p e r  l i m i t  

f o r  i t ,  w h e r e a s  8 was l e s s  t h a n  u n i t y ,  t h o u g h  n o t  s i g n i f i c a n t l y  

s o .  The h o m o g e n e i t y  a s s u m p t i o n  was a l s o  s u p p o r t e d  i n  t h i s  

e q u a t i o n ,  t h o u g h  the g -  p a r a m e t e r  had an u n u s u a l l y  smal l  v a l u e  

f o r  i t s  s t a n d a r d  e r r o r s .
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T a b l e  4 . 5  r e p o r t s  t h e  r e s u l t s  f o r  t w o  c o n v e r g e n c e s  when t w o  s e t s  

o f  s t a r t i n g  p o i n t s  w e r e  u s e d .  One n o t a b l e  f e a t u r e  f o r  t h e  e and X

e s t i m a t e s  was t h a t  when one  was c o m p a r a t i v e l y  l o w  t h e  o t h e r  was

r a t h e r  t o o  h i g h .  T h i s  f e a t u r e  had  been n o t e d  i n  some e s t i m a t e  o f  

t h e  U . K .  demand ‘f o r  money f u n c t i o n ,  t h o u g h  , w i t h i n  t h e ; s t i p u l a t e d  

l i m i t s  f o r  t h e  p a r a m e t e r s  ( L a i d l e r  and P a r k i n ,  o p . c i t . ,  1 9 7 0 ) .

The c a l c u l a t i o n  f o r  t h e  g and  y v a l u e s  i n  t h i s  g r o u p  had been 

o b t a i n e d  a t  t h e  mean v a l u e s  o f  t h e  r e s p e c t i v e  v a r i a b l e s  and f o r  g 

t h e y  w e r e  w e l l - d e t e r m i n e d  and n o t  f a r  o u t  o f  t h e i r  e x p e c t e d  

m a g n i t u d e s .  The l a c k  o f  en ou gh  v a r i a t i o n  i n  t h e  r  -  v a l u e s  

i n d u c e d  th e m  t o  t r y  t h i s  a p p r o a c h  o f  T a b l e  4 . 5 ,  s p e c i a l l y  when 

t h e  l o g  t r a n s f o r m a t i o n s  c o u l d  r e n d e r  s u c h  v a r i a t i o n s  e v e n  l e s s .  

The f i r s t  e q u a t i o n  i n  t h i s  g r o u p  ga ve  a l i k e l y  v a l u e  f o r  t h e  Y -  

p a r a m e t e r ,  b u t  i t s  s t a n d a r d  e r r o r  was t o o  h i g h .  A g a i n ,  t h e

d i s t u r b i n g  f e a t u r e  o f  9 and A v a l u e s  s o m e t i m e s  c r o s s i n g  t h e  u p p e r

l i m i t  f o r  t he m o c c u r r e d  h e r e .

A l l  t h e  d i f f e r e n t  r e s u l t s  o f  t h e  e s t i m a t i o n  o f  t h e  demand f o r  

money f u n c t i o n s ,  r e p o r t e d  i n  T a b l e s  4 . 1  t o  4 . 5 ,  w o u l d  n o t  be so 

h e l p f u l  u n l e s s  one  t r i e s  t o  p r o v i d e  th e m  as e v i d e n c e  i n  f a v o u r  o f  

t h e  p a r t i c u l a r  v a l u e s  f o r  t h e  f o u r  i m p o r t a n t  p a r a m e t e r s ,  n a m e l y  

3 ,Y ,6 and A .

I  now go on t o  p r e s e n t  t h e m  i n  t h e  c o n c l u d i n g  p a r t  w i t h  some 

o t h e r  r e s u l t s .

The v a l u e  f o r  3 -  i . e .  t h e  e l a s t i c i t y  o f  demand f o r  r e a l  b a l a n c e s  

w i t h  r e s p e c t  t o  p e r m a n e n t  i n c o m e  -  comes o u t  t o  be u n i t y  o r  j u s t  

o v e r  i t ,  as  i t  i s  t o  be e x p e c t e d .  A l l  t h e  s i g n i f i c a n t  v a l u e s  o f  3

191



f o r  m2 f r o m  t h e  d i f f e r e n t  t a b l e s  f a l l  w i t h i n  0 . 9  t o  1 . 2 ,  

e x c e p t i n g  one  a t  T a b l e  4 . 4 ,  when i t  goes  up t o  1 . 4 .

The s i g n  o f  Y -  t h e  e l a s t i c i t y  o f  demand f o r  r e a l  b a l a n c e s  w i t h  

r e s p e c t  t o  i n t e r e s t  r a t e  -  i s  l i k e l y  t o  be n e g a t i v e ,  t h o u g h  i n  

a l l  c a s e s  t h i s  p a r a m e t e r  e s t i m a t e  comes o u t  t o  be i n s i g n i f i c a n t .  

T h i s  s u p p o r t s  t h e  r e s u l t s  o f  t h e  e a r l i e r  w o r k s ,  t h o u g h  t h e  

c o n s i s t e n c y  w i t h  w h i c h  t h e  n e g a t i v e  s i g n  a p p e a r s  i n  t h e  d i f f e r e n t  

m o d e l s  s h o u l d  n o t  be t o t a l l y  i g n o r e d  due t o  t h e  s t a t i s t i c a l  

i n s i g n i f i c a n c e  o f  t h e  u n d e r l y i n g  c o e f f i c i e n t s .

The same k i n d  o f  d o u b t  p e r s i s t s  i n  t h e  e s t i m a t e s  o f  8 and A eve n  

t h o u g h  many o f  t h e i r  e s t i m a t e d  v a l u e s  have  l o w  s t a n d a r d  e r r o r s .  

E s t i m a t i o n  o f  e q u a t i o n  4 . 4  w i t h  t h e  i n e q u a l i t y  c o n s t r a i n t s  w o u l d  

h e l p  t o  g e t  a more  l i k e l y  s e t  o f  v a l u e s  f o r  t h e s e  t w o  p a r a m e t e r s ,  

t h a n  they had.

An i  i n t e r p r e t a t i o n  o f  t h e  6 -  p a r a m e t e r  by E. F e i g e  ( o p . c i t . ,

19 67 )  c o u l d  e n a b l e  one  t o  p r e d i c t  q u a l i t a t i v e l y  t h e  v a l u e  o f  0 i n  

N i g e r i a .  I f ,  i n  N i g e r i a ,  i n n o v a t i o n  i n  f i n a n c i a l  i n t e r m e d i a t i o n  

t a k e s  t h e  f o r m  o f  l o w e r i n g  t h e  gap b e t w e e n  t h e  l e n d i n g  and t h e  

b o r r o w i n g  r a t e s ,  t h e  v a l u e  w o u l d  t e n d  t o  i n c r e a s e  i . e .  t h e r e

w o u l d  be " ............. more  r a p i d  a d j u s t m e n t  o f  a c t u a l  c a s h  b a l a n c e s  t o

d e s i r e d  p o s i t i o n s " .  ( F i e g e ,  o p . c i t .  p .  4 6 7 ) .  B u t  i f  t h i s  

i n n o v a t i o n  t a k e s  t h e  f o r m  o f  p r o v i d i n g  c l o s e  s u b s t i t u t e s  f o r  

money ,  l i k e  c o r p o r a t e  and g o v e r n m e n t  b o n d s ,  t h e  e f f e c t  w o u l d  be a 

l o w  v a l u e  o f  6 i n d i c a t i n g  s l o w  pa ce  o f  t h e  a d j u s t m e n t  m e n t i o n e d  

a b o v e .

On t h e  d e f i n i t i o n  o f  money i n  N i g e r i a ,  t h e y  s u p p o r t e d  t h e  c a s e  o f  

a b r o a d  d e f i n i t i o n  c o n s i s t i n g  o f  c u r r e n c y  i n  t h e  ha nd s  o f  t h e
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p u b l i c  p l u s  demand and s a v i n g s  d e p o s i t s  w i t h  t h e  c o m m e r c i a l  

b a n k s .  T h i s  d e f i n i t i o n  p r o v i d e s  one w i t h  more s t a b l e  e s t i m a t e s  o f  

t h e  d i f f e r e n t  p a r a m e t e r s  t h a n  i s  t h e  c as e  o f  any o t h e r  

d e f i n i t i o n .  S i n c e  t h e  m a i n  p u r p o s e  o f  d e f i n i n g  money i n  a c e r t a i n  

w a y  i  s t o  f  i n d  o u t  a s t a b l e  r e  i . a t i ; ons ,h ip  b e t w e e n  money s t o c k  and 

t h e  l e v e l  o f  ( p e r m a n e n t )  i n c o m e ,  t h e  d e f i n i t i o n  t h a t  p r o v i d e s  

su c h  s t a b i l i t y  c o u l d  be p r e f e r r e d  t o  o t h e r s .  B u t  u n f o r t u n a t e l y  

f o r  more  r e c e n t  y e a r s ,  d e p o s i t s  d a t a  a r e  n o t  s p l i t  up i n t o  t h r e e  

t y p e s ,  t h u s  p r o h i b i t i n g  an i n v e s t i g a t o r  f u r t h e r  c o n f i r m a t i o n  on 

t h i s  ' r i g h t '  d e f i n i t i o n  o f  money f o r  N i g e r i a .

F i n a l l y ,  t h e  demand f o r  n o m i n a l  money i n  N i g e r i a  may seem t o  be 

p r o p o r t i o n a l  t o  t h e  g e n e r a l  p r i c e  i n d e x  w h i c h  was i n  l i n e  w i t h  

t h e  same demand i n  m o s t  o t h e r  c o u n t r i e s .  The 3 -  p a r a m e t e r  i s

a l s o  i n  l i n e  w i t h  i t s  e s t i m a t e s  i n  o t h e r  e c o n o m i e s .  The y -  

p a r a m e t e r  i s  c o m p a r a b l e  w i t h  i t s  v a l u e  i n  o t h e r  c o u n t r i e s ,  t h o u g h  

i t s  m e a s u r e  h e r e  had been  ham pe red  by t h e  l a c k  o f  s u f f i c i e n t  

v a r i a t i o n  i n  t h e  i n t e r e s t  r a t e s .  T h e r e f o r e ,  t h e  n a t u r e  o f  t h e  

demand f o r  money i n  N i g e r i a  d u r i n g  t h e  p e r i o d  u n d e r  s t u d y  f e l l  

w i t h i n  t h e  b r o a d  scheme o f  s u c h  f u n c t i o n s  f o r  m o s t  o t h e r  

c o u n t r i e s  and i t  may be w o r t h w h i l e  t o  i n v e s t i g a t e  i t  f u r t h e r  i n  

t h e  l i n e s  s u g g e s t e d  a b o v e ,  f o r  t h e  sa k e  o f  a sound  q u a n t i t a t i v e  

b a s i s  o f  f u t u r e  m o n e t a r y  p o l i c y .

T h i s  r a t h e r  d e t a i l e d  p r e s e n t a t i o n  o f  my e a r l i e r  j o i n t  w o r k  when 

i t  was w r i t t e n  i n  f i r s t  p e r s o n  p l u r a l  r a t h e r  t h a n  t h e  t h i r d  as 

a b o v e ,  can  o n l y  be j u s t i f i e d  on t h e  b a s i s  o f  i t s  t e c h n i c a l  

c o m p l e t e n e s s  c o m p ar e d  t o  t h e  e a r l i e r  p u b l i c a t i o n s  on t h e  s u b j e c t .  

A t  t h a t  t i m e ,  t h e  a u t h o r s '  c o n c l u s i o n s  w e r e ;
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( i )  E l a s t i c i t y  o f  t h e  demand f o r  r e a l  b a l a n c e  w i t h  r e s p e c t  t o

p e r m a n e n t  i n c o m e  ( i . e .  v a l u e  f o r  g ) t o  be w i t h i n  a r a n g e  

o f  1 .0  -  1 .2 .  ■ ,

( i i )  The e l a s t i c i t y  o f .  demand f o r  r e a l  b a l a n c e  w i t h  r e s p e c t  t o

i n t e r e s t  r a t e s  i s  n o t  s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o .

( i  i  i ) The  v a l u e s  f o r  p a r t i a l  a d j u s t m e n t  ( 0 )  and  o f  a d a p t i v e

e x p e c t a t i o n  ( X )  c o u l d  be a r o u n d  0.6  and  0.8  r e s p e c t i v e l y ,  

( i v )  The " b e s t "  d e f i n i t i o n  f o r  money i n  N i g e r i a  d u r i n g  t h i s

h i s t o r i c a l  p e r i o d  i s  c u r r e n c y  i n  c i r c u l a t i o n  p l u s  demand 

and s a v i n g s  d e p o s i t s  w i t h  t h e  c l e a r i n g  b a n k s .

I  r e p o r t  h e r e  t w o  f u r t h e r w o r k s  on t h e  r e l a t e d  t h e m e .  On t h e  

f i r s t  o n e , . O l a d e j i  O j o  a d o p t e d  a d i f f e r e n t  a p p r o a c h  t o  t a c k l e  t h e  

p r o b l e m  o f  t h e  c o r r e c t  d e f i n i t i o n  o f  money i n  t h e  N i g e r i a n  

c o n t e x t .  He s t a r t e d  w i t h  a G . E . S .  u t i l i t y  f u n c t i o n  and a b u d g e t  

c o n s t r a i n t  i n v o l v i n g  M ( i . e .  money d e f i n e d  as  c u r r e n c y  i n  

c i r c u l a t i o n  and demand d e p o s i t s )  and  S . D .  ( i . e .  S a v i n g s  

D e p o s i t s ) .  M a x i m i z i n g  u t i l i t y  s u b j e c t  t o  t h e  b u d g e t  c o n s t r a i n t ,  

a l l o w e d  O j o  t o  w r i t e  t h e  a s s e t s  demand f u n c t i o n  i n  r a t i o  f o r m  and 

t h e  l o g a r i t h m i c  t r a n s f o r m s  e n a b l e d  h i m  t o  i d e n t i f y  t h e  e l a s t i c i t y  

o f  s u b s t i t u t i o n  b e t w e e n  money and  t h i s  n e a r - m o n e y  a s s e t  ( S . D . ) .  

The m o t i v a t i o n  f o r  s e t t i n g  up h i s  p r o b l e m  i n  t h i s  p a r t i c u l a r  

f a s h i o n  was j u s t i f i e d  as  f o l l o w s :

1 7 .  O l a d e j i  O j o ,  "On t h e  E m p i r i c a l  D e f i n i t i o n  o f  Money
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s t o c k " ,  N.J.ESS, v o l .  2 0 .  N o . 2 . ,  J u l y ,  1 9 7 8  DP 1 9 5 - 2 0 6 .

Tavo  F a k i y e s i ,  "Demand f o r  Money i n  N i g e r i a :  A n a l y s i s  o f  

t h e  D i s t r i b u t e d  Lag S t r u c t u r e " ,  NJESS, v o l .  22 .  N o . 1 . ,  

M a r c h .  1980. pp 2 3 - 3 9 .
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" ............. i f  money w e r e  p r o p e r l y  d e f i n e d  t o  i n c l u d e  t h e s e  a s s e t s ,

t h e n  t h e i r  i n f l u e n c e  c o u l d  be t a k e n  i n t o  a c c o u n t  when f o r m u l a t i n g  

m o n e t a r y  p o l i c y .  The q u e s t i o n  t h e n  becomes one o f  d e f i n i n g  money 

' p r o p e r  I y ' .  (O. i o,  i b i d . ,  p i  96 )

O j o  use d  t h i s  a p p r o a c h  o f  c o n s i d e r i n g  n e a r - m o n e y  n o t  o n l y  t o  S .D.  

b u t  he used  1 . D .  ( T im e  D e p o s i t s )  and S . T .  ( T im e  and S a v i n g s  

D e p o s i t s ;  as  p o s s i b l e  s u b s t i t u t e s  t o r  money .  H i s  r e s u l t s  f o r  t h e

O . L . S .  e s t i m a t e s  o f  t h e  r e l e v a n t  p a r a m e t e r s ,  a f t e r  c o r r e c t i n g  f o r  

a u t o c o r r e l a t i o n  ( p a r t i a l l y )  r e v e a l e d  t h e  r i g h t  s i g n s ,  

s i g n i f i c a n t l y .  On t h e s e  c r i t e r i a ,  O.io c o n c l u d e d  S . T .  t o  be t h e  

c l o s e s t  s u b s t i t u t e  f o r  money ,  b e c a u s e  i t s  e l a s t i c i t y  o f  

s u b s t i t u t i o n  w i t h  money came o u t  as  g r e a t e r  ( 6 0 . 7 )  t h a n  t h o s e  f o r  

S . D .  ( 4 4 . 7 3 )  and T . D .  ( 2 . 4 ) .  O.io w e n t  on t o  s a y :

" T h i s  p a p e r  has c o n f i r m e d  t h a t  t h e r e  i s  a h i g h  d e g r e e  o f  

s u b s t i t u t i o n  b e tw ee n  money ( n a r r o w l y  d e f i n e d )  and s a v i n g s  

d e p o s i t s  on t h e  one hand  and money and t h e  sum o f  s a v i n g s  and 

t i m e  d e p o s i t s  on t h e  o t h e r .  U s i n g  t h e  w i d e r  d e f i n i t i o n  o f  money

  w o u l d  i m p r o v e  t h e  q u a l i t y  o f  r e s e a r c h  i n  m o n e t a r y  t h e o r y

and i n  t h e  f o r m u l a t i o n  o f  m o n e t a r y  p o l i c y "  (O. i o,  i b i d . .  p 205 ) .
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T h e r e  a r e  c e r t a i n  p r o b l e m s  w i t h  t h i s  a p p r o a c h  o f  d e f i n i n g  money.  

The e s t a b l i s h e d  v i e w  i n  t h e  l i t e r a t u r e  w o u l d  f o l l o w  a p o r t f o l i o  

t h e o r y  o f  J .  T o b i n  ^^ f o r  t h e  p e r s o n a l  s e c t o r  .where t h e  w h o l e  

v e c t o r  o f  a s s e t s  may be s o l v e d  s i m u l t a n e o u s l y ,  g i v e n  t h e  e x p e c t e d  

r e t u r n s  and t h e  v a r i a n c e - c o n v e n i e n c e  o f  r e t u r n s  on t h e m .  By 

r e s t r i c t i n g  t h e  i n d i v i d u a l  t o  an i n i t i a l  c h o i c e  o f  c e r t a i n  

m o n e t a r y  a s s e t s ,  h o w e v e r  s o p h i s t i c a t e d  o r  c o n v e n i e n t  t h e  u t i l i t y  

f u n c t i o n  may be ,  t h e  i n v e s t i g a t o r  a l r e a d y  assumes  away t h e  

a n s w e r ,  e x c e p t  t h e  l o g i c a l  r e q u i r e m e n t  f o r  e s t i m a t i n g  t h e  

p a r a m e t e r s . On e s t i m a t i o n  i t s e l f ,  v e r y  low v a l u e s  o f  t h e  and

t h e  p e r s i s t i n g  a u t o - c o r r e l a t i o n  ev en  a f t e r  a r o u n d  o f  r e f i n e m e n t ,  

w o u l d  l e a v e  t h e  ' s i g n i f i c a n c e ’ o f  t h e  r e l e v a n t  p a r a m e t e r s ,  

some wha t  d o u b t f u i .

18 . j .  T o b i n ,  " L i q u i d i t y  P r e f e r e n c e  as B e h a v i o u r  t o w a r d s

R i s k " ,  R e v i e w  o f  Economi  c .St .udi  e s , F e b r u a r y ,  1958 .  pp .  

5 5 - 8 6 .
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T h e r e f o r e ,  b o t h  on t h e o r e t i c a l  and e m p i r i c a l  g r o u n d s ,  O l a d e j i  

O j o ’ s c a s e  f o r  t h e  c o r r e c t  d e f i n i t i o n  o f  money do es  n o t  seem t o  

be e s t a b l i s h e d  h e r e ,  ev en  t h o u g h  one  may r e a c h  s i m i l a r  

c o n c l u s i o n s  t h r o u g h  d i f f e r e n t  r o u t e s ,

19
The o t h e r  w o r k  by Tayo  F a k i y e s i ■ ( o p . c i t . )  used  S h i r l e y  A l m o n ’ s 

t e c h n i q u e  t o  e s t i m a t e  t h e  e l a s t i c i t i e s  o f  n o m i n a l  b a l a n c e  w i t h  

r e s p e c t  t o  p e r m a n e n t  i n c om e ( ) and t o  p e r m a n e n t  ( c o n s u m e r )

p r i c e  ( 3a ) i n d e x .  F o r  t h i s  p u r p o s e  F a k i y e s i  used b o t h  t h e  n a r r o w  

( M l )  and b r o a d  d e f i n i t i o n s  o f  money ( M 2 ) ,  w h e r e  M2 = M1 + t i m e  

and s a v i n g s  d e p o s i t s .  The d e g r e e  o f  t h e  p o l v n o m i n a l  f o r  t h e

I a g - s t r u c t u r e  was r e s t r i c t e d  t o  t w o  and t h r e e  b e c a u s e  " ........... t h e

f o u r t h  and f i f t h  d e g r e e  p o l y n o m i n a l  w e r e  a l l  e x p e r i m e n t e d  w i t h ,  

but.  t h e y  p r o d u c e d  no imp rov em en t ,  on t h e  r e s u l t s  . . . . “ ( F a k i y e s i ,  

i b i d . ,  p . 2 7 ) .

19 .  S h i r l e y  A im o n ,  "The  D i s t r i b u t e d  Lag Be twe en  C a p i t a l

• A p p r o p r i a t i o n s  and E x p e n d i t u r e s " ,  E c o n o m e t r i c a , v o l .  33 ,  

J a n u a r y ,  1965 ,  pp 1 7 8 - 1 9 6
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When t h e  p o l y n o m i n a l  o f  d e g r e e  t w o  was u s e d ,  t h e  v a l u e s  f o r  g j  

and 3 2 w e r e  1 . 1 4 0 8  and 1 . 5 3 8  f o r  M1 , and 1 . 2 5  and 1 .381 f o r  M2. 

" W h i l e  t h e  e l a s t i c i t i e s  a r e  s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o ,  

t h e  p r i c e  e l a s t i c i t i e s  a r e  n o t  s i g n i f i c a n t l y  d i f f e r e n t  f r o m  u n i t y

I . t T h u s  r e j e c t i n g  t h e  p o s s i b i l i t y  o f  money i l l u s i o n  on t h e  p a r t  

o f  t h e  money h o l d e r s "  ( F a k i y e s i ,  i b i d . ,  p.  2 8 ) .  On t h e  l a g  

s t r u c t u r e  i n  t h i s  c a s e  ( i . e .  f o r  p o l y n o m i n a l  o f  d e g r e e  t w o ) ,  t h e  

w e i g h t s  f o r  b o t h  t h e  i n c om e and p r i c e  v a r i a b l e s  r e g i s t e r e d  h i g h e r  

v a l u e s  f o r  more  r e c e n t  p e r i o d s  t h a n  t h e  d i s t a n t  on es  ( f o r  b o t h  Ml

and M 2) ,  w h i l e  " ........... t h e  w e i g h t s  o f  t h e  p r i c e  v a r i a b l e  l a v  ab ove

t h e  i n co m e v a r i a b l e  f o r  b o t h  d e f i n i t i o n s  o f  m o n e y ................

( i n d i c a t i n g )  t h e  l a g  i n  i n c om e i s  s h o r t e r  t h a n  t h e  l a g  i n  t h e  

p r i c e  v a r i a b l e  ( i b i d . ,  p .  2 8 ) .

F o r  t h e  t h i r d  d e g r e e  p o l y n o m i n a l  3 i a n d  82 f o r  Ml w e r e  1 . 1 1 6  and 

2 . 0 3 6  r e s p e c t i v e l y  and f o r  M2 t h e y  w e re  0 . 6 9 6  and 1 . 8 2 3 ,  

r e s p e c t i v e l y .  "As  can be seen  f r o m  t h e  r e s u l t s ,  one  o f  t h e  

g r e a t e s t  h a n d i c a p s  o f  t h i s  t e c h n i q u e  i s  t h a t  i t s  r e s u l t s  a r e  

a l w a y s  g r e a t l y  i n f l u e n c e d  by t h e  d e g r e e  o f  p o l y n o m i n a l  c h o s e n " 

( i b i d . ,  p.  2 8 ) .  A g a i n ,  i n  t h i s  c a s e  t h e  s t r u c t u r e  o f  w e i g h t s  f o r  

t h e  Ml - e q u a t i o n  f o r  t h e  i n c om e v a r i a b l e  was s i m i l a r  t o  b e f o r e ,  

b u t  f o r  t h e  p r i c e  v a r i a b l e  h e r e  and a l s o  f o r  b o t h  t h e  i n co m e and 

p r i c e  v a r i a b l e s  i n  t h e  M2 - e q u a t i o n ,  t h e s e  s t r u c t u r e s  o f  w e i g h t s  

we re  o f  t h e  i n v e r t e d  ' U ' t y p e .

Tay o  F a k i y e s i  c o n c l u d e d  t h e  p a p e r  as  f o l l o w s :
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" ........... a l t h o u g h  t h e  r e s u l t s  d i d  n o t  c o m p l e t e l y  o f f e r  t h e

o p p o r t u n i t y  t o  d i s c r i m i n a t e  u n a m b i g u o u s l y  be t w e e n  t h e  t w o  

d e f i n i t i o n s  o f  money,  t h e y  w e r e  s u r e l y  i n d i c a t i v e  o f  t h e  

n e c e s s i t y  t o  t a k e  c o g n i z a n c e  o f  t h e  d i f f e r e n c e s  i n  t h e  d e f i n i t i o n  

i n  f o r m u l a t i n g  m o n e t a r y  p o l i c y . .  The r e s u l t s ,  a r e  a l  so  cone  1 u s i  ve 

i n  s h o w i n g  us t h a t  p e r m a n e n t  i n c o m e  and p e r m a n e n t  p r i c e s  b e l o n g  

t o  t h e  demand f o r  money e q u a t i o n " ,  ( i b i d . ,  p .  3 7 ) .

One m i g h t  comment  f a v o u r a b l y  on t h e  s o p h i s t i c a t i o n  o f  t h e  

s t a t i s t i c a l  t e c h n i q u e  use d  i n  t h e  ab ove  w o rk  co m p ar e d  t o  a l l  t h e  

p u b l i s h e d  w o r k s  on t h i s  t o p i c  and w o u l d  n o t  a r g u e  t h e  c o n c l u s i o n s  

made on t h e  r e l e v a n c e  o f  t h e  p a r t i c u l a r  d e f i n i t i o n  o f  t h e  money 

s t o c k  i n  t h e  c o n t e x t  o f  m o n e t a r y  p o l i c y .  B u t  t h e r e  s t i l l  r e m a i n s  

t h e  r e s t r i c t i v e  a s s u m p t i o n  on t h e  f u l l  o r  c o m p l e t e  a d j u s t m e n t  t o  

t h e  d e s i r e d  l e v e l s  o f  money s t o c k ( s ) ,  w h i c h  t h i s  d i s t r i b u t e d - 1ag 

model  c o u l d  n o t  cope  w i t h  and an a u t o r e g r e s s i v e  model  had t o  be 

i n c o r p o r a t e d  t o  i n d e n t i f y  p a r t i a l  a d j u s t m e n t  f r o m  a d a p t i v e  o r  any  

o t h e r  t y p e  o f  e x p e c t a t i o n  on one  o r  more o f  t h e  e x p l a n a t o r y  

v a r i a b l e s .  The w i d e  v a r i a t i o n  i n  t h e  e s t i m a t e s  o f  t h e  

e l a s t i c i t i e s  when t h e  d e g r e e  o f  t h e  r e l e v a n t  p o l y n o m i n a l  i s  

c h a n g e d  f r o m  t w o  t o  t h r e e  c o u l d  a l s o  be due t o  t h e  n a t u r e  o f  d a t a  

u s e d .  The i n co m e f i g u r e s  f o r  48 o u t  o f  t h e  64 o b s e r v a t i o n s  had t o  

be i n t e r p o l a t e d .  A l s o  t h e  n a t u r e  o f  t h e  c o l l e c t e d  d a t a  on t h e  

c o n s u m e r  p r i c e  i n d e x  c h a n g e d  d u r i n g  t h i s  t i m e  p e r i o d ,  e a r l i e r  

on es  e n c o m p a s s i n g  l e s s  o f  p e o p l e  and good s  and s e r v i c e s  t h a n  t h e  

l a t e r .  B u t  t h e s e  t y p e s  o f  d i f f i c u l t i e s  a r e  common t o  a l l
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i n v e s t i g a t o r s  o f  t h e  q u a n t i t a t i v e  n a t u r e  o f  t h e  d e v e l o p i n g  

e c o n o m i e s  and g i v e n  t h o s e  h a n d i c a p s ,  F a k i y e s i ’ s w o r k  e x h i b i t e d  a 

t h o r o u g h  s c r u t i n y  o f  c e r t a i n  a s p e c t s  o f  t h e  demand f o r  money i n  

N i g e r i a .

201



The S u p p l y  o f  Money

U n l i k e  t h e  demand f o r  money ,  t h e  l i t e r a t u r e  on t h e  s u p p l y  o f
20

money i n  N i g e r i a  has  been  d o m i n a t e d  by S.  I .  A j a y i  t h o u g h  some 
21

O t h e r  a u t h o r s  a l s o  made t h e i r  c o n t r i b u t i o n s : ,  on t h i s  

i n t e r e s t i n g  f a c e t  o f  t h e  N i g e r i a n  m o n e t a r y  e c o n o m i c s .

20. S . I .  A j a y i ,  "A C r i t i q u e  o f  t h e  Money M u l t i p l i e r  A p p r o a c h

t o  Money S u p p l y  D e t e r m i n a t i o n " .  N i g e r i a n  J o u r n a l  o f  

E c on om ic  and S o c i a l  S t u d i e s ,  1972 ,  v o l .  14 ,  No.  2 .

"The  M o n e t a r y  Base i n  N i g e r i a ’ , J o u r n a l  o f  Mod ern  A f r i c a n  

S t u d i e s  1973 ,  v o l .  1,  No.  1.

"A P o r t f o l i o  A p p r o a c h  t o  Money S u p p l y  D e t e r m i n a t i o n  i n  

N i g e r i a " ,  NJESS. M ar ch  1973 ,  v o l .  15 ,  No.  1.

" C r i t i q u e  o f  Money M u l t i p l i e r  A p p r o a c h  t o  Money S u p p l y  

D e t e r m i n a t i o n :  a R e p l y " ,  NJESS. 1974 ,  v o l .  16,  No.  2 .

" Mo nev  i n  a D e v e l o p i n g  Economv.  A P o r t f o l i o  A p p r o a c h  t o  

Money S u p p l y  D e t e r m i n a t i o n  i n  N i g e r i a " I b a d a n  U n i v e r s i t y  

P r e s s ,  1978 .

"The  money m u l t i p l i e r  and  m o n e t a r y  c o n t r o l "  i n  " M o n e y . 

F i a n c e  and N i g e r i an Economi c D e v e l o pm e n t  : E s s a v s  i n
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H o n o u r  o f  Obasanmi  O l a k a n p o " .  ( e d i t o r s )  O. T e r i b a  and 

V . P .  D i e j o m a o h ,  I b a d a n  U n i v e r s i t y  P r e s s ,  1978 .

 , "An e c o n o m e t r i c  c a s e  s t u d y  o f  t h e  r e l a t i v e  i m p o r t a n c e  o f

m o n e t a r y  and  f i s c a l  p o l i c y  i n  N i g e r i a " B a n g l a d e s h  

Ec o n o m ic  R e v i e w, v o l .  2 ,  No.  2 .  A p r i l ,  1974 .

S . I .  A j a y i ,  and O. T e r i b a  " The I n f l a t i o n a r y  p r o c e s s  i n  

N i g e r i a ,  1 9 6 0 - 1 9 7 2  : E v i d e n c e  f r o m  q u a r t e r l y  d a t a " ,  i n  

P r o c e e d i n g s  o f  C o n f e r e n c e  on I n f l a t i o n . N i g e r i a n  

I n s t i t u t e  o f  S o c i a l  and E c on om ic  R e s e a r c h ,  1974 .  A j a y i ,  

e t . a l .  " M o n e t a r y  P o l i c y  i n  N i g e r i a  ( T h e o r y , a n d  _ E v j d e n c e ) ,  

U n i v e r s i t y  o f  I f e  P r e s s ,  1980 .

21. E .O.  A k i n n i f e s i  and  T.  P h i l l i p s ,  "The  D e t e r m i n a n t s  and

C o n t r o l  o f  t h e  Money S t o c k  i n  N i g e r i a " ,  Ec o n o m i c  and 

F i n a n c i a l  R e v i e w . C e n t r a l  Bank o f  N i g e r i a ,  v o l .  16 ,  No.

1,  1978 .

O. T e r i b a ,  "T he  1 9 6 7 - 6 9  B a n k i n g  Amendments  i n  N i g e r i a :  an 

A p p r a i s a l  o f  F i n a n c i a l  A d a p t i o n  i n  an U n d e r d e v e l o p e d  War 

E c on om y " ,  NJESS, v o l .  2 ,  No.  1,  M a r c h ,  1970 .

" I n s t r u m e n t s  o f  M o n e t a r y  C o n t r o l :  The N i g e r i a n  

E x p e r i e n c e ' i n  "Mo n e y .  F i n a n c e  and N i g e r i a n  Ec o n o m ic  

Deve l o p m e n t " . ( E d i t o r s )  0 .  T e r i b a  and V . P .  D i e j o m a o h ,  

I b a d a n  U n i v e r s i t y  P r e s s ,  1978 .
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D. Ghosh ,  "Money S t o c k ,  M o n e t a r y  Base and  t h e  P r o c e s s  o f  

Money S u p p l y  i n  N i g e r i a " ,  U n i v e r s i t y  o f  L e i c e s t e r ,  

D e p a r t m e n t  o f  E c o n o m i c s .  D i s c u s s i o n ^ P a p e r  N o . 22,  J u l y ,

1 981 .

"The  T h e o r y  d f  Money S u p p l y  and t h e  N i g e r i a n  E x p e r i e n c e " .  

The  N i g e r i an J o u r n a l _o f  Pub 1 i c  A f f a i r s , v o l .  V I I I ,  

1 9 7 8 - 7 9 ,  pp 9 4 - 1 1 4 .
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L i k e  t h e  e a r l i e r  s e c t i o n ,  h o w e v e r ,  I  w o u l d  be s e l e c t i v e  and 

c h o o s e  A j a y i ' s  book  on t h e  p o r t f o l i o  a p p r o a c h  ( o p . c i t . ,  19 78 )  t o  

s u r v e y  h i s  t h o u g h t s  on t h i s  p r o b l e m .  A j a y i  p r e f e r r e d  t h e  

p o r t f o l i o  t h e o r y  t o  t h e  money m u l t i p l i e r  c o n c e p t ,  b e c a u s e ,  

t h e  money s u p p l y  a t  any  g i v e n  p o i n t  i n  t i m e  i s  t h e  r e s u l t  o f  t h e  

p o r t f o l i o  a d j u s t m e n t s  o f  t h e  n o n - b a n k  p u b l i c ,  t h e  b a n k i n g  s e c t o r

and t h e  C e n t r a l  B a n k " ,  ( o p . c i t . ,  p i )  He t h e n  w e n t  on  " ............. t o

c o n s t r u c t  an a n a l y t i c a l  model  e x p l a i n i n g  t h e  p o r t f o l i o  b e h a v i o u r  

o f  t h e  t h r e e  s e c t o r s ,  i . e .  t h e  n o n - b a n k  p u b l i c ,  t h e  C e n t r a l  Bank  

and t h e  b a n k i n g  s e c t o r :  t h e r e b y  s p e c i f y i n g  t h e  b a n k i n g  and t h e

n o n - b a n k  p u b l i c  demand f o r  a s s e t s ,  ........... " ( i b i d .  p 1 )

A j a y i  f o r m u l a t e d  h i s  a s s e t  demand f u n c t i o n s  f o r  b o t h  t h e  n o n - b a n k  

p u b l i c  and t h e  b a n k i n g  s e c t o r s  i n  t e r m s  o f  p a r t i a l  a d j u s t m e n t  t o  

e q u i l i b r i u m  o r  d e s i r e d  v a l u e s  o f  t h e  d i f f e r e n t  a s s e t  v a r i a b l e s .  

The d e s i r e d  v a l u e  o f  money was h y p o t h e s i z e d  t o  f o l l o w  B a u m o l -  

T o b i n ^ ^  t y p e  t r a n s a c t i o n s  demand f o r  c a s h  w h e r e  t h e  independent 

v a r i a b l e s  ha pp en ed  t o  be t h e  r a t e  on t r e a s u r y  b i l l s  and i n c o m e .

22. W .J .  B a u m o l , "T he  T r a n s a c t i o n  Demand f o r  Cas h :  An

I n v e n t o r y  T h e o r e c t i c  A p p r o a c h " ,  Qu a r t e r l y  J o u r n a l  o f  

Ec on omi c s , No ve m b er ,  1952 ,  pp 5 4 5 - 5 5 6 .

J .  T o b i n ,  " I n t e r e s t  E l a s t i c i t y  o f  t h e  T r a n s a c t i o n s  Demand 

f o r  C a s h ’ , R e v ie w  o f  E co n omi c s  and S t a t i s t i c s , A u g u s t  

1956 ,  pp 2 4 1 - 2 4 7 .
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When c o n s i d e r i n g  t h e  demand f o r  c u r r e n c y ,  w h i c h  v a r i e d  be t w e e n  

h a l f  t o  t w o - t h i r d s  o f  n a r r o w  money ( i . e .  c u r r e n c y  o u t s i d e  b a nk s  

p l u s  demand d e p o s i t s ) ,  A j a y i  r e c o g n i s e d  t h e  i n a d e q u a c y  o f  

t r e a s u r y  b i l l  r a t e  as  t h e  o p p o r t u n i t y  c o s t  o f  h o l d i n g  c a s h ;

"T he  u s e  o f  t r e a s u r y  b i l l  r a t e  as  a- m e a s u r e  o f  o p p o r t u n i t y  c o s t  

may be q u e s t i o n a b l e  i n  t h e  c a s e  o f  c u r r e n c y ,  b e c a u s e  t r e a s u r y  

b i l l s  a r e  i s s u e d  i n  l a r g e  d e n o m i n a t i o n s .  I n  f a c t  t h e  a v e r a g e  

p e r s o n  do es  n o t  h a v e  a c c e s s  t o  t h e m . . . .  A more  r e l e v a n t  v a r i a b l e  

i s  t h e  r a t e  o f  r e t u r n  on s a v i n g s  d e p o s i t s ’ ’ ( A j a y i ,  i b i d . ,  1978 ,  

p 5 9 ) .

On t h e  demand f o r  o t h e r  f i n a n c i a l  a s s e t s  A j a y i  c o n s i d e r e d  demand,  

s a v i n g s  and t i m e  d e p o s i t s  as  a l t e r n a t i v e s  t o  h o l d i n g  c u r r e n c y  and 

w e n t  on t o  d e s c r i b e  t h e  s p e c i a l  f e a t u r e  o f  e a c h  i n  t h e  p a r t i c u l a r  

N i g e r i a n  c o n t e x t  o f  h i s  t i m e - p e r i o d ,  i . e .  1960 ,  t h i r d  q u a r t e r  t o  

1969 ,  s e c o n d  q u a r t e r .

T h e r e  had been t w o  p r a c t i c a l  p r o b l e m s  w h i c h  A j a y i  had t o  cope  

w i t h :  ( i )  t h e  c i v i l  w a r  and ( i i )  i n co m e f i g u r e s  b e i n g  a v a i l a b l e  

o n l y  i n  y e a r l y  f r e q u e n c i e s .  The f i r s t  p r o b l e m  he t a c k l e d  by  u s i n g  

a dummy v a r i a b l e  and t h e  s e c o n d  by i n t e r p o l a t i o n .  A j a y i  a l s o  made 

a l l o w a n c e  f o r  s e a s o n a l  v a r i a t i o n s  i n  h i s  d e p e n d e n t  v a r i a b l e s  by 

u s i n g  a p p r o p r i a t e  s e a s o n a l  dummies  and a p p l i e d  o r d i n a r y  l e a s t  

s q u a r e s  e s t i m a t e s  t o  m e a s u r e  h i s  p a r a m e t e r s .

A j a y i  n o t e d  v a r i o u s  " n o n - e c o n o m i c  f a c t o r s "  i n  t h e  demand f o r  a 

p a r t i c u l a r  t y p e  o f  a s s e t .  The age  d i s t r i b u t i o n  o f  t h e  p o p u l a t i o n  

and t h e  s c e p t i c i s m  o f  t h e  o l d e r  g e n e r a t i o n  t o w a r d s  m o n e t a r y  

i n n o v a t i o n s  l i k e  b a n k s  had t o  be r e c k o n e d  w i t h .  U r b a n i z a t i o n  was 

a n o t h e r  f a c t o r  w h i c h  c o u l d  h a v e  had o p p o s i n g  i n f l u e n c e s  on t h e

206



demand f o r  c a s h .  The s e a s o n a l i t y  o f  ca s h  h o l d i n g  was a l s o  

i m p o r t a n t  due  t o  t h e  a g r a r i a n  n a t u r e  o f  t h e  ec on om y :  p u r c h a s e s  o f  

c o c o a  i n  t h e  W e s t e r n  S t a t e s  and g r o u n d n u t s  i n  t h e  N o r t h e r n  w o u l d  

a c c o u n t  f o r  t h e  peak  c a s h  h o l d i n g  d u r i n g  December  and  e a r l y  

J a n u a r y .  A g a i n  t h e  am o un t  o f  ï d e p o s i t s . m i g h t  be d e p e n d e n t ,  on t h e  

e x t e n s i o n  o r  o t h e r w i s e  o f  b r a n c h  n e t w o r k s  by t h e  l e a d i n g  b a n k s .  

A d v e r t i s e m e n t s  t o  a t t r a c t  d e p o s i t s  t h r o u g h  r a d i o ,  c i n e m a  ( n o t  so 

much T . V .  d u r i n g  A j a y i ’ s p e r i o d  o f  i n t e r e s t ) ,  " . . . . . e r e c t i o n  

a n d / o r  a c q u i s i t i o n  o f  a r c h i t e c t u r a l 1 y c a p t i v a t i n g  b r a n c h "  ( A j a y i ,

i b i d . ,  1978 ,  p 6 8 )  o r  by  " ........... m o b i l e  b a n k i n g  u n i t s  ...........  s e t

up i n  t h e  l o c a l  m a r k e t s  o f  N i g e r i a ’ s p r i n c i p a l  c i t i e s  " c o u l d

a c c o u n t  f o r  some o f  t h e  v a r i a t i o n s  i n  d e p o s i t s  o f  t h e  t h r e e  

k i n d s ,  r a t h e r  t h a n  t h e  i n t e r e s t  r a t e ( s )  and m ea s u r e d  o r  p e r m a n e n t  

i  n c o m e .

W i t h  su c h  r e m i n d e r s  l e t  us  now l o o k  i n t o  t h e  r e s u l t s  o f  t h e  a s s e t  

demands  f o r  t h e  n o n - b a n k  p u b l i c  s e c t o r .  As e x p e c t e d  t h e  

c o e f f i c i e n t  f o r  t r e a s u r y  b i l l  r a t e  as  a m e a s u r e  o f  t h e  

o p p o r t u n i t y  c o s t  f o r  h o l d i n g  c a s h ,  came o u t  w i t h  t h e  w r o n g  s i g n  

t h o u g h  s t a t i s t i c a l l y  i n s i g n i f i c a n t .  The p o s i t i v e  c o e f f i c i e n t  on 

t h e  c i v i l  w a r  dummy i n d i c a t e d  an i n c r e a s e  i n  t h e  demand f o r  

c u r r e n c y  h o l d i n g  a m i d s t  t h e  g a t h e r i n g  u n c e r t a i n t y  a r o u n d ,  b u t  i t  

came o u t  t o  be s t a t i s t i c a l l y  i n s i g n i f i c a n t .  The s e a s o n a l  dummies 

i n d i c a t e d  " s i g n i f i c a n t l y "  l o w  c u r r e n c y  h o l d i n g  f o r  t h e  f i r s t  

t h r e e  q u a r t e r s  and a pe ak  f o r  t h e  f o u r t h .

F o r  demand d e p o s i t s  a l s o  t h e  n o n - b a n k  p u b l i c  s e c t o r  r e g i s t e r e d  

s t a t i s t i c a l l y  " i n s i g n i f i c a n t "  c o e f f i c i e n t  f o r  t h e  t r e a s u r y  b i l l  

r a t e .  So A j a y i  r e - e s t i m a t e d  t h e  e q u a t i o n  w i t h o u t  i t  and came up
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w i t h  q u a l i t a t i v e l y  v e r y  s i m i l a r  r e s u l t s  on a l l  c o u n t s ,  f o r  t h e  

c u r r e n c y  h o l d i n g s .  On t i m e  d e p o s i t ,  t h e  ' o w n - r a t e ' r e s p o n s e  was 

s i g n i f i c a n t l y  p o s i t i v e ,  as  one  w o u l d  e x p e c t  f r o m  a p o r t f o l i o  

a p p r o a c h .  The i n c om e c o e f f i c i e n t  r e g i s t e r e d  s i g n i f i c a n t l y  

p o s i t i v e  c o e f f i c i e n t : f o r  t h e  f i r s t  t i m e .  On s a v i n g  d e p o s i t ,  A j a y i  

w e n t  t h r o u g h  some e l a b o r a t e  e x p l a n a t i o n  why t h e r e  c o u l d  n o t  be 

any ' o w n - r a t e ’ r e s p o n s e  h e r e  and d i d  n o t  f i n d  a n y ,  t h o u g h  he d i d  

n o t  r e p o r t  t h e  r e s u l t .  The r e a s o n  b e h i n d  t h i s  a p p a r e n t l y  n e g a t i v e  

r e s u l t  l a y  i n  t h e  n a t u r e  o f  t h e  n o n - p r i c e  c o m p e t i t i o n  f o r  s a v i n g  

d e p o s i t s  among t h e  c o m m e r c i a l  b a n k s ;  t h e  e x p a t r i a t e s  c a s h i n g  i n  

on t h e i r  l o n g - s t a n d i n g  r e p u t a t i o n  o f  e x p e r i e n c e  and 

r e s o u r c e f u l n e s s  w h i l e  t h e  i n d i g e n o u s  o n es  a p p e a l i n g  t o  t h e  

p a t r i o t i c  s e n t i m e n t s  o f  t h e  N i g e r i a n s .  The e s t i m a t e d  r e g r e s s i o n  

e q u a t i o n  r e g i s t e r e d  an i n s i g n i f i c e n t l y p o s i t i v e  c o e f f i c i e n t  f o r  

t h e  t r e a s u r y  b i l l  r a t e ,  as  e x p e c t e d  and a l s o  a s i g n i f i c a n t l y  

p o s i t i v e  c o e f f i c i e n t  f o r  t h e  i n co m e v a r i a b l e .  The c i v i l - w a r  dummy 

f o r  s a v i n g  d e p o s i t s  e q u a t i o n  r e c o r d e d  a s i g n i f i c a n t l y  n e g a t i v e  

c o e f f i c i e n t  and A j a y i  r a t i o n a l i z e d  t h a t  as  f o l l o w s :

" T h i s  c o u l d  be due t o  t h e  f a c t  t h a t  many s m a l l  s a v e r s ,  u n c e r t a i n  

o f  w h a t  m i g h t  h a p p e n ,  w i t h d r e w  t h e i r  s a v i n g s  as  t h e y  moved f r o m  

one  r e g i o n  t o  t h e  n e x t ,  h o l d i n g  some i n  c u r r e n c y  o r  p o s s i b l y  

r e d u c i n g  i n d e b t e d n e s s  t o  t h e  c o m m e r c i a l  b a n k s " .  ( A j a y i ,  i b i d . ,  

1978 ,  p 6 9 ) .

F i n a l l y ,  f o r  t h e  n o n - b a n k  p u b l i c  s e c t o r ,  A j a y i  w o r k e d  o u t  t h e  

l o n g - t e r m  r e s p o n s e  o f  t h e  v a r i o u s  t y p e s  o f  a s s e t s  due  t o  a c h a ng e  

i n  i n c o m e .  F o r  e x a m p l e ,  an i n c r e a s e  i n  t h e  a n n u a l  f l o w  o f  i n com e 

by one  n a i r a  w o u l d  i n c r e a s e  c u r r e n c y  h o l d i n g  by s e v e n  k o b o .
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s a v i n g s  d e p o s i t s  by  5 k ,  t i m e  d e p o s i t s  by  17 k and demand 

d e p o s i t s  by  7 k .  The sp e e d  o f  a d j u s t m e n t  t o  t h e  d e s i r e d  

( e q u i l i b r i u m )  v a l u e  was h i g h e s t  f o r  s a v i n g  d e p o s i t s  ( c o m p l e t e d  i n  

one  q u a r t e r )  and s l o w e s t  f o r  t i m e  d e p o s i t s  ( c o m p l e t e d  i n  n e a r l y  

. seven  q u a r t e r s ) .  The c o r r e s p o n d i n g  f i g u r e s  f o r  c u r r e n c y  h o l d i n g  

was j u s t  b e l o w  t w o  q u a r t e r s  and f o r  demand d e p o s i t s ,  j u s t  ab ove  

t h r e e  q u a r t e r s .

A j a y i  t h e n  w e n t  on t o  i n v e s t i g a t e  t h e  demand f o r  v a r i o u s  t y p e s  o f  

a s s e t s  by t h e  c o m m e r c i a l  b a n k s .  He d i v i d e d  a l l  s u c h  a s s e t s  i n t o  

two groups: ( i )  l i q u i d  a s s e t s  and ( i i )  l o a n s  and  a d v a n c e s .  He 

t h e n  d i s a g g r e g a t e d  l i q u i d  a s s e t s  i n t o  ( a )  t r e a s u r y  b i l l s  (TBB)  

and ( b )  c a s h  r e s e r v e s  (RESB) w h i c h  was t h e  sum o f  v a u l t  c a s h  and 

d e p o s i t s  w i t h  t h e  CBN. He us ed  t h e  same s t o c k - a d j u s t m e n t  f o r m a t  

as b e f o r e  and t r i e d  b o t h  t y p e s  o f  t h e  dummy v a r i a b l e s .  One 

s p e c i a l  f e a t u r e  o f  h i s  r e s u l t s  was t h e  a b s e n c e  o f  any 

s t a t i s t i c a l l y  s i g n i f i c a n t  p o s i t i v e  r e s p o n s e  o f  t h e  demand f o r  

t r e a s u r y  b i l l s  due  t o  v a r i a t i o n s  i n  t h e  t r e a s u r y  b i l l  r a t e .  T h i s  

a p p a r e n t l y  a n o m a lo u s  r e s u l t ,  A j a y i  e x p l a i n e d  i n  t e r m s  o f  t h e  

s p e c i a l  n a t u r e  o f  t h e  War ec on om y :  "T he  o v e r r i d i n g  c o n s i d e r a t i o n s

w e r e  t h e  f i n a n c i a l  r e q u i r e m e n t s  o f  t h e  g o v e r n m e n t  ............. Even when

t h e  r a t e  on b i l l s  f e l l  d u r i n g  t h e  s e c o n d  q u a r t e r  o f  1968 ,  b a n k s  

s t i l l  f o u n d  i t  p r o f i t a b l e  t o  a b s o r b  a l a r g e  q u a n t i t y  o f  

s h o r t - t e r m  g o v e r n m e n t  d e b t s  i n t o  t h e i r  p o r t f o l i o s " .  ( A j a y i ,  1978 ,  

i b i d . ) .  The e s t i m a t e  f o r  t h e  RESB ( c a s h  r e s e r v e s )  c o m p o n e n t  o f  

t h e  l i q u i d  a s s e t  r e g i s t e r e d  a s i g n i f i c a n t l y  p o s i t i v e  r e l a t i o n  

w i t h  t o t a l  d e p o s i t s  w i t h  t h e  b a n k s ,  as  e x p e c t e d .  On t h e  

e s t i m a t i o n  o f  t h e  e q u a t i o n  f o r  l o a n s  and a d v a n c e s ,  A j a y i  s e l e c t e d
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i n d e p e n d e n t  v a r i a b l e s  f r o m  b o t h  t h e  demand and t h e  s u p p l y  s i d e s .  

On t h e  s u p p l y  s i d e ,  t h e  r e l e v a n t  v a r i a b l e  was t h e  e x c e s s  

l i q u i d i t y  r a t i o  (EXLQ) w h i l e  on t h e  demand s i d e  he us ed  e x p o r t ,  

i m p o r t  and e x p o r t  n e x t  p e r i o d  b e c a u s e  i t  has t o  be f i n a n c e d  t h i s  

p e r i o d .  T h e r e '  was a new dummy v a r i a b l e : ' t o  a c c o u n t  f o r  t h e  

r e s t r i c t i o n  on t h e  c o m m e r c i a l  ba nk  c r e d i t  on t o p  o f  t h e  u s u a l  

on es  f o r  t h e  c i v i l  w a r  and  s e a s o n a l  v a r i a t i o n s .

The c i v i l  w a r  r e c o r d e d  a n e g a t i v e  i m p a c t  on l o a n s ,  b e c a u s e  o f  t h e  

w a r - t i m e  c o n s t r a i n t s  t o  c o n s e r v e  f o r e i g n  e x c h a n g e  w h i l e  t h e  

c o m m e r c i a l  bank  c r e d i t  r a t i o n i n g  scheme (14% e x p a n s i o n  l i m i t )  was 

n o t  n e e d e d ,  a c c o r d i n g  t o  t h i s  e v i d e n c e .  The excess l i q u i d i t y  

v a r i a b l e  p e r f o r m e d  as  e x p e c t e d ,  and ev en  b e t t e r  when t h e  w a r  

years  w e r e  e x c l u d e d  f r o m  t h e  r e g r e s s i o n .  On t h e  s pe ed  o f  

a d j u s t m e n t  t o w a r d s  t h e  d e s i r e d  v a l u e s ,  t h e  l o a n  e q u a t i o n  

r e g i s t e r e d  t h e  s l o w e s t  move,  t a k i n g  o v e r  t h r e e  y e a r s  t o  c o m p l e t e  

h a l f  t h e  c o u r s e .

A j a y i  f i n a l l y  e s t i m a t e d  a r e a c t i o n  f u n c t i o n  f o r  t h e  C e n t r a l  Bank 

o f  N i g e r i a .  T h i s  he d i d  i n  t e r m s  o f  t h e  t r e a s u r y  b i l l  r a t e  w h i c h  

c o u l d  be an i n t e r m e d i a t e  t a r g e t  f o r  m o n e t a r y  p o l i c y  t o  r e g u l a t e  

c a p i t a l  f l o w s  i n  and o u t  o f  t h e  c o u n t r y .  To d e t e r m i n e  t h e  

b e h a v i o u r  o f  t h e  N i g e r i a n  t r e a s u r y  b i l l  r a t e ,  A j a y i  us ed  t h e  U . K .

TB r a t e  as  an i n d e p e n d e n t  v a r i a b l e  b e c a u s e  "  t h e  U n i t e d

K in gd om  i s  by f a r  N i g e r i a ’ s g r e a t e s t  s i n g l e  t r a d e  p a r t n e r ,  and 

a l s o  b e c a u s e  m o s t  o f  t h e  e x p a t r i a t e  b a n k s  h a ve  t h e i r  head  o f f i c e s  

i n  B r i t a i n "  ( A j a y i ,  1978 ,  i b i d . ,  p 7 9 ) .  The r a t e  w o u l d  a l s o  de pe nd  

on t h e  f o r e i g n  e x c h a n g e  r e s e r v e s ,  n e g a t i v e l y ,  b e c a u s e  " t h e  

g r e a t e r  t h e  l e v e l  o f  e x h a n g e  r e s e r v e s  t h e  l e s s  t h e  p r e s s u r e  on
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t h e  c e n t r a l  ba nk  t o  i n h i b i t  c a p i t a l  o u t f l o w  ( A j a y i ,  i b i d . ,  p 7 9 ) .  

A j a y i  a l s o  i n c l u d e d  t h e  n e t  e x p o r t s  and t h e  w a r - t i m e  and 

e x p o r t - i m p o r t - s e a s o n a l  dummies  i n  t h e  e s t i m a t i o n  o f  h i s  r e a c t i o n  

f u n c t i o n .

T h e * r e s u l t s  showed a p o s i t i v e  r e 1a t i o h  w i t h  t h e  U . K .  TB r a t e ,  as  

e x p e c t e d  b u t  t h e  f o r e i g n  e x c h a n g e  r e s e r v e s  r e g i s t e r e d  

' i n s i g n i f i c a n t ’ p o s i t i v e  r e l a t i o n .  The c i v i l - w a r  dummy came o u t  

w i t h  a n e g a t i v e  s i g n  ( i n s i g n i f i c a n t ) ,  i m p l y i n g ,  t e n t a t i v e l y ,

" ........... an a t t e m p t  by t h e  C e n t r a l  Bank t o  k ee p  t h e  r a t e  l ow t o

f a c i l i t a t e  g o v e r n m e n t  f i n a n c i n g  o f  t h e  w a r "  ( A j a y i ,  1978 ,  i b i d . ,  

p 8 0 ) .  A j a y i  t h e n  w e n t  on t o  p r o p o s e  a model  c o m b i n i n g  t h e  t h r e e  

s e c t o r s ,  i . e .  n o n - b a n k  p u b l i c ,  b a n k s  and t h e  CBN t o  i l l u s t r a t e  

t h e  b a s i c  f i n a n c i a l  f l o w s  i n  t h e  s y s t e m .  Even t h o u g h  he a d m i t t e d  

t h a t  t h e  i n t e r e s t - r a t e  r e s p o n s e  o f  v a r i o u s  a s s e t s  h o l d i n g  a r e  

we ak ,  t h e  s t r u c t u r e  o f  h i s  mode l  r e l i e d  h e a v i l y  on  t h e  open  

m a r k e t  o p e r a t i o n s .  On m o n e t a r y  b a s e ,  A j a y i  n o t e d  t h a t  i t s  m a i n  

d e t e r m i n a n t  was ,  d u r i n g  t h e  p e r i o d  o f  h i s  s t u d y ,  t h e  b a l a n c e  o f  

p a y m e n t s  -  a s i t u a t i o n  " . . . . .  n o t  r a d i c a l l y  d i f f e r e n t  f r o m  t h e  

o l d  C u r r e n c y  B o a r d " .

A j a y i ’ s w o r k s  on money s u p p l y  i n  N i g e r i a  c o u l d  p r o v i d e  o t h e r  

r e s e a r c h e r s  ( l i k e  t h e  p r e s e n t  o n e )  w i t h  v e r y  many h i n t s  on how t o  

model  t h e  s u b s e q u e n t  f a c e t s  o f  t h e  p r o b l e m  and t h a t  I  w i l l  t a k e  

up a l i t t l e  l a t e r .  L e t  me h e r e  l e a v e  a f e w  b r o a d  comments  on t h e  

a b o v e .  The f i r s t  r e a c t i o n  t o  A j a y i ’ s m o d e l s  w o u l d  h a ve  t o  be t h e  

l a c k  o f  s i m u l t a n e i t y  i n  h i s  s e c t o r a l  e q u a t i o n s .  A f 1o w - o f - f u n d  

m ec h an i s m  seems t o  o p e r a t e  b e t w e e n  t h e  t h r e e  b r o a d  s e c t o r s  and 

f o r  e a c h  s e c t o r ,  t h e r e  i s  a t y p i c a l  b a l a n c e  s h e e t  p r o b l e m .  T h i s
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t y p e  o f  p r o b l e m  ha s  been  s u c c e s s f u l l y  h y p o t h e s i z e d  and t e s t e d  i n  

t h e  c o n te x t  o f  t h e  U . K . ^ ^  , f o r  e x a m p l e .

I f  t h e  e x t r a  c o n s t r a i n t ,  t h a t  f o r  e a ch  s e c t o r  t h e ' b a l a n c e  s h e e t  

m u s t  b a l a n c e ,  i s  im p o s e d ,  t h e  d a t a  c o u l d  be m a n i p u l a t e d  b e t t e r  

and t h e  r e l e v a n t  h y p o t h e s i s  ha s  a b e t t e r  c h a n c e  t o  ' s u c c e e d ’ . T h i s  

i s  n o t  t o  sa y  t h a t  n e g a t i v e  r e s u l t s i a r e  n o t  as  i m p o r t a n t  as 

o t h e r s  and I  w o u l d  t o t a l l y  a c c e p t  A j a y i ' s p h i l o s o p h y  on e m p i r i c a l  

w o r k s  ( A j a y i ,  1978 ,  i b i d .  p 6 4 ) .  B u t  t h e  p o i n t  can  s t i l l  be made 

t h a t  w h a t e v e r  a p r i o r i  i n f o r m a t i o n  may be a v a l  I a b l e ,  w h e t h e r  

t h e o r e t i c a l  o r  h i s t o r i c a l ,  s h o u l d  be made use  o f  w i t h o u t  b i a s i n g  

t h e  me th o d  o f  t e s t i n g  one  way o r  t h e  o t h e r .

On t h e  p r o b l e m  o f  t h e  C e n t r a l  B a n k ' s  r e a c t i o n  f u n c t i o n ,  t h e  same 

m e t h o d o l o g y  may be t r i e d .  A l m o s t  e a ch  a s s e t  i n  t h e  f i n a n c i a l  

f l o w s  i n  any economy  c o u l d  be a l i a b i l i t y  t o  some s e c t o r  and 

a s s e t  t o  a n o t h e r .  The t o t a l  d e p o s i t s  o f  t h e  c o m m e r c i a l  b a n k s ,  f o r  

e x a m p l e ,  ca n  be r e g a r d e d  as  b e i n g  s u p p l i e d  by t h e m  w h e r e a s  t h e r e  

i s  a demand f o r  i t  c o m i n g  f r o m  t h e  n o n - b a n k  p e r s o n a l  s e c t o r .

23. J . M .  P a r k i n ,  " D i s c o u n t  House  P o r t f o l i o  and D e b t  S e l e c t i o n

B e h a v i o u r " ,  Re v i ew o f  Eco nom i c  S t u d i e s , O c to b e r , 1970 .  

J . M .  P a r k i n ,  M.R.  G r ay  and R. J ,  B a r r e t t ,

"T he  P o r t f o l i o  B e h a v i o u r  o f  C o m m e r c ia l  B a n k s " , i n  

Ec o n o m e t r i c  M o d e l s  o f  t h e  U . K . ,  e d i t e d  by H i l t o n  and 

H e a t h f i e l d ,  M a c m i l l a n  ( 1 9 7 0 ) .

D. Ghosh and J . M .  P a r k i n ,  "A T h e o r e c t i c a l  and Empi r ical  

A n a l y s i s  o f  t h e  P o r t f o l i o ,  D e b t  and I n t e r e s t  R a t e  

B e h a v i o u r  o f  B u i l d i n g  S o c i e t i e s " ,  The M a n c h e s t e r  S c h o o l , 

S ep t . 1972.
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I n  t h i s  scheme o f  g e n e r a l  e q u i l i b r i u m  o r  d i s e q u i l i b r i u m ,  t h e

c e n t r a l  bank  t r i e s  t o  m a n i p u l a t e  some r e s u l t s  by w o r k i n g  on a f e w

i n s t r u m e n t s  i t  has  a t  i s  d i s p o s a l ,  t o  r e a c h  i t s  g o a l ( s ) . A g a i n  t h e

s i m u l t a n e i t y  o f  t h e  w h o l e  p r o c e s s  i s  o f  v i t a l  i m p o r t a n c e  and t h a t
24

m a y ' be ; h y p o t h e s i z e d  and  s o u g h t  t o  be . t e s t e d .

I t  i s  q u i t e  i n t e r e s t i n g  t o  n o t e  t h a t  t h e  N i g e r i a n  economy  had 

c h a n g e d  t o t a l l y  i n  t e r m s  o f  f i n a n c i a l  f l o w s ,  b o t h  d o m e s t i c  and 

i n t e r n a t i o n a l ,  s i n c e  t h e  e a r l y  1 9 7 0 ’ s .  The o i l  boom p e r i o d  

b r o u g h t  w i t h  i t  a d i f f e r e n t  k i n d  o f  c h a l l e n g e  i n  t h e  m id  1 9 7 0 ’ s 

w h e r e a s  t h e  c o l l a p s e  o f  t h e  o i l  p r i c e  i n  more  r e c e n t  p e r i o d s  had 

t o  be e n d u r e d  w i t h  t h e  h e l p  o f  t h e  e x i s t i n g  f i n a n c i a l  

i n s t i t u t i o n s  and i n s t r u m e n t s .  An u n d e r s t a n d i n g  o f  t h e  N i g e r i a n  

money s u p p l y  p r o c e s s  i n  t h e  c o n t e x t  o f  su c h  a s h i f t i n g  s c e n a r i o  

i s  an i n t e r e s t i n g  p r o j e c t  and t h e  i d e n t i f i c a t i o n  o f  some p r e v i o u s  

m o n e t a r y  b e h a v i o u r  and  r e l a t i o n s  i n  t h e  economy w h i c h  have  

a l r e a d y  been  w o r k e d  o u t ,  w o u l d  be o f  immense h e l p  i n  su c h  an 

e n d e a v o u r .

24 . G . C l a y t o n ,  J . C .  Dodd s ,  J . L .  F o r d  and D. Ghosh ,  "An

E c o n o m e t r i c  Mode l  o f  t h e  U . K .  F i n a n c i a l  S e c t o r :  Some 

P r e l i m i n a r y  F i n d i n g s " , i n  " I s s u e s  i n  M o n e t a r y  E c o n o m i c s " ,  

e d i t e d  by H.G .  J o h n s o n  and A.  R. N ob ay ,  O x f o r d  U n i v e r s i t y  

P r e s s ,  1974 .
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A j a y i ’ s w o r k s  o f  t h e  p r e - o i l  boom e r a  ha ve  t o  be a s s e s s e d  i n  t h i s  

c o n t e x t .  F o r  e x a m p l e ,  we now know t h a t  t h e  i n t e r e s t - e l a s t i  c i  t y  o f  

demand f o r  money i s  a l m o s t  n e g l i g i b l e  and t h e  b a n k s  a l s o  do n o t  

r e s p o n d  much i n  t h e i r  r e s e r v e  o r  p o r t f o l i o  managemen t  t o  i n t e r e s t  

r a t e  c h a n g e s .  I n  any c a s e , t h e  m a g n i t u d e  o f  t he ?  bond  ,m a r k e t , . .both 

p r i v a t e  and g o v e r n m e n t  i s  s m a l l  and t h e  o i l  boom e r a  p o s t p o n e d ,  

f o r  a l o n g  t i m e ,  t h e  g o v e r n m e n t ’ s need  t o  r a i s e  money f r o m  t h e  

p u b l i c .  The o v e r r i d i n g  i m p o r t a n c e  o f  b a l a n c e  o f  p a y m e n t s  i n  

d e t e r m i n i n g  t h e  m o n e t a r y  ba se  had t o  be a p p r e c i a t e d  and a t  t h e  

same t i m e  when t h e  s u r p l u s  was t u r n i n g  i n t o  d e f i c i t s ,  t h e  

p o s i t io n  o f  g o v e r n m e n t  bo nd s  r e s t o r e d  t h e  b a s i s  f o r  t h e  m o n e t a r y  

b a s e .  Thus  t h e  r e l a t i o n  b e t w e e n  t h e  f e d e r a l  g o v e r n m e n t  f i n a n c e s  

and t h e  C e n t r a l  Bank o f  N i g e r i a ’ s b a l a n c e  s h e e t  i s  t h e  c r u c i a l  

f a c t o r  i n  u n d e r s t a n d i n g  t h e  money s u p p l y  m e c h an i s m  i n  N i g e r i a  o f  

t h e  1 9 7 0 ’ s and 1 9 8 0 ’ s .  W i t h  t h i s  p r e m i s e  o r  p r e j u d i c e  i n  m i n d ,  a 

model  i s  t o  be p r o p o s e d  f o r  t h e  r e l e v a n t  p e r i o d  i n  t h e  N i g e r i a n  

monetary h i s t o r y  i n  C h a p t e r  7.

D . Some P r o d u c t i o n  F u n c t i o n s

The r e l e v a n c e  o f  p r o d u c t i o n  f u n c t i o n s  i n  t h i s  s u r v e y  o f  some 

m o n e t a r y  s t u d i e s  on t h e  N i g e r i a n ' economy  i s  t o  be j u s t i f i e d  i n  

t h e  t w o  s u b s e q u e n t  c h a p t e r s  w h e r e  t h e  h y p o t h e s i s  o f  r e a l  b a l a n c e s  

b e i n g  a c o m p l e m e n t a r y  r a t h e r  t h a n  a s u b s t i t u t e  a s s e t  f o r  p h y s i c a l  

c a p i t a l  w i l l  be p r o p o s e d  and t e s t e d  i n  t h e  c o n t e x t  o f  an 

a g g r e g a t e  p r o d u c t i o n  f u n c t i o n .  I t  may be w o r t h w h i l e ,  t h e r e f o r e ,  

t o  l o o k  i n t o  some e v i d e n c e  on t h e  n a t u r e  o f  t h e  d i s a g g r e g a t e d  

p r o d u c t i o n  f u n c t i o n s  f o r  some m a n u f a c t u r i n g  i n d u s t r i e s  i n  

N i g e r i a .
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One s u c h  a t t e m p t ,  c o v e r i n g  t h e  w h o l e  o f  t h e  c o u n t r y  was made by
25

E. O s a g i e  and M.O.  O d a ro

They  made use  o f  t h e  r e t u r n s  f r o m  t h e  i n d i v i d u a l  f i r m s  t o  t h e  

1970 i n d u s t r i a l  s u r v e y  f o r  t h e  F e d e r a l  O f f i c e  o f  S t a t i s t i c s .  They  

us ed  t h e  C o b b - D o u g l a s  p r o d u c t i o n  f u n c t i o n  b e c a u s e  o f ,  among . o t h e r  

r e a s o n s ,  " c h a n g i n g  r a t e  o f  s u b s t i t u t i o n  b e t w e e n  i n p u t s " ,  b u t  t h a t  

l e a v e s  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  t o  be a l w a y s  e q u a l  t o  o n e .  

O s a g i e  and O da ro  d e f i n e d  t h e i r  f a c t o r s  o f  p r o d u c t i o n  as ;

" 1 .  L a b o u r ,  c l a s s i f i e d  as  N i g e r i a n  ( L N ) and e x p a t r i a t e  ( L F )

2 .  C a p i t a l ,  c l a s s i f i e d  as

-  non r e s i d e n t i a l  b u i l d i n g s ,  (KB)

-  t r a n s p o r t  e q u i p m e n t ,  ( K T ) and

-  m a c h i n e r y  and e q u i p m e n t  (KM ) "

( i b i d . ,  p 1 5 3 ) .

They  a l s o  c o m b in e d  t w o  t y p e s  o f  l a b o u r :  LA = LF + LN, and t h r e e  

t y p e s  o f  c a p i t a l :  KA = KB + KT + KM, t o  e s t i m a t e  t h e  same 

r e l a t i o n s  i n  more a g g r e g a t e d  f o r m .  The ma in  p r o b l e m  t h e y  

e n c o u n t e r e d  was i n  t h e  p a u c i t y  o f  o b s e r v a t i o n s ;  f o r  e x a m p l e ,  one  

e q u a t i o n  f o r  t h e  S u g a r  C o n f e c t i o n a r y  i n d u s t r y  was e s t i m a t e d  f o r  

s i x  p a r a m e t e r s  f r o m  t e n  o b s e r v a t i o n s  o n l y .  I  r e p o r t  some o f  t h e i r  

r e s u l t s  i n  t h e  f o l l o w i n g  T a b l e  4 . 6 .

25 . E . O s a g i e  and M.O.  O d a r o ,  " P r o d u c t i o n  F u n c t i o n s  i n

S e l e c t e d  N i g e r i a n  M a n u f a c t u r i n g  I n d u s t r i e s " ,  NJESS. v o l  

17,  No.  1, M a r c h  1975 ,  pp 1 5 1 - 1 5 7 .

215



-a

OL

O. C  ?Tw

00 o  1 o  o  I ^
CO I CO bCD CO ! ^

CO o  CO o  ro  -A
CO b  b  b  b  b
ro  CJl ; INO CO ; 4^ O)

CO CO 
-1. CD

CO O I o  o o  o

h ' %

O  O  : O  O
CD -1̂ ' CO L.

ro  ; CO 4:!.
o  ro

a  z
;

216

iCD
14̂

, lb

3

E
z

I



5

d  o o  -<■ o  -«■ o  ->• o
ro  00 L  b L  b

en O) ro  en en ro 00 CD -o  ro
M  w 00 CD eo O) "0 00 O)

o  o o  o o  -»■ o  o o  o
4S. en d  b b ® b  b
O) ro 00 -o en CD W CDen ro eû en o  00 cô en

o o O  o o  o o  o o
en ro  b K> b

00 CD -*■ en CD -O en en
O 00 -0 en o -0  00 ÔD

O O o  o o o  o 0  -*■
b  b ro b b  b b  b

- 0  en eo ro 45. - 0 ro 0ro 00 00 (O o  en -*■ en ea - 0

Oo  o O ^ro d 0  0 0  04̂  00 b  beo en ro o 00 lO b  b-o w  o -o 0 00 0
00 4^

Si:

i l ii

Cfl
0 ; en

CD
b
en
00

217



When t h e  e s t i m a t e s  w e r e  f u r t h e r  d i s a g g r e g a t e d  as  e x p l a i n e d  a b o v e ,  

O s a g i e  and O d a ro  ( i b i d . ,  p 154 )  f o u n d

" E x c e p t  i n  f a b r i c a t e d  m e t a l  p r o d u c t s  and o t h e r  c h e m i c a l  p r o d u c t s  

w h i c h  a r e  r e l a t i v e l y  c a p i t a l - i n t e n s i v e  i n d u s t r i e s  i n  t h e  N i g e r i a n  

c o n t e x t , ' N i g e r i a n  l a b o u r  e x h i b i t s  h i g h e r  p r o d u c t i v i t i e s  t h a n  

f o r e i g n  l a b o u r ,  a f e a t u r e  u n a m b i g u o u s l y  d e m o n s t r a t e d  when a l l  

i n d u s t r i e s  a r e  a g g r e g a t e d " .

F o r  o u r  p u r p o s e  h e r e ,  we n o t e  t h a t  o n l y  t h e  a g g r e g a t e d  " A l l  

i n d u s t r i e s  a b o v e "  i n  T a b l e  4 . 5  came up w i t h  b o t h  t h e  

e l a s t i c i t i e s  " s i g n i f i c a n t l y "  d i f f e r e n t  f r o m  z e ro .  I t  a l s o  

i n d i c a t e d  i n c r e a s i n g  r e t u r n s  t o  s c a l e ,  b u t  as  a l r e a d y  n o t e d ,  t h e  

r e s t r i c t i v e  f o r m  o f  t h e  p r o d u c t i o n  f u n c t i o n  w o u l d  t h r o w  no l i g h t  

on t h e  c o m p l e m e n t a r i t y  i s s u e .

A d i f f e r e n t  t y p e  o f  p r o d u c t i o n  f u n c t i o n ,  n a m e l y ,  t h e  C . E . S .  was 

use d  by J . O .  l y a n i w u r a ^ ^  .

He e s t i m a t e d  t h e  e l a s t i c i t y  o f  s u b s t i t u t i o n  b e t w e e n  l a b o u r  and

c a p i t a l  f o r  e a c h  o f  t h e  f i v e  y e a r s  f r o m  1965 t o  1969 .  H i s  r e s u l t s

a r e  r e p r o d u c e d  i n  t h e  f o l l o w i n g  T a b l e  4 . 7 .

27 28As a l r e a d y  n o t e d  by D.G.  Mayes ' .  .

"Many o f  t h e  c o m p u t e d  e l a s t i c i t i e s  a r e  w i d e l y  d i f f e r e n t  f r o m  

u n i t y ,  b u t  t h e  e q u a t i o n s  a r e  f r e q u e n t l y  p o o r l y  d e t e r m i n e d  so  i t  

i s  d i f f i c u l t  t o  g e n e r a l i s e .  H o w e v e r ,  i t  i s  c l e a r  t h a t  t h e  

a s s u m p t i o n  o f  u n i t  e l a s t i a t i e s  d o es  n o t  a p p l y  i n  a l l  cases"  

(M a ye s ,  o p . c i t . ,  p 1 0 2 ) .

26, J .  0 .  l y a n i w u r a ,  " P r o d u c t i o n  f u n c t i o n s  i n  N i g e r i a n
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m a n u f a c t u r i n g  i n d u s t r y " ,  P h . D .  t h e s i s .  Un i v e r s i t y  o f  

E x e t e r . 1974 .

27 . K . J .  A r r o w ,  H . B .  C h e n e r y , , B . S . M i n h a s  and R.M.  S o l o w ,

" C a p i t a l - 1 a b o u r  s u b s t i t u t i o n  and e c o n o m i c  e f f i c i e n c y " ,

; R e v ie w  o f  Economi c s  a n d ' S t a t i s t i c s . v o l . 4 3 ,  1961 ,  pp 

2 2 5 - 2 5 0 .

28 . D.G.  Mayes ,  " A p p l i c a t i o n  o f  E c o n o m e t r i c s " ,  P r e n t i c e  H a l l

I n t e r n a t i o n a l ,  1981 .
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To c a r r y  on w i t h  t h e  ab ove  p o i n t s ,  o n l y  t w o  o f  t h e  s i x  i n d u s t r i e s  

r e p o r t e d  i n  T a b l e  4 . 7  -  n a m e l y .  B a k e r y  P r o d u c t s  and P r i n t i n g  and 

P u b l i s h i n g  -  w e r e  e x h i b i t i n g  e l a s t i c i t i e s  o f  s u b s t i t u t i o n  as 

s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o  f o r  a l l  t h e  f i v e  y e a r s  

r e p o r t e d .  T h u s ,  n o t  o n l y  we c o u l d  be s u r e  t h a t  t h e  m a n u f a c t u r i n g  

i n d u s t r i e s  e x h i b i t e d  u n i t  e l a s t i c i t i e s  o f  s u b s t i t u t i o n ,  as  assumed 

i n  t h e  e a r l i e r  w o r k  r e p o r t e d  a b o v e ,  b u t  some o f  t h e  i n d u s t r i e s  

c o u l d  be e x p e r i e n c i n g  a r e l a t i o n  o f  c o m p l e m e n t a r i t y  be tw ee n  

l a b o u r  and c a p i t a l  d u r i n g  t h e  t i m e  u n d e r  s t u d y . I n  c h a p t e r s  5 and 

6 b e l o w ,  1 w o u l d  t a k e  up t h e  p r o b l e m s  o f  b r i n g i n g  i n  l a b o u r ,  

c a p i t a l  and r e a l  b a l a n c e  ( r e a l  money )  t o g e t h e r  i n  a p r o d u c t i o n  

f u n c t i o n  f o r  t h e  w h o l e  economy  and i n v e s t i g a t e  t h e  h y p o t h e s i s  o f  

c o m p l e m e n t a r i t y  b e t w e e n  r e a l  money and p h y s i c a l  c a p i t a l .

B u t  t h i s  s e c t i o n  on p r o d u c t i o n  f u n c t i o n s  can n o t  be c o m p l e t e
29

W i t h o u t  r e p o r t i n g  t w o  w o r k s  by U. A.  K a z i  and J .  S. Odama.

These  t w o  a u t h o r s  f r o m  t h e  n o r t h e r n  U n i v e r s i t y  ( A . B . U . )  a t  Z a r i a  

a p p l i e d  t h e  l a t e s t  s t a t e  o f  t h e  a r t  t o  ask  some i n t e r e s t i n g  

q u e s t i o n s  i n v o l v i n g  i n d u s t r i a l  p r o d u c t i o n  f u n c t i o n s  and w e r e  a b l e  

t o  a n s w e r  a f e w .  They  made good  use o f  t h e  s u r v e y s  on n i n e t e e n  

i n d u s t r i e s  i n  t h e  N i g e r i a n  m a n u f a c t u r i n g  s e c t o r ,  c o n d u c t e d  by t h e  

F e d e r a l  O f f i c e  o f  S t a t i s t i c s  i n  La gos  f o r  t h e  p e r i o d  1962 t o  

1975.

29 . U . A.  K a z i  and J .  S.  Odama, " F a c t o r  S h a r e s ,  T e c h n o l o g i c a l  

p r o g r e s s  and R e l a t i v e  E f f i c i e n c y  i n  S e l e c t e d  I n d u s t r i e s
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i n  N i g e r i a .  1962 -  1 9 7 5 " ,  NJESS, v o l .  23 .  No.  3,  

No vem be r ,  1981 pp 4 1 1 - 4 4 6 .

J .  S. Odama and U. A.  K a z i ,  " R a t e  o f  C a p i t a l - L a b o u r  

S u b s t i t u t i o n  i n  T ime S e r i e s  P r o d u c t i o n  F u n c t i o n s  i n  t h e  

N i g e r i a n  M a n u f a c t u r i n g  I n d u s t r y ,  1 9 6 2 - 7 5 " ,  NJESS, v o l . 24 

N o . ! ,  M arc h  1982,  pp 3 7 - 6 0 .
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S i n c e  su c h  an e x h a u s t i v e  and t h o r o u g h  s t u d y  o f  t h e  p r o d u c t i o n  

f u n c t i o n  r e l a t i o n  a t  a d i s a g g r e g a t e d  m i c r o  l e v e l  had n o t  been 

a t t e m p t e d  b e f o r e  on t h e  N i g e r i a n  d a t a ,  i t  w o u l d  be d i f f i c u l t  t o  

co m p a r e  t h e i r  f i n d i n g s  w i t h  t h e  e a r l i e r  w o r k s ,  some o f  w h i c h  have  

a i  r e a d y  been d i s c u s s e d  a b o v e .

"We ............. ha ve  c o n c e r n e d  o u r s e l v e s  w i t h  t h e  d e t e r m i n a n t s  o f

p r o d u c t i v i t y  g r o w t h  s u c h  as  t e c h n i c a l  c h a n g e ,  an ea se  o f  f a c t o r  

s u b s t i t u t i o n ,  and t h e  d i f f e r e n t i a l  g r o w t h  r a t e  o f  i n d u s t r i e s .  F o r  

t h e  p l a u s i b i l i t y  o f  o u r  f i n d i n g s ,  t h e r e f o r e ,  t h e  e v i d e n c e  we 

o b t a i n e d  can o n l y  be c om p ar e d  w i t h  s i m i l a r  r e s u l t s  o f  s t u d i e s  

f r o m  o t h e r  d e v e l o p i n g  c o u n t r i e s "  (Odama and K a z i .  i b i d . ,  p 5 4 ) .

Even t h o u g h  t h e  s e c t o r  u n d e r  c o n s i d e r a t i o n  c o n t r i b u t e d  l e s s  t h a n  

t e n  p e r c e n t  o f  t h e  G . D . P .  o f  t h e  c o u n t r y  a t  t h a t  t i m e ,  t h e  

i n s i g h t s  i n t o  t h e s e  19 i n d u s t r i e s  c o u l d  h e l p  d e v i s e  l o n g - t e r m  

p o l i c y  s t r a t e g y  on g r o w t h  and e m p l o y m e n t  i n  t h e  i n d u s t r i a l  s e c t o r  

as  a w h o l e .  Some o f  t h e i r  c o n c l u s i o n s  can be e n u m e r a t e d  b e l o w ,  

w h i c h  w e r e  ba sed  on t h e  t i m e - s e r i e s  e s t i m a t i o n  o f  t h e  C . E . S .  

p r o d u c t i o n  f u n c t i o n ,  f i r s t  on t h e  O . L . S .  m e t h o d .  B u t  t h e y  a l s o  

made a l l o w a n c e  f o r  t h e  c o n t e m p o r a n e o u s  1 y c o r r e l a t e d  e r r o r  t e r m s  

a c r o s s  t h e  n i n e t e e n  i n d u s t r i e s  and p o o l e d  th e m  t o g e t h e r  t o  use 

t h e  g e n e r a l i s e d  l e a s t  s q u a r e  m e th o d  o f  e s t i m a t i o n .  The 

,1 u s t  1 f  1 c a t  i on f o r  d o i n g  so  was as f o l l o w s :

"A c l o s e r  l o o k  i n t o  t h e  p r o d u c t i o n  r e l a t i o n s  o f  a l l  

e s t a b l i s h m e n t s  v i s - a - v i s  economy  w o u l d  show us  t h a t  t h e
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d i s t u r b a n c e s  w h i c h  e n t e r  i n t o  t h e  d e t e r m i n i s t i c  r e l a t i o n s  a r e  

s u b j e c t  t o  t h e  common random s h o c k s  g e n e r a t e d  w i t h i n  o r  o u t s i d e

t h e  s y s t e m .  The m os t  o b v i o u s  o n e s ................ , a r e  t h e  o i l  boom,

i n d i g e n i s a t i o n  o f  a l l  f o r e i g n  c o n c e r n s ,  m o n e t a r y  p o l i c y ,  

n a t i o n a l i s a t i o n  o f  b a n k s ,  g o v e r n m e n t „ t a x  and t a r i f f  p o l i c y ,  and 

t h e  o 1i g o p o 1i s t i c ' a s p e c t s  o f  i n d u s t r i a l  d e v e l o p m e n t  o w i n g  t o  t h e  

i m p o r t a t i o n  o f  f o r e i g n  t e c h n o l o g y "  (Odama and K a z i ,  i b i d . ,  p 4 2 )

Some o f  t h e i r  c o n c l u s i o n s  w e r e  as f o i  l ows:

"T he  d e t e r m i n a t i o n  o f  t h e  a d j u s t m e n t  p e r i o d  b e t w e e n  a c t u a l  o u t p u t  

t o  d e s i r e d  l e v e l  i s  f o u n d  t o  be somewha t  l a r g e r  t h a n  i t  i s  i n  

some a d v a n c e d  c o u n t r i e s .

  M os t  o f  t h e  i n d u s t r i e s  i n d i c a t e d  t h a t  r e l a t i v e  s h a r e s  a r e

i n d é p e n d a n t  o f  t i m e  t r e n d  and w a g e s ................

T e c h n o l o g i c a l  p r o g r e s s  a p p e a r s  t o  be n e u t r a l  i n  t h e  d e t e r m i n a t i o n  

o f  l a b o u r  i n c o m e .

The i d e n t i f i c a t i o n  o f  t e c h n o l o g i c a l  p r o g r e s s  ........... showed t h a t

i t s  momentum was some wha t  s l o w e r  b e f o r e  1971 ,  b u t  i t  i n c r e a s e d  

r a p i d l y  a f t e r  t h e  o i l  boom.  I t  made a 40 p e r c e n t  c o n t r i b u t i o n  t o  

p r o d u c t i v i t y  d u r i n g  t h i s  p e r i o d .  On a v e r a g e ,  t h e  t r e n d  o f  

t e c h n o l o g i c a l  a d v a n c e  c o n t r i b u t e d  2 . 4 6  p e r c e n t  p e r  y e a r .  " ( K a z i  

ana Odama, i b i d . ,  p .  4 2 9 ) .

Y e t ,  t h e  c o n c l u s i o n  we a r e  i n t e r e s t e d  i n ,  as  a j u s t i f i c a t i o n  f o r  

p r o p o s i n g  an a g g r e g a t e  o r  m a c r o  p r o d u c t i o n  f u n c t i o n ,  l i e s  i n  t h e  

n a t u r e  o r  d e g r e e  o f  s u b s t i t u t i o n  be t w e e n  c a p i t a l  and l a b o u r  and
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how f a r  t h e  C o b b - D o u g l a s  t y p e  ( w h i c h  r e s t r i c t s  t h i s  e l a s t i c i t y  t o  

u n i t y )  may be u s e f u l  i n  t h a t  r e s p e c t .

L e t  us  l o o k  a t  t h e i r  f i n d i n g s  on t h i s  i s s u e :

"O u r  e s t i m a t e s  f l u c t u a t e  b e t w e e n  0 . 3 6  t o ; 1 .81.................. (W)e may see

t h a t  t h e '  d i s t r i b u t i o n  o f  t h e  e l a s t i c i t i e s  i s  b i - m o d e l  and i t s

p e a k s  o c c u r  r o u g h l y  a r o u n d  u n i t y ....................E v i d e n c e  f r o m  t h e

s t a t i s t i c a l  t e s t i n g  i n d i c a t e s  t h a t  37 ,  47 and 16 p e r c e n t  o f

i n d u s t r i e s  e x h i b i t  t e c h n o l o g i e s  s i m i l a r  t o  LP ( L e o n t i  e f f

P r o d u c t i o n  f u n c t i o n ) ,  CD and CES r e s p e c t i v e l y .  C o m p a r a b l e  c r o s s

s e c t i o n  s t u d i e s  o f  P e r u v i a n  i n d u s t r i e s  by Ann W h i t e  s u g g e s t s

31
t h e  d i s t r i b u t i o n  o f  24 ,  33 and 42 p e r c e n t ,  w h e r e a s ,  J . M .  K a t z ’ s 

f i n d i n g s  f o r  t i m e  s e r i e s  y i e l d s  r o u g h l y  10,  50 and 40 p e r c e n t " .  

Based  on t h e s e  p i e c e s  o f  e v i d e n c e ,  t h e r e f o r e ,  i f  one has t o  

c h o o s e  be t w e e n  t h e s e  t h r e e  m u t u a l l y  e x c l u s i v e  t y p e s  o f  p r o d u c t i o n  

f u n c t i o n  f o r  N i g e r i a ,  CD seems t o  be t h e  w i n n e r  and we w i l l  do so 

i n  C h a p t e r  6 ,  b e l o w .

3 0 .  A. D. W h i t e ,  " A l t e r n a t i v e  E s t i m a t e s  o f  C a p i t a l  L a b o u r

S u b s t i t u t i o n  i n  D e v e l o p i n g  E c o n o m i e s :  Comments on 

P r o f e s s o r  Cl  a g u e " ,  Ec onome t r i  c s , V o l .  33 ,  N o v e m b e r , 1971,  

pp 1 0 5 3 - 5 4 .

31 - J . M .  K a t z ,  P r o d u c  t  I o n  . F u n c j l i  c)ns_, __Fo r e i g n .  J_ny.eMJT)en t  _.and

G r o w t h :  A s t u d y  ba sed  on t h e  A r g e n t i n a  M a n u f a c t u r i n g   ̂

S e c t o r .  1969 ,  N o r t h  Flol 1 and P u b l i s h i n g  Co.  A m s te rd a m .
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E . M a c rQ - e c o n o m l  c^_Mode I s

T h e r e  have  been a f e w  m a c r o - e c o n o m i c  m o d e l s  on t h e  N i g e r i a n
32

eco no my ,  f o r  e x a m p l e ,  one  by U . S .  Odama was c o n s t r u c t e d  t o  

r e v i e w  t h e  w o r k i n g  o f  t h e  model  f o r  p l a n n i n g  p u r p o s e s  i n  t e r m s  o f  

some p o l i c y  v a r i a b l e s .  B u t  my i n t e r e s t  h e r e  i s  on t h e  m o n e t a r y  

s e c t o r  and how i t  may i n t e r a c t  w i t h  t h e  r e s t  o f  t h e  eco nomy .  To 

e l a b o r a t e  t h a t  p o i n t  I  go on t o  p r e s e n t  a model  w h e r e  t h e  demand 

f o r  and t h e  s u p p l y  o f  r e a l  b a l a n c e s  f e a t u r e  p r o m i n e n t l y  a l o n g  

w i t h  t h e  o t h e r  e q u a t i o n s .

32 .  U . S .  Odama, " A d a p t i v e  C o n t r o l  R u l e s  f o r  Eco n om ic

P l a n n i n g :  An a p p l i c a t i o n  t o  t h e  N i g e r i a n  Ec on om y" ,  P h . D .  

t h e s i s ,  U n i v e r s i t y  o f  Mi s s o u r i , 1973 .

0 .  G i o ,  "A M e d i u m - t e r m  P l a n n i n g  Model  o f  t h e  N i g e r i a n  

Economy" NJESS v o l .  15,  1973 ,  pp 1 2 5 - 1 5 1 .
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33T h i s  was w o r k e d  o u t  by  D. Ghosh and U. K a z i  . They  f o l l o w e d  L . 

R, K l e i n ’ s b r o a d  o u t l i n e s  f o r  model  b u i l d i n g  t o  s u i t  t h e  

e c o n o m i c  e n v i r o n m e n t  o f  d e v e l o p i n g  c o u n t r i e s :

" W i t h  c a r e f u l  a t t e n t i o n  p a i d  t o  l o c a l  i n s t i t u t i o n a l

p e c u l  i ' a r i  t i e s , t o  d i f f e r e n c e s  i n  b e h a v i o u r a l  c h a r a c t e r i s t i c s ,  ; and

t o  d i f f e r e n c e s  i n  e c o n o m i c  s t r u c t u r e , we can  p r o b a b l y  p i e c e

t o g e t h e r  u s e f u l  m o d e l s  o f  d e v e l o p i n g  c o u n t r i e s  ........... Some p a r t s

o f  t h e  k e y n e s i  an t y p e  a g g r e g a t i v e  s t r u c t u r e  a r e  u n i v e r s a l ,  w h i l e  

o t h e r s  a r e  n o t  a p p l i c a b l e  o u t s i d e  t h e  i n d u s t r i a l  e c o n o m i e s  f o r  

w h i c h  t h e y  have  been  e s t a b l i s h e d " .

I  can  now p r e s e n t  t h e i r  mode l  as  f o l l o w s :

33. D. Ghosh and U. K a z i ,  "A M a c r o e c o n o m i c  Model  f o r  N i g e r i a ,  

1 9 5 8 - 1 9 7 4 " ,  Emp j r  i  c.a L„. Eco nom i c s , v o l .  3 ,  i s s u e  3 ,  1978 ,  pp 

1 3 5 - 1 5 4 .

34. L . R .  K l e i n ,  "W ha t  k i n d  o f  M a c r o - e c o n o m e t r i c  model  f o r  

d e v e l o p i n g  e c o n o m i e s " ,  I n d i a n  E c o n o m ic  J o u r n a l . 1965 ,  

v o l . 13,  pp 5 5 9 - 5 7 0 .
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(1 )

4 =  0 0 + 0 , 4- ,3;  +  f) ,  D ,  + (2 )

=  T . + 7 . > ' , + - 1 ' , R „  +  7 3 Z ^ , , . ,  + K j , ( 3)

=  Xo +  A , +  A ; yify +  A , +  K 4 f (4)
-  Oo +  0 t y ,  +  02 /? , +  F g j ( 5)

=  eo +  e, +  62 Nj +  63 Z7, 4- F g , ( 6 )

Qt =  00 +01  Qî t +  02 +  V-jf ( 7)

P. =  + F g ^
( 8)

=  (4o + 0 , 02 f p ,  +  03 Dy + ( 9)
=  + / , + ( ; ,  + x ,-M ^ (1 0 )

=  + 0 , . (1 1 )

The e n d o g e n o u s  v a r i a b l e s  o f  t h e  s y s t e m  w i t h o u t  t h e  t i m e  

s u b s c r i p t s ,  w e re  as f o l l o w s :

C = P r i v a t e  r e a l  c o n s u m e r  e x p e n d i t u r e ,

Y = • G r o s s  D o m e s t i c  P r o d u c t  a t  c o n s t a n t  f a c t o r  c o s t ,

I  = N e t  r e a l  i n v e s t m e n t ,  p r i v a t e  and p u b l i c ,

Zd = Demand f o r  r e a l  b a l a n c e s ,

Zs = S u p p l y  o f  r e a l  b a l a n c e s ,

M = Rea l  i m p o r t s ,

A = A g r i c u l t u r a l  e t c . p r o d u c t  a t  c o n s t a n t  f a c t o r  c o s t ,

Q = P r o d u c t  o f  t h e  M i n i n g  e t c . s e c t o r  a t  c o n s t a n t  f a c t o r

c o s t ,

0  = P r o d u c t  o f  a l l  o t h e r  s e c t o r s  ( i . e .  o t h e r  t h a n

A g r i c u l t u r e  and M i n i n g )  a t  c o n s t a n t  f a c t o r  c o s t .
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X = Real E x p o r t s ,

P = G e n e r a l  P r i c e  I n d e x , m e a s u r e d  by t h e  GDP ( a t  f a c t o r

c o s t )  d e f l a t o r .

The e x o g e n o u s  v a r i a b l e s  o f  t h e  s y s t e m ,  w i t h o u t  t h e  t i m e  

s u b s c r i p t s ,  w e r e  as  f o l l o w s :

1 = Re a l  L i q u i d  a s s e t s ,

D1 = War y e a r s  dummy,

D2 = S t r u c t u r a l  dummy,

R1 = C o m m e r c ia l  Bank 3 -  m o n th s  T ime d e p o s i t  R a t e ,

R2 = I n t e r e s t  R a t e  on ' F i r s t  c l a s s  A d v a n c e s ’ ,

AE = A g r i c u l t u r a l ,  e t c . ,  e x p o r t ,

N = P o p u l a t i o n ,

QE = M i n i n g  etc. e x p o r t ,

T = I n d i r e c t  T a x e s  l e s s  S u b s i d i e s ,

G = G o v e r n m e n t  E x p e n d i t u r e  ( o t h e r  t h a n  p u b l i c  c a p i t a l

f o r m a t i o n )

Pp = P e t r o l e u m  p r i c e ,

Ms = N o m in a l  s u p p l y  o f  money .  V i t ’ s  a r e  t h e  a p p r o p r i a t e

e r r o r  t e r m s  f o r  t h e  s t o c h a s t i c  r e l a t i o n s .

They  t h e n  w e n t  on t o  e x a m i n e  t h e  c o n s i s t e n c y  o f  t h e i r  mode l  and 

t h e  r e l e v a n c e  o f  e a c h  b e h a v i o u r a l  e q u a t i o n  i n  t e r m s  o f  i t s  

N i g e r i a n  b a c k g r o u n d .  F o r  e x a m p l e ,

" ........... ( t h e )  n e g l e c t  o f  t h e  s u p p l y  s i d e  o f  t h e  economy  ( w a s )

f o r c e d  on us  by t h e  l a c k  o f  t i m e  s e r i e s  d a t a  f o r  o u r  s a m p le  

p e r i o d .  We need  t o  know t h e  c a p i t a l  s t o c k ,  a v e r a g e  e a r n i n g s  and
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t o t a l  e m p l o y m e n t  t o  be a b l e  t o  q u a n t i f y  t h e  r e l a t i o n s  i n  t h e  

s u p p l y  s i d e  o f  t h e  N i g e r i a n  ec on om y .  I n  t h e  a b s e n c e  o f  t h e s e  

d e t a i l e d  i n f o r m a t i o n s ,  we b u i l d  o u r  model  w i t h  t h e  e m p h a s i s  on 

t h e  demand s i d e  o f  t h e  economy . . . . . "  ( o p . c i  t . ,  p 141)

Ghosh and K a z i  t a c k l e d  t h e  p r o b l e m  o f  e q u i l i b r i u m  in co m e a t  an 

a d m i n i s t e r e d  i n t e r e s t  ( w h i c h  c o u l d  be r e a s o n a b l y  assumed t o  h a ve  

been  b e l o w  t h e  e q u i l i b r i u m  r a t e ) ,  by  a s s e r t i n g  t h a t  t h e  

d i s e q u i 1 i b r a t i n g  f o r c e s  a t  t h e  l e v e l  o f  i n co me  c o r r e s p o n d i n g  t o  

t h e  i n t e r s e c t i o n  o f  t h e  u s u a l  I S  and LM c u r v e s ,  ha ve  t o  be 

o p p o s i t e  i n  d i r e c t i o n  b u t  e q u a l  i n  m a g n i t u d e .  They  t h e n  w e n t  on 

t o  e s t i m a t e  ( 2SL S)  t h e  m o d e l ,  t h e  r e s u l t s  o f  w h i c h  a r e  r e p r o d u c e d  

b e l o w  i n  T a b l e  4 . 8 .

I  c h o o s e  o n l y  t h e  demand and s u p p l y  o f  r e a l  money e q u a t i o n s  h e r e  

f o r  commen ts  f r o m  t h e i r  w o r k s :

"T he  demand f o r  money f u n c t i o n  comes o u t  w i t h  a l l  t h e  r i g h t  

s i g n s ,  t h o u g h  o n l y  i n  t h e  c a s e  o f  i n c o m e ,  i t  i s  s t a t i s t i c a l l y  

s i g n i f i c a n t .  The s h o r t  r u n  (mea n)  i n c om e e l a s t i c i t y  o f  t h e  demand 

f o r  r e a l  b a l a n c e s  t u r n s  o u t  t o  be .85  w h e r e a s  t h e  c o r r e s p o n d i n g  

l o n g - r u n  v a l u e ,  ba sed  on t h e  i n s i g n i f i c a n t  c o e f f i c i e n t  f o r  

Z d , t - 1 , i s  1 . 0 1 .  The (mean)  i n t e r e s t  e l a s t i c i t y  o f  t h e  demand f o r  

r e a l  b a l a n c e s ,  based  on t h e  s t a t i s t i c a l l y  i n s i g n i f i c a n t  

c o e f f i c i e n t  f o r  R 1 , t u r n s  o u t  t o  be -  0 . 2 4 .  The i n s i g n i f i c a n c e  o f  

t h e  i n t e r e s t  r a t e  c o e f f i c i e n t  i n  t h e  demand f o r  money f u n c t i o n  

had been  t h e  common th e m e o f  a l l  t h e  w o r k s  on t h e  demand f o r  

money i n  N i g e r i a ,  r e f e r r e d  t o  a b o v e .

The s u p p l y  o f  r e a l  b a l a n c e s  e q u a t i o n  ha s  a l l  t h e  r i g h t  

s t a t i s t i c a l  p r o p e r t i e s ,  t h o u g h  i t s  e c o n o m i c  i n t e r p r e t a t i o n  i s
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TABLE 4 . 8

The N igerian  Macroeconomic Model 1958-74

Estimated S tru c tu ra l Equations D-W

dt

s t

1041.009 - 0'.177C^_^ - 1.4191 t + 0 . 880Y C(.933 1.52

(229.617) (0.185) (0.804) (0.215)

400.118 + 0.262Y^ , - 93.0l6Rg^ + 36.518Dg 0.959 1.48
(430.734) (0.046) (54.422) (96.823)

102.794 + ° ' ^ " " ^ d t _ r 31.043r^^ + 0.112Y 0.944 1.44
(124.458) (0.283) (29.449) (0.037)

448.622 - 54.15lRg^ + 0 . 305M + 0.192X^ 0.922 2.29

(357.619) (43.005) (0.307) (0.170)

63.032 + 38.9780^ + 0.175Y^ 0.951 2.50
(41.489) (27.912) (0.012)

-196.299 + 31.495N^ + 1.292A^^ + 52.506D_ 0.827 1.41

(367.730) (6.163) (0.799) (136.506)

39.950 + 0.799Qg^ + 73.795Dg 0.973 1.62
(20.384) (0.100) (85.764)

68.240 + 0.097M^^_1 0.981 2.40
(1.864) (0.004)

- 8 0 0 .818 + 54.097P + 12.789P  ̂p t
(2.495)

- 42.652D 0.940 2.00

(252.717) (134.293) (59.374)

Numbers in  parentheses are the standard errors
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r a t h e r  o b s c u r e .  I d e a l l y  s p e a k i n g ,  i f  n e t  b a l a n c e s  f r o m  f o r e i g n  

t r a d e  has  some p o s i t i v e  e f f e c t  on t h e  h i g h - p o w e r e d  money,  and 

t h e r e f o r e ,  on money s u p p l y ,  t h e  c o e f f i c i e n t  f o r  M and X s h o u l d  be 

e q u a l  i n  m a g n i t u d e  and o p p o s i t e  i n  s i g n .  B u t  i m p o r t  i n  N i g e r i a  

may be d e p e n d e n t  on, g o v e r n m e n t  .ex,pendi vtu f re , w h i c h  h e l p s  , t o

e x p l a i n  s u b s t a n t i a l  f l u c t u a t i o n s  i n  i m p o r t s  on t h e  g r o u n d s  t h a t  

a t  a l l  g o v e r n m e n t  l e v e l s ,  i t e m s  s u c h  as  v e h i c l e s ,  m a c h i n e r y  and 

e q u i p m e n t ,  c h e m i c a l s ,  a r e  r e q u i r e d  t o  e x e c u t e  d e v e l o p m e n t  

p r o g r a m m e "  (Odama,  o p . c i t . ,  1973 p . 4 7 ) .  When g o v e r n m e n t  

e x p e n d i t u r e  has  s u c h  a m a j o r  e f f e c t  on i m p o r t s ,  and when ,  a t  t h e  

same t i m e ,  i t  may a f f e c t  t h e  s u p p l y  o f  money,  t h e  f o r e i g n  t r a d e  

b a l a n c e  e f f e c t  o f  o u r  e n d o g e n o u s  r e a l  money s u p p l y  may n o t  t u r n  

o u t  as  n e g a t i v e  f o r  i m p o r t s " .  (Gh osh  and K a z i ,  i b i d . ,  p 4 3 )

A comment  may be made a b o u t  t h e  u s e  o f  t h e i r  t w o  dummy v a r i a b l e s :  

DI f o r  t h e  c i v i l  wa r  and D2 f o r  t h e  s t r u c t u r a l  c h a n g e  o f  t h e  

economy  f o r  t h e  l a s t  t h r e e  y e a r s  o f  t h e i r  s a m p l e  p e r i o d  when t h e  

o i l  boom was g a t h e r i n g  momentum.  They  u n d e r t o o k  t h e  u s u a l  

p r a c t i c e  o f  u s i n g  o n e s  f o r  t h e  a f f e c t e d  y e a r s  and  z e r o e s  

e l s e w h e r e .  B u t  t h i s  l e d  o n t o  s e v e r e  m u l t i  c o l  1 i n e a r i t y  w h i c h  t h e n  

p r o m p t e d  the m t o  l e a v e  o u t  one  o r  t h e  o t h e r ,  o r  b o t h  i n  

p a r t i c u l a r  e q u a t i o n s .  The d a t a  f o r  t h e  t h r e e  c i v i l - w a r  y e a r s ,  

1 9 6 7 / 6 8  t o  1 9 6 9 / 7 0  e x c l u d e d  t h e  " t h r e e  e a s t e r n  s t a t e s "  and t h e r e  

was no a - p r i o r i  e x p e c t a t i o n  a b o u t  t h e  s i g n  o f  i t s  c o e f f i c i e n t ,  

w h e r e a s  f o r  D2 i t  was p o s i t i v e .  As t h e  r e s u l t s  o f  T a b l e  4 . 8  

r e v e a l e d  n e i t h e r  o f  t h e  t w o  dummy v a r i a b l e s  came o u t  t o  be 

s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o ,  w h e n e v e r  i t  was u s e d ,  b u t  f o r  

D2 t h e  s i g n  was a l w a y s  as  e x p e c t e d .
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Ghosh and K a z i  t h e n  e x a m i n e d  t h e  s t a b i l i t y  o f  t h i e r  m o d e l ,  w h i c h  

i t  wa s ,  and p r e s e n t e d  t h e  r e s u l t s  o f  some o f  t h e i r  d y n a m i c  and 

e q u i l i b r i u m  m u l t i p l i e r s .  F o r  e x a m p l e ,  m os t  o f  t h e  e n d o g e n o u s  

v a r i a b l e s  l i k e  c o n s u m p t i o n ,  i n c o m e ,  i n v e s t m e n t ,  i m p o r t  and e x p o r t  

w e r e  c o m i n g  q u i t e  c l o s e  t o  t h e i r  l o n g - r u n  e q u i  l , i b r i u m  v a l u e s  

a f t e r  a ch a n g e  i n  an e x o g e n o u s  p o l i c y  v a r i a b l e  l i k e  g o v e r n m e n t  

e x p e n d i t u r e  i n  t h r e e  y e a r s  and m o s t  o f  t h e s e  a d j u s t m e n t s  w e re  

b e i n g  c o m p l e t e d  a f t e r  o n l y  one  y e a r .  A g a i n  an i n c r e a s e  i n  t h e  

p r i c e  o f  p e t r o l e u m  w o u l d  i m p r o v e  th e  b a l a n c e  o f  p a y m e n ts  

i m m e d i a t e l y  f r o m  t h e  f i r s t  y e a r  b u t  a f t e r  t h r e e  y e a r s  i m p o r t  

w o u l d  cross o v e r  e x p o r t  g a i n s  and i t  w o u l d  become a d v e r s e ,  a f t e r  

t h a t .

I n  t h i s  c h a p t e r ,  as  i n d i c a t e d  a t  t h e  o u t s e t ,  I  h a v e  p r e s e n t e d  a 

v e r y  s e l e c t i v e  and b i a s e d  s u r v e y  o f  some o f  t h e  w o r k s  on t h e  

m ac r oe co nom y  o f  N i g e r i a .  The p u r p o s e  i s  t o  s e t  up a m e a n i n g f u l  

h y p o t h e s i s  on t h e  b a s i c  m o n e t a r y  s t r u c t u r e  o f  t h e  economy  d u r i n g  

t h e  p e r i o d  o f  i n t e r e s t .  T h i s  i s  u n d e r t a k e n  i n  t h e  t h r e e  

s u c c e e d i n g  c h a p t e r s .  The l e s s o n s  o f  t h i s  c h a p t e r  w o u l d  h e l p  me i n  

t h i s  e n d e a v o u r  i n  s e l e c t i n g  t h e  r i g h t  q u e s t i o n s  t o  a s k ,  o r  t h e  

p r o b l e m s  t o  s o l v e  and a l s o  u s i n g  t h e  e a r l i e r  f i n d i n g s  o r  t h e  

e x i s t i n g  k n o w l e d g e  t o  t r y  t o  a n s w e r  t h e m .  The p r i m a r y  q u e s t i o n  

seems t o  be ;

I s  r e a l  money a c o m p l e m e n t  t o  p h y s i c a l  c a p i t a l  i n  N i g e r i a ?  The 

way one  a n s w e r s  t h a t  q u e s t i o n  w o u l d  go a l o n g  way i n  s e l e c t i n g  

t h e  r i g h t  m o n e t a r y  p o l i c y  i n s t r u m e n t s  and a l s o  t h e i r  s o c i a l l y  

o p t i m a l  v a l u e s .  A n o t h e r  i m p o r t a n t  q u e s t i o n  w o u l d  be ;  how money 

s t o c k  i s  b e i n g  d e t e r m i n e d  i n  N i g e r i a ?  An i d e n t i f i c a t i o n  o f  t h e
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p r i m a r y  f o r c e s  b e h i n d  money s u p p l y  and an e v a l u a t i o n  o f  t h e i r  

m a g n i t u d e s  t o  a n s w e r  t h a t  q u e s t i o n  i s  o f  v i t a l  i m p o r t a n c e  and I  

now g r a d u a l l y  move on t o  u n d e r t a k e  t h e s e  t a s k s .
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Chapter 5 Microeconomic B asis o f Com plem entarity o f Money 

A I nt r oduc t i on

R . I .  McKinnon suggested^ a r e la t io n  o f com plem entarity  between 

money and p h y s ic a l c a p ita l  in  poor c o u n tr ie s  where ' the  fragmented  

economic environm ent' makes the  ty p ic a l  sm all firm -household  r e ly  

m ainly on s e lf - f in a n c e  and where the  i n d i v i s i b i l i t i e s  o f investm ent and 

the  high p ro p en s ity  to  consume, make money the  complement asset o f 

p h y s ic a l c a p i ta l .  The economic environm ent o f developing  c o u n trie s  

where f in a n c ia l  in s t i tu t io n s  are  not as w e ll-d eve lo p ed  as in  r ic h  

c o u n tr ie s , may very  w e ll d escrib e  the  s itu a t io n  faced by many sm all 

firm s  in  the f i r s t  w orld , where such firm s  are  y e t to  e s ta b lis h  

them selves to  the le v e l  where the  b e n e fits  o f mature f in a n c ia l  

in te rm e d ia tio n  may be bestowed on them. But th is  supposed s im i la r i t y  

cannot, o f course, be used to  the  aggregate r e la t io n  o f macroeconomic 

behaviour or o f monetary p o lic y  on such issues , n e ith e r  are  such 

problems the  ta rg e t  o f my in v e s t ig a t io n  in  th is  c h ap te r. What I  in tend  

to  exp lo re  here is  the  microeconomic b as is  o f the broad com plem entarity  

suggested by McKinnon’ s th e s is . The i l lu s t r a t io n s  o f the  economic 

agents used th e re , however, need not n e c e s s a rily  be re s t r ic te d  to  the  

th i r d  w orld .

B. The Com plem entarity Hypothesis

Let us o u t l in e  here McKinnon’ s hypothesis  o f cash balance being  

a complement o f p h y s ic a l c a p i t a l .  He s ta r ts  w ith  J . H i r s h le i f e r ’ s  ̂

theory  o f investm ent, where the  problems o f consumption, sav ing , 

borrowing or le n d in g , and o f f in a n c ia l  and r e a l  investm ent are

R . I .  McKinnon, Money and C a p ita l in  Economic Development. 
The Brookings In s t i t u t io n ,  197 3

J.  H i r s h l e i f e r ,  Investment .  I n t e r e s t  and C a p i t a l . P r e n t i c e - H a l1, 
1970.
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s im u ltaneously  solved in  a tw o -p e rio d  choice problem , s ta r t in g  w ith  

the g iven le v e ls  o f i n i t i a l  endowments in  the  form o f incom e-flow s.

Let me reproduce McKinnon’ s diagram  here and s p e ll  out the  p o in ts  

in  .h is  hypothesis  in  f ig u re  5 .1  below.

The firm -househo ld  s ta r ts  a t  a p o in t  o f  i n i t i a l  endowment w ith  

the  g iven flow s o f income oYg in  p erio d  2 and o f oY  ̂ in  p e rio d  1 which 

contains  "consumable c a p ita l  c a r r ie d  over from the  past (oC^) and 

c u rre n t income (C^Y\)" (McKinnon, o p .c i t .  p 20 ).T ^ T i' in d ic a te s  the  

p ro d u c tio n -o p p o rtu n ity  curve under t r a d i t io n a l  tech n iq ue , whereas 

T^TgTg' rep resen ts  the  product io n -o p p o rtu n ity  curve under the  new 

tech n iq ue . The d if fe re n c e s  between the  two techniques are  h ig h lig h te d  

by:

( i )  the  enormous economy o f s ca le  is  a v a ila b le  under the  new 

techn ique; and

( i i )  T^Tg has to  be in ves ted  f i r s t  in  the  new technique befo re  

re tu rn  is  a v a ila b le  from the  investm ent.

I f  the  in d iv id u a l firm -h ou seh old  is  r e s t r ic te d  to  s e lf - f in a n c e ,  

he would be in v e s tin g , producing and consuming a t  p o in t B, where the  

in te rn a l ra te  o f re tu rn  is  equal to  the  m arg inal ra te  o f s u b s titu t io n  

between consumptions in  p erio d  1 and in  p erio d  2 , g iv in g  them a u t i l i t y  

le v e l in d ic a te d  by the  in d if fe re n c e  curve I^ . B ut, i f  they  have access 

to  the  f u l l y  developed and p e r fe c t ly  co m p e titiv e  money m arket, they  

could in v e s t as much as Y^D  ̂ in  p erio d  one, to  generate  enough income 

to  repay i t  a l l  in  p e r io d  two and s t i l l  enjoy a consumption le v e l  

in d ic a te d  by the  in d if fe re n c e  curve Ig a t  p o in t C.

This  is  made p o ss ib le  by borrowing OD̂  in  p erio d  one to  be ab le  

to  in v e s t Y^D  ̂ to  generate  an income o f DD̂  in  p erio d  2. The f ir m -  

household can borrow on the  b as is  o f h is  p ro sp ec tive  income, to  be ab le  

to  consume OĈ  in  p erio d  one. Out o f the  second-period income o f DD^, 

DO' is  paid  back w ith  in te r e s t ,  fo r  borrowing GD̂  ( i . e .  LD̂  ) and LCg
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is paid back for borrowing CCg to finance the period one consumption 

(i.e. CCg ' ). This leaves OCg ' to be consumed in period 2. We may note, 

the second-period given income-flow of OYg in McKinnon’s diagram can now 

.’be ' used as the initial endowment ■ for period three. But, more 

importantly, it-serves no analytical purpose in the development of his 

above argument and could have been avoided altogether to enable him to 

look at his firm-household with the initial endowment of OY^ alone.

The substantial point, however, is contained in the following 

last few lines from his chapter 2:

"In an idyllic "fully developed" economy, such intertemporal 

transactions would take place freely so that neither consumption 

limitations nor sparse endowment would inhibit high-returning 

investments where "lumpiness" or indivisibilities are important. In 

short, poverty would be no barrier to the efficient deployment of the 

country’s limited capital". (McKinnon, op.cit. p21).

Let us now be specific and look into the investment problems of 

a saver-investor who has no access to the financial market as a 

borrower. We assume that the economy or the surroundings facing our 

entrepreneur are not as primitive as to need the use of his own output 

as capital. We further assume that the real return on money is such 

(i.e. d-P* where d is the deposit interest rate on one’s savings in 

the form of time or savings deposit with a bank, p* is the expected 

rate of inflation) relative to the cost of storing one’s own outputs as 

inventories for saving, accumulations purpose, that the entire saving 

is optimally done when kept in the form of interest-yielding deposits. 

This entrepreneur now faces the acute problem of indivisibility of 

investment opportunity whereby his savings have to be accumulated for 

a period of time before it becomes large enough to be expended on ".... 

fixed, assets, such as machinery, or even seed-fertilizer-pesticide 

packages of working capital...." (McKinnon, op.cit. p.57). This makes
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the lag for investment expenditure larger than it is for consumption 

after some income is earned. These restrictions would then indicate:

" ....  if the desired rate of capital accumulation (and hence

private «saving) increases at any. given level, of income, the average 

ratio of real casli balances to income will also increase" (McKinnon, 

op.cit. p.57) McKinnon makes it clear in a footnote (p.67) that this 

increase in the demand for money is not what Keynes^ had in mind for a 

temporary, or what we call a disequilibrium increase due to an increase 

in ex ante investment. "This ex ante effect is certainly present in 

our model", McKinnon argues (p.67 op.cit.) "but there is an additional 

permanent effect of an increase in the I/Y ratio when plans are 

realised." Thus, McKinnon’s relationship is one of equilibrium, or 

optimal behaviour rather than an adjustment towards it.

These strings of argument lead McKinnon to present the following 

money-demand equation :

= L ( Y, d-p*) . .  (5 .1)

where, > o, > o and > o.
9L

Since in  th is  environment,g^ > o,
Y

cash balances turn out as a complement asset to physical capital and 

not as substitute, as one would expect from the portfolio theory. In 

other words, the relative absence of borrowing opportunity to invest in 

physical capital and the discrete nature of available investment 

opportunities, forces one to save continuously for a period before one 

has enough funds to spend on ’real’ investment.

The same relation can also be presented as follows:

[ ^ )  = L (Y, r , d -p*) . .  , .  (5 .2)

J.M. Keynes, “ The Ex Ante Theory o f  t he  Rate o f  I n t e r e s t " ,  
Economic J o u r n a l . 1937
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where the new argument r measures the average return on physical 

capital, and here also we would expect Lg>o in contrast to all neo

classical models when we expect the portfolio relation of 

substitutability,.i.e. L2 <o. .In McKinnon’s words:

" if .money is viewed as a conduit through which accumulation

takes place - rather than as a competing asset - the demand for money 

rises p a r i  passu with the productivity of physical capital." (op.cit.

p60).

McKinnon’s policy prescription based on his analysis, outlined 

above, would be to conduct monetary policy (i.e. control money supply

or recommend deposit rate of interest) in such a way that "....  a

higher real return on holding money relaxes the saving-investment 

bottleneck by enlarging /p. On the other hand, once d-P* rises 

toward the best marginal and intramarginal returns to be earned on 

self-financed investments, the competing-asset effect becomes dominant 

and REDUCES the aggregate flow of investment". (op.cit. p61). This 

would explain the nature of the next equation:

(s|) = F ( r ,  d-p* )  . .  . .  ( 5.3)

where the partial derivatives of the investment function, F, are : 

F^>o and Fg ^o. The possibility of F_<o sets in the "competing-

asset" aspect of money holding and the optimality of monetary policy in 

such circumstances is to hit that rate of the real return of cash- 

holding, i.e. (d-P*)^ where, saving, investment and are all 
at their optimal levels.

Equation (5.3) above can be described by his diagram in figure 5.2 

where the relationship extends to possible negative returns on money 

holding. The macroeconomic policy perspective becomes apparent when we 

see the gradual elimination of monetary and financial repression, in 

terms of another diagram:
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The McKinnon and Shaw* hypothesis describes the financial 

repression in less developed countries as a situation indicated by r% 

above, when saving is only at OS^ (and therefore, investment), because 

of the low return on saving. If r̂  is pushed up towards both saving 

and investment will increase to 8%, and-the investment projects with 

lower internal rate of return (the shaded area) will now be undertaken.

This is made possible because more loanable funds are now 

available through extra saving (i.e. SiSg) and therefore there is now 

more room for profitable investment. In the initial situation when the 

"administered" nominal interest rate was at a low enough level to 

generate the real interest rate at r̂ , the profit from the marginal 

project would be r^ri less thé differential between the loan and 

deposit rates of interest. Partial emancipation from financial

repression is next introduced by the real interest rate being at rg. 

The expost investment is now equal to expost saving at o Sg, when the 

marginal efficiency of capital of the marginal project would bring 

forth a profit of rgZ^/lcss the difference between the loan and deposit 

interest rates. It can then be said that this move would bring in more 

investment projects with lower yields (i.e. internal rate of return) 

than it was possible before. The optimal policy would push the rate of 

interest further up to r , for the maximum attainable rate of 

investment, and this will correspond to the real deposit interest rate 

(d-P*)^in figure 5.2. One can extend this analysis to maintain that 

if the authorities overdo this elimination of financial repression by 

raising the (deposit) interest rate still further (say consistent with 

rg), investment in physical capital may drop and the competing 

financial asset (i.e. interest-yeilding bank deposits) effect would 

start to operate (i.e. AB financial asset in fig. 5.3 corresponding to

E. Shaw, F inanc ia l  Deepening i n  Economic Development. 
Oxford U n i v e r s i t y  Press,  1973.
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the interest rates above ( d - P * i n  fig. 5.2)

For these aggregate or macroeconomic relations which lead to the 

above monetary policies in LDCs, there has to be some microeconomic 

basis, which McKinnon has outlined, but never worked out in details. 

McKinnon suggested the use of two-period Fisherian® approach which has 

been developed by J. Hirschleifer (op.cit.) and that is what we pursue 

here to check to what extent the micro behaviour would support the 

above macroeconomic generalizations.

C. The Intertemporal Choice

Let us first look at the micro-choice problem for a firm- 

household without any of the restrictions mentioned in the earlier 

section. The only restriction we need here is that the entrepreneur is 

a lender in the present period when he faces a perfect capital 

market.

In figure 5.4 we assume the firm-household with a given initial 

endowment of only Y^, facing PP- the production opportunity curve and 

a competitive market opportunity curve MM ' indicating the rate of 

interest at which it can lend and/or borrow. Here we make him a lender 

so that the optimal point D is above B rather than below it. The 

optimal production-investment point is at B where the firm’s internal 

rate of return is equal to its market interest rate. The optimal 

consumption-saving point is at D, where the firm’s rate of time 

preference is equal to the market rate of interest. At this optimal 

the firm is consuming OC^ in period 1,'saving' C^Y^. Of this ’saving’, 

he is investing Y^Y^ in real capital at the beginning of the present 

period (i.e. priod 1) and C^Y^ on financial capital. The retuns on the 

physical capital, next period (2) are OYt+i and on financial capital 

^t+iA+i ' allowing him a second-period consumption of oÜ̂ -̂ j.

If we now call here financial investment as money, for example.

I .  F i she r ,  The Theory o f  I n t e r e s t . Macmi l lan,  1930
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an interest-earning saving or time deposit with a clearing bank, we can 

indicate the demand for money in the two periods. For this we further 

assume that expenditure is evenly spread out through a period for 

consumption, whereas for investment here, it is spent at the beginning 

of the preiod, lumpHsum. Since we are now calling the bank deposits 

money, the average money-demand or 'cash' holding in period 1 is given 

by where

“ ( 1 ) ^ ,  ■ i  + W  V i  V i  : • •  • •

Average cash-holding in period 2 would be j  , which is shown as

Ĉ ) in the money-demand axis, which could be less than

Without complicating fig. 5.4 any further, we can discuss some 

comparative static exercise with the help of it. Let us assume that 

there is an increase in the interest-rate. The levels of the interest 

rates need not necessarily be restricted to the positive domain. Real 

rate of interest can be negative and McKinnon’s analysis can cope with 

that (see fig. 5.2 above). In fig. 5.4 for interest rate to be 

negative, the slope of the market opportunity curve, MM', has to be 

less than 45°.

Now the increase in the interest rate would have both 

substitution and income effects, pivoting the MM' curve clock-wise, at 

point B. This would mean an increase in saving only if the positive 

"windfall" effect is swamped by the negative substution effect. The 

increase in interest-rate would not pivot at B, if we assume the change 

to have come before the production, investment and consumption 

decisions have been undertaken. In that case, the individual’s optimum 

production-plan would be indicated by the point of tangency betwen the 

steeper market opportunity (MM ') curve and the production opportunity 

(PP ') curve. The result here is again ambiguous on the extent of the 

financial investment, but not on the real investment.
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Let me elaborate the assertions made in the earlier paragraph. 

In the first situation the interest rate is assumed to have increased 

after the production, i.e. real investment decision has been made at 

point B/in figure 5.4 above. In that case,.the new equilibrium would 

move away from point D, but whether that would entail an increase or 

decrease of investment in financial capital (i.e. holding of money in 

the form of deposits with a bank) from Ĉ Ŷ . in figure 5.4 would depend 

on the relative strengths of the income and substitution effects. This 

can be demonstrated in figure 5.5.

In figure 5.5, the higher interest rate indicated by the steeper 

slope of budget line 1 than that of budget line MM ', induces the total 

price-effect from D to C. This can be split up into the negative 

substitution effect DA and the positive income-effeet AC. Therefore, 

depending on the relative strengths of these two opposing effects, the 

final equilibrium at C could be to the left of or exactly above or to 

the right of point D, indicting higher, same or lower portfolio 

investment into the interest-yielding deposits.

The other case of the interest rate rising before the real- 

investment-production decision has been made, is presented in figure 

5.6.

In figure 5.6, the optimal production-real-investment decision 

has been switched to B ' from B when at the higher interest rate 

indicated by the budget line 1, the firm-household finds itself better- 

off at D ' than at point D for the budget line MM'. It is possible in 

this case for the revised decision on financial investment (i.e. bank 

deposits) to be more, the same or even less than C^Y^, the earlier 

decision on it.

But there is an unambiguous comparative-static result here, and 

that is the reduction in the investment in physical capital. Physical 

capital is thus a substitute to financial asset (or money here) in the
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sense that an increase in the rate of return on money leads to a 

decrease in the rate of "real" investment.

Let us now change some of the assumptions of this "developed" 

state of affairs and make them more relevant to (say) .a-firm-household 

in Katsina, for example.

First we assume that the initial endowment of the entrepreneur is 

rather low compared to his minimum consumption need and his average 

propensity to consume is closer to unity than, to half (say), in period 

one. He is also restricted to self-finance for whatever reasons, and 

faces discrete investment opportunities. His savings are kept in the 

form of interest-yielding bank deposits, which we shall call money 

here. We further assume that the individual maximises the following 

utility function:
U = U(C^, C^, Cg .....  T) which can be decomposed

as e q u a l to  +  U gfC g , C^,) +  . . .  U,,_^ C^)
(5.5)

where T is his planning horizon.

In figure 5.7 below we assume T = 3.

If there was none of the above restrictions imposed on our 

entrepreneur, he could be at point D in figure 5.7, starting with his 

initial endowment of (Yj^,Ya), borrowing, and also investing Y^Y^ on 

physical capital. But our restricted entrepreneur (i) cannot borrow 

and (ii) cannot invest in physical capital. He cannot borrow because 

of the financial constraint on him and he cannot invest in physical 

capital because:

(a) his high minimum consumption in period 1, i.e. Cj* leaves him 

with a fund of C^Y^ to invest which is too small for the 

minimum fund needed (i.e. Yĵ Yj) to operate on the PP' production 

opportunity curve. The restrictions (a) and (b) would jointly 

describe McKinnon’s conditions of "lumpiness" of investment.
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We now search for a static equilibrium position for our 

restricted entrepreneur of fig.. 5.7 above. If we let him consume only 

C* - the minimum acceptable for period 1, he would have available

for physical and/or financial investment," in period 1; But his utility 

function and the market interest rates are such that he would rather be 

a borrower than a lender. But he is not considered viable or solvent 

enough to borrow. He cannot invest Y^C^ in physical capital either 

because the minimum size of investment opportunity requires a funding 

of Y^Yj which is greater than Y^Cf. Therefore, if we were to fix his 

first period consumption C*, to its minimum acceptable level (which it 

need not be necessarily), he would 'save' C*Y^ in the form of interest- 

yielding deposit with a bank. Let this become YgYg by the end of the 

period 1 or at the beginning of period 2. In other words, d^Y^[l t (d- 

P*)]^ = YgYg'i where i is the number of years. In figure 5.7 we 

assume, i = 1.

Let us now move on to the next sequence and quadrant II. The 

initial endowment of OYg in the beginning of period 2, gives our 

entrepreneur OYg' = OYg + YgYg' to allocate between consumption in period 

2, i.e. Cg and physical and financial investment during this period. 

He still cannot borrow, and let us assume that he does not want to 

borrow, i.e. he is at point D', consuming Cg>C* and Cg>Cg. His optimum 

production-investment position is given by point B . If in period 2, 

this C2 <C* or if the accumulating physical investment demand for money 

is less than the mimimum needed for the venture in sight, the process 

will continue to quadrant (III). But in this particular example we 

assumed U = (01,0%, Cg) = (C^,Cg)tU2 (C2 jCa) where a period need not

necessarily be as short as one year. To solve the problem within 

period 3, let us assume that the value of the physical capital needed 

is less than the (accumulated) investment demand for money. The choice 

at point D ' in quadrant (II) implies the consumer deciding on (CgjCg)
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for the choice problem in period 2 & 3. This also determines the 

corresponding consumption point in period (1,2), i.e. for quadrant I. 

Since we assumed C* to be the actual consumption in period 1, 0% 

determines, where on the vertical C* - line the consumer will be (point 

L) and also the corresponding utility level given by Ig.

But L in quadrant (I) and D' in (II) is only a hypothetical 

solution. If the entrepreneur were to consume more than the minimum C* 

indicated by (say) the biological and/or social norm, that would leave 

him with less for physical investment demand for money. If, in the 

next period, that comes out to be (with the accumulated interest) 

enough for the (physical) investment in prospect, the solution will be 

D" in quadrant (II) and N in (I). There is nothing here to choose 

between D ' & L  and D" & N or between Ig & Ig and I g & Ig.

Now, at a higher interest rate under the present paradigm with 

all the restrictive assumptions, the entrepreneur would have greater 

savings and be confronted with a pair of higher indifference curves 

(i.e. higher than Ig' and Ig in similar circumstances, in quadrant II). 

But that does not vindicate the complementarity hypothesis; all it 

means that at higher interest rate, the accumulated value of savings 

would be higher - which is a truism.

But what may not be a tautology is the case of a lower interest 

rate. At a lower enough interest rate than the one used in figure 5.7, 

it is possible to visualize a situation when the accumulated savings 

would not be sufficient for the investment venture in sight to be 

financed in period 2 and our restricted entrepreneur may, in that case, 

have to wait yet another period with his savings enhanced by the next 

round. In this case, under McKinnon’s binding restrictions for LDCs, 

a lower interest rate leads to a higher saving and a higher investment 

demand for money. Thus a fall in the real return on money leads to a 

rise in savings and therefore, to investment. This is exactly what is
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prescribed by equation (5.3) above and is, therefore, a testable 

hypothesis.

Let us look at the question of complementarity from a different 

point of view.

In figure 5.8 we try to bring in all the specifications of the 

McKinnon hypothesis and see in what sense money could be regarded as 

a complement to physical assets. The individual saver-investor starts 

with initial income (endowment) of only (for simplicity we assume 

zero endowment for period t+1). The production opportunity curve PP is 

tangential to the market opportunity curve MM at B, indicating to

be the optimal investment for production in period t. But this is not 

possible, because of the miminum consumption requirement of C*, which 

leaves the individual with too little fund to invest in physical 

capital for production. If the individual is at point D for optimal 

consumption, that will leave him with still less fund for investment. 

Because of the limitation of self-finance and high average propensity 

to consume, Y^C* is kept in the form of interest-bearing deposit, which 

we call money, and as it turns out, it can also be described as the 

investment (production) demand for money here." The desired rate of

capital accumulation (and hence private saving)" (McKinnon op.cit.
C*Yp. 57) is here Y^Y^/oY^, but the actual rate is only t t (say). If
oYj.

there is now the possibility to moving on to the new advanced 

technology given by the production opportunity curve, P'P' [exhibiting 

the same type of discontinuity as in McKinnon’s case, (figure 2.1, 

p.20)], the desired rate of capital accumulation increases to

But there cannot be an appropriate increase in the invstment 

(production) demand for money in period t. The increase in this demand 

can only occur over time, i.e. the individual will now need a long 

period to accumulate the large savings needed out of his incomes to
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finance the investment-venture. Thus, the equation (5.1) above,

( | j ,  -  L (Y ,  i .  d -

where L^> o, L2 > o and > o

can be interpreted only as a sum of a few periods of- accumulation, 

rather than the observation on a certain single period. Again, the 

equation (5.2) above,
.M,
'̂ P/ L (Y, r ,  d-P*)

where > o

is also depicted in figure 5.8, where the higher investment demand is 

due to an increase in the average return on physical capital; but in 

equilibrium it has to equate with the slope of the market opportunity 

curve m 'm '. Since, McKinnon insists that his complementarity relation 

is one of equilibrium [i.e. unlike the Keynesian case of disequilbrium 

(Keynes, op.cit.)], the relation will hold only when we sum up the 

investment money holdings of the succeeding periods until it is large 

enough to self-finance a project involving Y^Y^ in figure 5.8 above.

Now this is for an individual saver-investor. When we add up all 

individuals in an LDC for a given period of time (say one year), the 

positive covariation between return on physical capital and the holding 

of investment money, indicating complementarity may be observed at the 

aggregate, macro level, if such observations are to be assumed to 

indicate equilibrium values.

Let us now look at the various possibilities on the basis of our 

analysis so far. At any point of time there may be various types of 

production opportunity curves depending on the primitive, intermediate 

or advanced technology of the period. The "best" or highest production 

opportunity curve may not be feasible with the existing financial 

structure. Or to put it in a different way, the financial innovation
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needed (e.g. higher interest-rate structure, more use of cheques in 

trade and transactions, greater banking habits, etc) to cope with the 

technological innovation in production, may be enormous.

Therefore, given the financial structure in a LDC at a point of 

time, the production opportunity curve,

(i) may not be shiftable;

(ii) may be shiftable somewhat;

(iii) may be enormously shiftable.

Complementarity is possible in all these three cases.

The merit of McKinnon relation is that it asserts money and 

physical capital to be complements for certain LDCs and hence it is a 

testable hypothesis, rather than a truism combining all three 

possibilities above.
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Chapter 6 Money in  Aggregate P roduction  Function

A. ’ 'In tro d u c tio n

In  the  la s t  chap te r I  in v e s tig a te d  the  m icroeconomic bas is  o f  

com plem entarity  o f  rea l balances w ith  the  ph ys ica l c a p ita l a t an 

a to m is t ic ,  m icroeconomic le v e l.  In  t h is  cha p te r, I  would app ly the  

concept a t the  aggregate , macro le v e l and te s t  i t  under some

r e s t r ic t iv e  assum ptions. The assum ptions, to  be presented la te r, a r is e

from the  na ture  o f  our tim e  pe rio d  th rough which th e  N ige rian  economy 

had been e v o lv in g  s in ce  th e  independence and a lso  from the  d i f f i c u l t y  

in  c o l le c t in g  c e r ta in  macroeconomic da ta . S ince the  hypo thes is  I  w i l l  

be te s t in g  is  c o n tra ry  to  the  con ven tion a l view on the  s u b je c t in  neo

c la s s ic a l growth models, I  w i l l  have a look in to  i t  in  the  next s e c tio n

to  c o n tra s t i t  w ith  the  th e o ry  here.

The m icroeconomic ba s is  f o r  fo rm u la tin g  the  p r iv a te  and s o c ia l 

p ro d u c t iv ity  o f  money has been worked ou t in  seve ra l a r t ic le s ' '  pub lished  

in  the  e a r ly  1970’ s. From th e  m idd le  1960 's, econom ists were lo o k in g  

fo r  the  p r ic e  o r va lue th e o ry  bas is  o f  money. They in vo lve d  ques tions  

l ik e  : Why money, not b a rte r?  W ith p e r fe c t c e r ta in ty ,  in fo rm a tio n  a

' An unbiased sample o f  th e  au tho rs  in  t h is  f i e l d  cou ld  be l is te d
below w h ile  some o th e r re le v a n t works are to  be re fe rre d  to  as we 
come along to  such p o in ts .
( i )  J . Benassy, "D is e q u il ib r iu m  Exchange in  B a rte r and Monetary 
Economics", CEPREMAP. D iscuss ion  Paper, 1974
( i i )  K. Brunner and A.H. M e ltz e r, "The Uses o f  Money ; Money in  
the  Theory o f  an Exchange Economy", American Economic Review 
1971, V o l.61, p p .784-805.
( i i i )  J. N iehans, "Money and B a rte r in  General E q u ilib r iu m  w ith  
T ransa c tion s  C osts", A .E .R . . 1971, V o l.61, p p .773-783.
( iv )  R.M. S ta r r ,  "The S tru c tu re  o f  Exchange in  B a rte r  and 
Monetary Economics", Q u a rte r ly  Jou rna l o f  Economics. 1971, V o l.86, 
p p .290-302.
(v )  J.M. O stroy , "The In fo rm a tio n  E ff ic ie n c y  o f  Monetary 
Exchange", A .E .R . . 1973, V o l.63, p p .597-610.
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f re e  good, and tra n s a c tio n s  cos ts  assumed to  be n e g l ig ib le ,  the  

e xp la n a tio n  o f  the  use o f  money r e l ie s  on the  ad justm ents needed fo r  

the ,uneven  t im in g  of th e  flo w s  o f re c e ip ts .a n d  payments. But t h is  

e xp la n a tio n  uses an e f fe c t  o f  the  ex is te n ce  o f  money as the  cause fo r  

c re a tin g  i t .  Karl Brunner and A lla n  M e ltze r ( o p .c i t .  1971), among 

o th e rs , have shown, w ith  the  he lp  o f  some n ic e , neat theorems, " th a t  i t  

is  the  uneven d is t r ib u t io n  o f  in fo rm a tio n  th a t  induces in d iv id u a ls  to  

search fo r  and s o c ia l groups to  accept a lte rn a t iv e s  to  b a r te r " .  O thers 

l ik e  Niehans, S ta r r ,  O stroy and Benassy ( o p . c i t . )  answered the  

cha llenge  o f in te g ra t in g  money and va lue  th e o ry . In  the  next s e c tio n , 

I  fo llo w  the  models o f  J . Tobin^ and D. Levhari and Don Patinkin®  fo r  

a b r ie f  o u t l in e  o f  the  ro le  o f  money in  a s im ple growth model. Next, 

I  c o n tra s t the  hypo thes is  o f  McKinnon ( o p . c i t , ) ,  as s p e lt  ou t e a r l ie r ,  

and move on to  the  e m p ir ic a l te s t in g  o f  th e  th e o ry  a g a in s t a v a ila b le  

N ige rian  da ta .

B. Monev as a S u b s t itu te  Asset

In  a s im p le  b a r te r  type  growth model o f R.M. Solow ,* le t  us have 

an aggregate p ro d u c tio n  fu n c tio n  w ith  cons tan t re tu rn s  to  sca le  : Y = 

F (K ,L ),w here  V = net aggregate o u tp u t, K = t o ta l  c a p ita l in p u t and L 

= to ta l  la bo u r in p u t.  In  i t s  per c a p ita  v e rs io n , the  aggregate 

p ro du c tion  fu n c tio n  becomes y = f ( k ) ,  where y = Y/L and k = K/L and we 

a lso  assume i t  to  be "w e ll-b e h a ve d ". T ob in , (1965 o p . c i t . )  uses t h is  

n e o -c la s s ic a l growth model f o r  lo o k in g  in to  the  impact o f money on

J. Tobin, "Money and Economic G row th", Econom etrica. 1965, v o l . 33, 
p p .671-684.

D. Levhari and D. P a t in k in , "The Role o f  Money in  a s im ple Growth 
M odel", A .E .R . . 1968, V o l. 5 8 (4 ), p p .713-753.

R.M. Solow, "A c o n tr ib u t io n  to  the  Theory o f  Econom ic,G row th", 
Q .J .E . . 1956, V o l.70, p p .65-94.
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economic grow th. But Tobin does not in c lu d e  rea l balances s p e c i f ic a l ly  

as an argument in  the  aggregate p ro d u c tio n  fu n c t io n .  In  h is  model, 

government emerges and spends a c e r ta in  p ro p o rtio n  o f  the  n a tio n a l

income " .........  which ( i t )  f in a n ce s    e i th e r  by le v y in g  taxes o r by

p r in t in g  money". Money is  here, th e re fo re ,  o u ts id e  money fo r  which 

th e re  is  no s to rage  cos t and th e  a d m in is tra t iv e  cos t f o r  running the  

monetary system is  a lso  assumed to  be n e g l ig ib le .  In  T o b in ’ s w o rld , 

rea l balances would a f fe c t  the  rea l d isposab le  income (Y ^ ), which would 

determ ine aggregate saving (and consum ption):

Yd = Y + = Y + ^  ( y - i r )  . .  . .  ( 6 . 1 )

where Y,Y^ are rea l and ne t d ispo sab le  incomes re s p e c t iv e ly ;

M = nominal s to ck  o f  Money Supply;

P = the  general p r ic e  le v e l ;

„  J / M .  dM
d t /M , th e  ra te  o f  change o f  money supp ly ,

TT = P , the  ra te  o f  change o f  the  general p r ic e  le v e l.

Here we have two asse ts : ( i )  re a l c a p ita l and ( i i )  rea l balances 

fo r  which, the  ra te s  o f  re tu rn  a re , re s p e c t iv e ly ,

r  ( re a l ra te  o f  in te r e s t )  = ~ f ' ( k ) ,

and -TT , i . e .  the  ra te  o f  d e f la t io n .  I f  both are he ld by the  

in d iv id u a ls  because o f  u n c e r ta in t ie s  and i f  th e  expected va lues o f  

these two ra te s  are to  be assumed to  be equal to  t h e i r  c u rre n t va lues , 

the  e q u ilib r iu m  c o n d itio n  f o r  t h is  p o r t f o l io  problem would be, - ir< r 

Th is is  so, because - tt, the  ra te  o f  re tu rn  o f  rea l balances as de fined  

here, does not co n ta in  an im p o rtan t element o f  i t s  a t t ra c t iv e n e s s ,  

namely, l i q u id i t y .  To fo l lo w  Tobin fu r th e r ,  we assume th a t  in d iv id u a ls
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save s - f r a c t io n  o f  t h e i r  d ispo sab le  income, and ho ld A -  f r a c t io n  o f  

the  n a tio n a l income in  rea l ba lances. S ince, r  - ( - i t )  is  the  

. o p p o r tu n ity 'c o s t  o f, h o ld in g  re a l b a la n c e s ,i t  would va ry  in v e rs e ly .w ith  

TT, the  nominal ra te  o f  in te r e s t .  For the  e q u ilib r iu m  growth pa th , 

acco rd ing  to  Tob in , we have:

(A) Investm ent = Income -  Consumption

o r ,  K = F ( K , L ) - ( l - s ) [ F ( K , L ) + p  ( y - n ) ]  . .  . .  (6.2)

(B) Demand fo r  Real Balances = Supply o f  Real Balances.

T o b in ’ s s te a d y -s ta te  va lue  o f  c a p ita l- la b o u r  r a t io  (k )  is  g iven

by the  re la t io n  :

[  S“ ( l-s )A n  ] - f ( k )  = Ti.k . .  . .  (6L3)

where n is  the  ra te  o f  growth o f  the  labour fo rc e .

The re s u lt  we get from  th e  above model is  th a t ,  compared to  the  b a r te r

model o f  Solow, T o b in ’ s monetary model in d ic a te s  a lower e q u ilib r iu m  

va lue o f  c a p ita l in te n s i ty .

U n like  T ob in , Levhari and P a tin k in  (1968, o p . c i t . ) ,  when they 

t r e a t  money as a p ro du ce r’ s good, would put i t  in  the  aggregate 

p ro d u c tio n  fu n c tio n  d i r e c t ly :

Y = G ( K , L ,  p  ) . .  . .  ( 6 4

Since rea l balance, ^  , i s  p ro du c t ive  l i k e  rea l c a p i t a l ,  a change in

i t  would mean a change in  the  d isposab le  income (Y^):

.  V .  . V 4 )  J  .

which i s  the same as equa tion  (6 .1 ). Again, w i th  s a t  a value 

which l i e s  betv/een 0 and 1, i . e .  0 <s < 1, the  e q u i l ib r iu m  c o n d i t io n
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can be w r it te n  as:

Investm ent = Savings

T h is  e q u a lity  Im p lie s ,

^  = Y-C = G (K ,L ,^ ) -  ( 1 - s ) .  . .  . .  (6 .5 )

The re s u lt  we get from the  above model is  th a t  re a l balance and 

c a p ita l s tocks  are s u b s t itu te s ,  i . e .  any increase in  re a l balances 

( i . e .  f o r  M > P) would lead to  a f a l l  in  the  rea l ra te  o f  investm ent. 

A gain, s ince  rea l balances can be produced alm ost w ith o u t c o s t, the  

op tim a l q u a n tity  f o r  i t  is  reached when i t s  m arg ina l p h ys ica l ou tpu t 

is  zero .

The p o lic y  im p lic a t io n  from  th e  above th e o ry , would be in  favo u r 

o f  in f la t io n ,  e s p e c ia lly  fo r  Less Developed C o un tries . I f  LDCs are to  

ra is e  enough su rp lu s  f o r  c a p ita l fo rm a tio n  and i f  th a t  is  not 

fo rthco m ing  from in e f f ic ie n t  ta x  s t ru c tu re  o r inadequate ta x  base, the  

o n ly  o th e r in te rn a l a l te r n a t iv e  is  in f la t io n .  The ta x  base here is  the  

amount o f  re a l balances he ld and th e  ta x  ra te  is  the  ra te  o f  in f la t io n .  

A gain, the  s u b s t itu t io n  theorem above t e l l s  us th a t  a re d u c tio n  in  the  

ra te  o f  re tu rn  f o r  rea l balances would lead to  a sw itch  to  the  h o ld in g  

o f  rea l c a p ita l by the  p r iv a te  s e c to r. T h is  is ,  s u re ly ,  no t c o s tle s s : 

re d u c tio n  o f  rea l balance would mean less e f f i c ie n t  tra n s a c tio n s  

a c t iv i t y  in  the  economy, th e  l im i t  be ing the  re tu rn  to  b a r te r .  So long 

as t h is  l im i t  is  no t approached o r n e a rly  so, th e re  may be some net 

ga in  in  the  use o f  in f la t io n  f o r  development f in a n c e  o f  the  LDCs.

T h is  view o f  development f in a n c e  is  based on the  s u b s t i t u t a b i l i t y  

between p h ys ica l c a p ita l and re a l ba lances. But i f  they are re la te d  

o th e rw ise , in  the  co n te x t o f  a d i f f e r e n t  type o f  f in a n c ia l environm ent 

f o r  a t le a s t some LDC’ s, the  p o lic y  im p lic a tio n s  based on the  above
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theorem w i l l  not ho ld  any more, s in ce  those th e o r ie s  are fo re ig n  to  the  

environm ent. Ronald I .  McKinnon (1973, o p . c i t . )  proposes a new s e t o f 

assumptions f o r  LDCs w ith  underdeveloped:; money , and . c r e d i t  markets 

(d iscussed in  the  e a r l ie r  c h a p te r) and b u ild s  up a th e o ry  which 

hypothesizes com p lem entarity  between rea l balances and ph ys ica l 

c a p i t a l .

C. E m p irica l T e s tin g

There have been many th e o re t ic a l and e m p ir ic a l s tu d ie s  o f  the  

ro le  o f  money in  the  process o f  economic development® and many o f  the  

issues in vo lve d  would be d i r e c t ly  o r in d i r e c t ly  re la te d  to  th e  qu es tio n  

o f  whether money is  to  be tre a te d  as a s u b s t itu te  o r complement fa c to r  

to  p h ys ica l c a p ita l .  The hypo thes is  has now been te s te d  in  the  co n te x t 

o f  many c o u n tr ie s  (M .J. F ry , 1985, o p . c i t . )  and I  a ttem p t ye t another 

in  th a t  l in e  fo r  the  N ig e ria n  economy. L ike  many o th e r LD C s, a m ajor 

problem here l ie s  in  the  a v a i la b i l i t y  o f  da ta . The s p e c if ic  problem 

here is  w ith  th e  in fo rm a tio n  on c a p ita l and la bo ur in p u t.  As I  in te nd  

to  te s t  the  above hypo thes is  d i r e c t ly  in  terms o f  an aggregate 

p ro d u c tio n  fu n c t io n ,  tim e  s e r ie s  da ta  on GDP, money, c a p ita l s to ck  and

A sample o f  such s tu d ie s , both in  term s of research papers and 
te x t  books is  as fo llo w s :
( i )  R.W. G oldsm ith , F in a n c ia l S tru c tu re  and Development. 1969, 
Yale U n iv e rs ity  Press.
( i i )  I .B .R .D , C a p ita l M arket Im p e rfe c tio n s  and Economic 
Development, World Bank. S ta f f  Working Paper No.338, J u ly ,  1979.
( i i i )  E.B. Ayal ( e d i t o r ) .  M icro  Aspects o f  Development. 1973, 
Praeger.
( iv )  W. Coats and D.R. Khatkhate, Monev and Monetary P o lic v  in  
Less Developed C o u n tr ie s . 1980, Pergamon Press.
M.J. F ry , Monev. In te re s t  Banking in  Economic Development. 1988, 
John Hopkins U n iv e rs ity  Press.
( v i ) A.P. T h ir lw a l1, Growth and Development. 3rd E d it io n ,  1983, 
Macmi1 Ian .
( v i i ) S. Ghatak, Monetary Economics in  Developing C o u n tr ie s . 1981, 
M acm illan.
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t o ta l  employment are needed. There is  no t much problem w ith  the  f i r s t  

two, whereas o n ly  gross investm ent da ta  are a v a ila b le  f o r  c a p ita l .  One 

can make some s tro n g  assumptions to  o o n ve rt .the-, re le v a n t in fo rm a tio n  

in to  useable da ta . They a re : ( i )  i f  in  1960, the  c a p ita l-o u tp u t  r a t io  

in  N ig e r ia  was 3 to  1, f o r  example, I  can convert th e  re a l GDP f ig u re  

in to  a supposed va lue f o r  c a p ita l s tock  in  the  cou n try  f o r  th a t  f is c a l  

yea r. I t  tu rne d  ou t to  be a N51.012b a t 1980 p r ic e s  and prov ided me 

w ith  a bench-mark fo r  fu r th e r  c a lc u la t io n s .  ( i i )  S ince investm ent 

figures are pub lished  in  gross ra th e r  than net term s, I  a lso  used a 3% 

d e p re c ia t io n  ra te  a l l  th rough the  pe rio d  (1960 to  1987), to  a r r iv e  a t 

a va lue  o f  c a p ita l s tock  f o r  each year. T h is  d e p re c ia tio n  ra te  was 

l i k e ly  to  be va ry in g  over the  th re e  decades -  f o r  example, d u rin g  the  

o i l  boom p e rio d , th e  "n a tu ra l"  wear and te a r  was on the  h igh  s id e , as 

one cou ld guess from casual em p iric ism  in  obse rv ing  expensive 

m ach ineries ly in g  id le  in  need o f  some re p a ir ,  and e v e n tu a lly  being 

dumped as ide . In  f a c t ,  RITES (from  Ind ian  Ra ilw ays) f ix e d  a good 

p ro p o rtio n  o f  locom o tives , ou t o f  a c tio n  f o r  months, a few weeks a f te r  

t h e i r  a r r iv a l  on a governm ent-to-governm ent c o n tra c t to  p ro v id e  

te c h n ic a l ass is ta nce  to  N ig e ria n  Railw ays.

But the  a r b i t r a r y  na tu re  o f  th e  numbers chosen f o r  the  c a p i ta l -  

ou tpu t r a t io  and a lso  fo r  d e p re c ia t io n  (assumed c o n s ta n t, ra th e r  

u n r e a l is t ic a l ly ,  r ig h t  th rough  th e  p e r io d ) ,  is  l i k e ly  to  cas t doubts on 

the  s u i t a b i l i t y  o f  such a tim e  s e r ie s  and may a f fe c t  the  te s t in g  

a d ve rse ly . The a l te rn a t iv e  is  to  use a r e l ia b le  proxy and th e re  is  

none b e t te r  than the  da ta on gross t o ta l  ( i . e .  p r iv a te  and p u b lic )  

investm en t, i t s e l f .  In  my te s t in g  below, I  t r y  both o f  them.

The problem w ith  th e  da ta on t o ta l  employment is  more s e rio u s . 

I t  is  poss 'ib le  to  f in d  such data in  great d e ta i ls  ( f o r  example, fo re ig n
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and lo c a l la b o u r, as we saw in  Chapter 4 above) f o r  many in d u s tr ie s  in  

th e  m anu fac tu ring , o i l  and few o th e r s e c to rs  o f  th e  economy. But, when 

one looks f o r  such information Æor the entire^economy, t±here are a lo t  

o f  problems. To so lve  th a t ,  I  have to  make some h e ro ic  assumptions 

aga in , to  make use o f  th e  re le v a n t in fo rm a tio n  th a t  is  a v a ila b le .  The 

assumptions here are such as to  enable me to  c o n s tru c t an index o f  

t o t a l  labour in p u t based on : ( i )  P o p u la tio n , ( i i )  G iv i 1 S e rv ice  

employment, ( i i i )  M anufactu ring  employment, ( i v )  index f o r  crude 

petro leum  p ro d u c tio n , (v )  Metal M in ing employment and ( v i ) a v a ila b le  

f ig u re  on unemployment, (based on 1im ite d  coverage o f  the  co u n try ) 

which en te rs  w ith  a ne ga tive  w e igh t. The w e igh ts I  used are a r b i t r a r y  

and are based on my "g ues tim a te " as to  th e  im portance o f  the  s e c to r o r 

the  s e r ie s , f o r  th e  whole economy. For example, th e  1962/63 f ig u r e  

tu rned  ou t to  be 41.295, w h ile  th e  correspond ing  f ig u r e  f o r  1981/82 was 

207, coming down to  140 in  the  la s t  year o f  our sample pe rio d  

(1987 /88 ). Even here, sometimes, a l 1 the  c o n s t itu e n t da ta are not 

a v a ila b le  and one has to  make a guess about i t s  magnitude, 

in te rp o la t in g  o r e x tra p o la t in g ,  as th e  case may be. The d e ta i ls  o f 

these and o th e r da ta are presented in  the  Appendix. I t  may be 

a p p ro p ria te  to  m ention here the  w e igh ts  used f o r  the  v a rio u s  s e c to ra l 

va lue s , because o f  the  im portance o f  the  issue on th e  e m p ir ic a l 

in v e s t ig a t io n s  in to  th e  macroeconomy o f  N ig e r ia . P o p u la tio n , G iv i 1 

S e rv ice  and M anufactu ring  re ce ive  25% w e igh t each, w h ile  th e  o i 1 s e c to r 

and the  Metal M in ing  s e c to rs  each ge t 10% w e igh t, le a v in g  5% fo r  the  

data on unemployment (e n te re d , n e g a t iv e ly ) . I  am ready to  adm it th a t  

t h is  is  no s u b s t itu te  f o r  th e  a c tu a l da ta on employment, i f  ever 

a v a ila b le  (da ta  a lm ost always e x is t ;  i t  is  a m a tte r o f  e f fe c t iv e  

demand to  d ig  them u p ) . B u t, a t the  same tim e , I  am c la im in g  i t  and,
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th e re fo re ,  us ing the  c a lc u la te d  index on labour in p u t as p re fe ra b le  to  

us ing any o th e r a v a ila b le  s in g le  s e c to ra l da ta on employment o r re la te d  

magnitudes.

On the  o th e r v a r ia b le s ,  th e  t o ta l  ou tpu t f ig u re s  are those fo r  

the  GDP a t con s tan t (1980) fa c to r  c o s t. The da ta on and Mg are 

u s u a lly  e a s ily  a v a ila b le ,  bu t th e re  is  some problem here. P r io r  to  

March, 1978, the  d e f in i t io n  o f  money inc luded  c e n tra l

government de p o s its  w ith  th e  commercial banks, and s in ce  then i t  d id  

no t. Money s tock  is  the  c ru c ia l v a r ia b le  in  our study here and t h is  

anomaly deserves to  be r e c t i f ie d ;  and i f  no t, the  rep o rted  re s u lts  may 

s u f fe r  because o f  th a t .  But I  have to  take the  easy way ou t here, note 

i t ,  and do n o th in g , s in ce  the  IMF w ith  a l l  the  resources a t i t s  

d ispo sa l leaves i t  as such in  i t s  In te rn a t io n a l F in a n c ia l S ta t is t ic s .

Let me now move on to  the  e q u a lly  im portan t issue o f  the  

s p e c if ic a t io n  o f  the  model. The hypo thes is  th a t  I  am going to  te s t  

here, is  the  com plem entarity  o f  money w ith  the  p h ys ica l c a p ita l .  Since 

the  method I  am going to  fo l lo w  is  more d ir e c t  than the  im p lic a tio n s  

o f  the  hypo thes is  as suggested by equa tions (5 .1 ) and (5 .2 )  above, I  

would use a p ro d u c tio n  fu n c tio n  approach. The arguments in  the  

p ro d u c tio n  fu n c t io n ,  as o r g in a l ly  used f o r  the  U.S. da ta  1929-1967, by 

A. S in a i and H.H. Stokes®, were, c a p ita l s to ck , la bo ur in p u t and rea l 

ba lances. The p a r t ic u la r  type  o f  p ro d u c tio n  fu n c tio n  they  used, a f te r  

a llo w in g  f o r  n e u tra l te c h n ic a l progess, was o f  th e  Cobb-Douglas type . 

Now th e  problem w ith  C-D p ro d u c tio n  fu n c tio n  is  th a t  i t  r e s t r ic t s  the

A. S in a i and H.H. S tokes, "Real Money Balances : An O m itted 
V a r ia b le  from  the  P roduction  F u nc tio n? ", Review o f  Economics and 
S t a t is t i c s . 1972, V o l .54, p p .290-296.
--------------  "Real Money Balances : An O m itted V a r ia b le  from  the
P roduction  fu n c tio n ?  -  A R e p ly ", R E S ta ts . 1975, V o l .57, p p .247- 
252.
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degree o f  s u b s t itu t io n  to  a p a r t ic u la r  va lue ( u n ity )  w h ile  I  am 

te s t in g  i t  f o r  ano the r (z e ro ) .  But th e  zero e la s t ic i t y  o f  s u b s t itu io n  

in  the  case o f  our hypotheses;here is .be tw een p h ys ica l c a p ite lJ a n d  re a l 

balances and no t between p h y s ic a l c a p ita l and la bo u r. T h is  would then 

a llo w  us to  use CD p ro d u c tio n  fu n c tio n  as w e ll as any o th e r ,  CES, fo r  

example. Or, to  pu t th e  same p o in t s l i g h t ly  d i f f e r e n t ly ,  the  

g e n e ra lity  o f  th e  CES p ro d u c tio n  fu n c t io n  may have some m e rits  o f i t s  

own compared to  the  CD, but f o r  the  problem a t  hand here, i t  is  no t so 

re le v a n t. One can te s t  f o r  com p lem entarity  between p h ys ica l c a p ita l 

and rea l ba lance, le a v in g  the  e la s t ic i t y  o f  s u b s t itu t io n  between labour 

and c a p ita l take any p a r t ic u la r  v a lu e , o r  even be v a r ia b le ,  as in  the  

VES p ro d u c tio n  fu n c t io n .  T h is  is  the  th e o re t ic a l ju s t i f i c a t io n  to  use 

the  CD p ro d u c tio n  fu n c t io n .  The e m p ir ic a l j u s t i f i c a t io n  is  p rov ided  by 

the  work o f  Kazi and Odama (o p .c i t . ,  1981) who found th e  CD case to  be 

more fre q u e n t than any o th e r type  in  the  c o n te x t o f  N ig e ria n  

m anufactu ring  in d u s tr ie s .

A f te r  the  i n i t i a l  work o f  S in a i and Stokes, th e re  were many more? 

a ttem pts  to  es tim a te  th e  same re la t io n s h ip s  w ith  more re finem en ts  added 

in .  One such re fin em e n t, which I  would in c o rp o ra te  is  by Ben-Zion and

U. Ben-Zion and V.W. R a ttan , "Money in  th e  P roduc tion  fu n c tio n  : 
An In te rp re ta t io n  o f  E m p irica l R e s u lts " , R E S ta ts . 1975, V o l .57, 
p p .246-247.
M.S. Khan and P .J . K o u ri, "Real Money Balances as a F ac to r o f
P roduction  : A Comment", R E S ta ts . 1975, V o l.57, p p .244-246.
W.J. Boyes and D.C. Kavanaugh, "Money and the  P roduc tion  F unction  
; A te s t  o f  S p e c if ic a t io n  E r ro rs " .  R E S ta ts . 1979, V o l .61, 
pp.442-446.
G. Subrahmanym, "Real Money Balances as a F ac to r o f  P ro d u c tin : 
Some New E vidence", R E S ta ts . 1980, V o l.60, p p .280-283.
H.U. Nguyen, "Money in  th e  aggregate p ro d u c tio n  fu n c tio n  : re 
exam ination  and fu r th e r  ev id e n ce ". Jou rna l o f  Monev Credit and 
Banking. 1986, V o l . 18, p p .141-151.
P.S. Sephton, "Money in  the  P roduc tion  Function  r e v is i te d " ,
A pp lied  Economics. 1988, V o l .20, p p .853-860.
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Rattan ( o p . c i t . ) .  To quote them:

"The th e o ry  o f  induced in n o v a tio n s , ......... .. sugests th a t

market c o n d it io n s .a f fe c t  th e  demand f o r  In n o va tio n  and th e  re a liz e d  

te c h n ic a l change. S ince money may be regarded as a proxy f o r  s h o r t- ru n  

f lu c tu a t io n s  in  the  aggregate demand, t h is  th e o ry  suggests th a t  money 

a f fe c ts  o u tp u t and te c h n o lo g ic a l changes as a demand fa c to r  ra th e r  than 

as a fa c to r  o f  p ro d u c tio n " . ( ib id .  p .246).

I  v/ould not go as f a r  as th a t ,  bu t take  t h e i r  p o in t on money and 

induced te c h n o lo g ic a l change. I  would fo l lo w  H.V. Nguyen ( ib id .  p . 147) 

in  s p l i t t i n g  up the  param eter f o r  te c h n o lo g ic a l change between induced 

and autonomous p a rts  and keep th e  ra te  o f  change o f  money as the  proxy 

f o r  causing induced te c h n o lo g ic a l change and a lso  keep th e  le v e l o f  

rea l money as a speara te  item  in  the  aggregate p ro d u c tio n  fu n c tio n .

Let me now go back to  the  N ig e ria n  scene and see what sp e c ia l 

ad justm ents one needs to  the  te s t in g  procedure. In  cha p te r 3, I  noted 

th re e  d i f f e r e n t  tim e  pe rio ds  in  th e  recen t past where s t ru c tu ra l 

changes may be assumed to  have occu rred in  th e  economy. I f  th a t  is  so, 

the  te s t in g  can be conducted on th e  th re e  d i f f e r e n t  p a r ts  in  our sample 

pe rio d  : ( i ) P re -o i1 (1960-1969), ( i i )  O il boom (1970-1980) and ( i i i )  

Depression (1981-1987). But th e  problem here l ie s  on th e  number o f 

o b s e rv a tio n s . The da ta  be ing annua l, we w i11 no t have much degrees o f 

freedom in  te s t in g  th e  hypo thes is  in  d i f f e r e n t  fo rm a ts  in v o lv in g  a 

number o f  independent v a r ia b le s .  The way ou t is  to  use dummy 

v a r ia b le s ,  which cou ld  a ls o  te s t  th e  s t ru c tu ra l change as a 

h yp o the s is , ra th e r  than a s s e r tin g  i t  in  th e  assumptions o f  th e  method 

ju s t  de scribed .

Of course, one can conduct a Chow te s t  to  check i f  th e  s tru c tu re  

o f  the  economy has been changing ove r th e  th re e  p e rio d s , in  term s o f
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the  s t a b i l i t y  o f  the  re le v a n t param eters o r c o e f f ic ie n ts .  But, here 

aga in , the  degrees o f  freedom in  th e  s m a lle r tru n c a te d  cases would pose 

a problem. However,: s u ita b le  s p e c if ic a t io n  o f  th e  dummy: variab le®  can 

te s t  i f  the  supposed change in  s tru c tu re  a ffe c te d  the  in te rc e p ts  and /o r 

the  s lopes o f  the  re le v a n t re la t io n s h ip s .  I  w i l l  de sc rib e  i t  in  

g re a te r d e ta i ls  when I  come a l i t t l e  c lo s e r  to  ap p ly in g  i t .

Let me presen t the  p a r t ic u la r  equa tion  and propose how the  

hypo thes is  f o r  com p lem entarity  is  go ing to  be te s te d . The aggregate 

p ro du c tion  fu n c tio n  can be presented as fo llo w s :

Q = A l“  m^ u   ( 6 . 6 )

where Q = re a l o u tpu t

L = labour in p u t

K = c a p ita l in p u t

m = re a l balance in p u t 

t  = tim e

a ,B,Y are the  correspond ing e la s t ic i t ie s

A = ra te  o f  n e u tra l te c h n ic a l progress

and u = e r ro r  term .

Equation ( 6 . 6 ) can f i r s t  be estim a ted  in  f u l l ,  in  the  lo g - l in e a r  

form . The re s u lt in g  e la s t ic i t ie s  can then be compared w ith  another 

v e rs io n  o f  equa tion  ( 6 . 6 ) ,  w ith o u t re a l balance in  i t .  The e la s t ic i t y  

f o r  ph ys ica l c a p ita l ,  i f  i t  remains the  same in  the  two cases, would 

then id ic a te  com plem entarity  between re a l balance and ph ys ica l c a p ita l .  

T h is  would enable me to  te s t  th e  hypo thes is  d i r e c t ly .

S t r i c t l y  speaking, s in ce  a l l  the  rep o rted  D-W ta b le s  are 
r e s t r ic te d  to  s ix  e x p la n a to ry  v a r ia b le s  in c lu d in g  the  constan t 
term , I  can o n ly  c la im  t h is  f o r  the  th re e  s m a lle r models. But a 
casual look a t the  D-W ta b le  would convince anyone o f  the  d^, d^ 
va lues change s lo w ly  as one moves h o r iz o n ta lly  across the  ta b le ,  
w ith  h ig h e r numbers o f  e xp la n a to ry  v a r ia b le s .
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Let me now in tro d u ce  the  re finem ents  in d ic a te d  e a r l ie r .  F ir s t  is  

the  case o f  te c h n o lo g ic a l change. F o llow ing  Ben-Zion and Ruttan (1975) 

and Nguyen (1985) .1 re w rite , e q u a tio n ^ (6 .5 )  as fo llo w s

q = A f  u' . .  . .  (6 .7 )

where A = 6 + t r . C ^ )

The te c h n o lo g ic a l change is  now s p l i t  up in to  two parts : (a )

autonomous te c h n o lo g ic a l change, <5 and ( i i )  induced te c h n o lo g ic a l 

change, r . ^  . These changes can both be considered s im u ltan eou s ly  

o r se p a ra te ly  f o r  one o r the  o th e r.

Next, le t  me address the  qu es tion  o f  s t ru c tu ra l change, as 

a lre a d y  in d ic a te d  above. The th re e  c iv i l - w a r  years are ra th e r  s t r a ig h t  

fo rw a rd . I  can always use a dummy v a r ia b le  to  take  account o f  the  war

tim e  d is tu rba nces  and, more s p e c i f ic a l ly ,  o f  the  e x lu s io n  o f  the  

easte rn  s ta te s  in  th e  da ta c o l le c t io n  process d u rin g  th a t  tim e . T h is  

would im ply the  re le v a n t reg ress io n  ’ in te rc e p ts ’ to  have s h if te d  fo r  

those years. But a s t ru c tu ra l change may a lso  a f fe c t  the  ’ s lo p e s ’ , o r 

the  na tu re  o f  response o f  the  dependent v a r ia b le  due to  changes in  the  

independent v a r ia b le s . Let us fo l lo w  G u ja ra ti (1982) in  i l lu s t r a t in g  

th e  p o in ts . But I  use t h is  example o f  a m u lt ip le  re g re ss io n , ra th e r  

than the  r e s t r ic te d  case o f  one independent ( i . e .  o th e r than the  

in te c e p t te rm ) v a r ia b le ,  as used in  the  tex tbo ok  (G u ja ra t i,  1982, 

o p .c i t .  p p .295-298).

There are fo u r  p o s s ib i l i ie s  in  th e  event o f  a supposed s t ru c tu ra l 

change : ( i )  no change in  in te rc e p t o r the  s lopes , ( i i )  change in  

in te rc e p t a lone, ( i i i )  changes in  the  s lopes , a lone and ( iv )  changes 

both in  the  in te rc e p t and in  the  s lopes . Let me take  the  la s t  

p o s s ib i l i t y  and assume th a t  th e re  has been o n ly  one se t o f  s t ru c tu ra l
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changes in  the  economy. For example, in  our case, I  can draw the  l in e  

ju s t  a f t e r  the  c i v i l  war in  1969/70 and presume th a t  to  be the  p r e - o i l  

p e rio d  o f  the  N ig e ria n  economy, i;.e . between ,1,960/64. to  1969/70 w ith in  

our sample pe rio d  and the  tim e a f t e r  th a t  as the  p o s t -o i l  p e rio d . I f

t h is  s t ru c tu ra l change has to  be accounted f o r  in  th e  e m p ir ic a l te s t in g

under the  fo u r th  p o s s ib i l i t y  above, remembering th a t  I  do not have 

enough o b se rva tio n s , f o r  a t le a s t the  f i r s t  e ra , to  es tim a te  d i f f e r e n t  

se ts  o f  reg ress ion  equa tions l i k e ,  f o r  example, the  U.S. case, I  have 

to  es tim a te  a reg ress io n  equa tion  as fo llo w s ;

= “ o + Vi "  * l i  "  ¥ ” 1 + Y g  (D ,X 2 , )

+ ® l * 3 i  ^ ' 2  ( “ i * 3 i >  + " i  • •  - ,  • •  ( 6 . 8 )

where, = annual re a l GDP ;

= C a p ita l s tock  a t  the  m iddle o f  the  same yea r ;

Xgj = Average employment f o r  the  yea r ;

X3. = Average va lue  o f  th e  re a l money s tock  (narrow  o r broad)

fo r  the  year; 

and u. is  the  e r ro r  term .

D. = 1 when the  year is  in  p o s t -o i l  e ra ,

= 0 o th e rw ise  ( i . e .  th e  year is  in  the  p r e - o i l  e ra )

T h is  im p lie s , w ith  the  usual assumption o f  E (u-) = 0 ,

E ( Y / 0 .  .  o , X j ^ )  = %  + ; i X ^ ,  + Y^Xg^ + « ^ X ; .  . .  . .  ( 6 . 9 )

E ( Y . / D ,  = 1 ,  X j . )  = +  t i j )  + ( S j  +  8g)  X j ,  + ( Y j  +Yg)  X^,.

(<S 2 + 6 2 ) X3 . . .  . .  ( 6 . 1 0 )

In  t h is  model, "  a j  is  th e  d i f f e r e n t ia l  in te rc e p t,  andgg ( y g and6 ^
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here as w e ll)  is  the  DIFFERENTIAL SLOPE COEFFICIENT(s) "

(G u ja ra t i,  1982, p .297). "  (T)he in tro d u c t io n  o f  the  dummy

v a r ia b le  D: in  th e  MULTIPLICATIVE:form   .enables us .to  d i f f e r e n t ia te

between s lope c o e f f ic ie n ts  o f  the  two groups, ju s t  as th e  in tro d u c tio n  

o f  the  dummy v a r ia b le  in  th e  ADDITIVE FORM enabled us to  d is t in g u is h  

between the  in te rc e p ts  o f  th e  two groups" (G u ja ra t i,  ib id ,  p .297).

T h is  procedure w i l l  enable us to  te s t  f o r  the  hypo thes is  o f  a 

s t ru c tu ra l change in  term s o f  th e  in te rc e p t ( s t a t is t i c a l  s ig n if ic a n c e  

o f  a and /o r o f  the  s lopes (s ig n if ic a n c e  of g and 6 g)

I t  is  now p o s s ib le  to  combine a l l  the  d i f f e r e n t  aspects o f  the  

proposed te s t in g  in  one se t o f  re s u lts .  To re c a p itu la te ,  the  main 

in te re s t  o f  the  experim ent is  to  dec iphe r the  p o s s ib le  e x is te nce  o f 

com plem entarity  between re a l balance and p h ys ica l c a p ita l .  In  th a t  

endeavour, I  cannot ig no re  the  s tro n g  p o s s ib i l i t y  o f  a s t ru c tu ra l 

change, the  economy m ight have been undergoing. A t the  same tim e , the  

growth o f  ou tp u t is  a lso  due to  te c h n o lo g ic a l changes in  a d d it io n  to  

the  c o n tr ib u t io n s  from the  th re e  factors: c a p ita l ,  labour and rea l 

balance. In  a l l  the  re s u lts  th a t  I  re p o rt in  the  fo llo w in g  ta b le s , 

these th re e  themes are to  be discussed in  d e ta i ls .  The progress o f  my 

re p o r t in g  the  re s u lts  would fo l lo w  the  method o f  p o s it iv e  economics. 

I  w i l l  move on to  v a rio u s  types o f  te s t in g  on the  bas is  o f  the  

knowledge from  the  e a r l ie r  round. For example, i f  some re s u lts  

in d ic a te  ne ga tive  p ro d u c t iv i ty  o f  a fa c to r  o f  p ro d u c tio n , a t t h is  

aggregate o r macro le v e l,  I  can s a fe ly  say th a t  i t  is  l i k e ly  to  be 

wrong. T h is  cou ld  be due to  the  way the  p a r t ic u la r  da ta  have been 

d e fin e d , ra th e r  than th a t  fa c to r  having reached a le v e l where i t s  

m arg ina l p roduct is  n e g a tive .

Such is  the  case w ith  c a p ita l measured on the  bas is  o f  a constan t
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ra te  o f  d e p re c ia tio n  and an i n i t i a l  c a p ita l-o u tp u t  r a t io  (de scribe d  

e a r l ie r ) .  In  a l l  the  v e rs io n s  o f  th e  te s ts  ( i . e .  d i f f e r e n t  types o f  

te c h n o lo g ic a l xhange and /o r- d i f f e r e n t  trea tm e n ts  f o r  s t ru c tu ra l 

changes) t h is  measure o f  c a p ita l s tock  has always been in d ic a t in g  

nega tive  ou tpu t e la s t ic i t y  ( s ig n i f i c a n t ly ) , which cou ld  not p o s s ib ly  be 

r ig h t .  So I  use a d i f f e r e n t  measure f o r  c a p ita l ,  i . e .  gross investm ent 

i t s e l f .  In  term s o f  the  above equa tions (6 .6 ) o r (6 .7 ) ,  I  have to  

rep lace the  argument o f  log  K, by log  ( ^ )  which is  log  I .  Th is  

tra n s fo rm a tio n , o r th e  use o f  gross investm ent as a proxy fo r  c a p ita l 

s to ck , data fo r  which are not e a s ily  a v a ila b le ,  in d ic a te s  some s e n s ib le  

re s u lts  which are not o b v io u s ly  wrong as the  re s u lts  from the  

’ m anufactured ’ c a p ita l s tock  tim e  s e r ie s , would in d ic a te .

Let me now presen t the  f i r s t  se t o f  re s u lts  in  Tables 6.1 and 

6 ,2 , where I  assume no autonomous o r induced te c h n o lo g ic a l change, but 

two se ts  o f  s t ru c tu ra l changes. T he re fo re , I  d iv id e  the  whole tim e 

in to  th re e  sub -pe riod s , as a lrea dy  in d ic a te d , in to  : ( i )  p r e - o i l  (1961- 

1969); ( i i )  o i l  boom (1970-1980) and ( i i i )  depression (1981-1987) and 

make allow ance f o r  change o n ly  in  the  in te rc e p t and not in  the  s lopes. 

S ince th e re  are th re e  d i f f e r e n t  types o f  s t ru c tu re s ,  I  need o n ly  two 

dummy v a r ia b le s  on t h is  count and I  a lso  use a c iv i l - w a r  dummy fo r  the  

f is c a l  years s ta r t in g  on 1967, 1968 and 1969. To s p e ll i t o u t  : f o r  the  

f i r s t  s t r u c tu ra l dummy, I  have o b se rva tions  o f  ones f o r  th e  years 1970 

to  1980, zeroes elsewhere and f o r  th e  second s t r u c tu r a l dummy, I  have 

ones fo r  the  years 1981 to  1987 and zeroes elsewhere. Such p o in ts  may 

not be t o t a l l y  t r i v i a l  to  no te , s in ce  the  way one pu ts th e  1 ’ s and o ’ s 

would determ ine which way the  in te rc e p t is  expected to  s h i f t  in  a 

p a r t ic u la r  pe rio d  and a lso  from  what base. For th e  t h i r d  ( c i v i l  war) 

dummy, I  use 1’ s f o r  the  th re e  a ffe c te d  years, and o ’ s elsewhere.
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Table 6.1 Aggregate Production Function With and Without Narrow Money,
Model I .

Tog Q = lo g  A + otlog L + g lo g  K + y l o g + + \ 6 2 Db *  ^ 3 ^ 3  *

W ith  Money W ith o u t  Money

lo g  A 6 .8 5 9 3 7 .3 6 2 5

( 1 3 . 4 6 ) ( 2 6 . 9 3 )

0 .1 2 0 2 0 .2 7 2 0
a

( 0 . 7 6 ) ( 3 . 0 3 )

0 .2 1 4 0 0 .1 8 9 7
B

( 3 . 7 2 ) ( 3 . 5 0 )

Y 0 .1 1 6 9 -

( 1 .1 7 )  

0 .2 7 3 7 0 .2 6 9 9
«1

( 4 . 4 8 ) ( 4 . 3 8 )

0 .2 3 2 2 0 .2 1 8 6
Ù2

( 2 . 2 9 ) ( 2 . 1 6 )

- 0 . 0 6 1 8 - 0 . 0 7 6 9
«3

( 1 . 3 3 ) ( 1 . 7 0 )

R = .9 8 .97 87

S .E .E . .0 6 .0 6

D.W. 2 .4 9 9 5 2 .6 6 2 3

Numbers in  pa re n th e s e s  a r e  th e  co rre s p o n d in g  t - v a l u e s .
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Table 6.2 Aggregate Production Function with and without Broad Money,
Model I .

log Q = lo g  A + a lo g  L + g  lo g  K +Y lo g  ^ ^3^3 """

W ith  money W ith o u t  money

6.637 7 .3 6 2 5
log A

( 1 2 . 0 2 )  ( 2 6 . 9 3 )

0 .0 8 1 2  0 .2 7 2

( 0 . 5 3 )  ( 3 . 0 3 )

0.2293 0 .1 8 9 7
B

( 3 . 9 0 )  ( 3 . 5 1 )

Y 0 .1 4 3 5

( 1 .5 0 )

0 .2 4 9 1  0 .2 6 9 9

( 4 . 0 6 )  ( 4 . 3 8 )

0 .2 0 1 4  0 .2 1 8 6
Ô2

( 2.03) ( 2.16)

- 0 . 0 6 9 4  -0.0769
'S3

( 1.57) ( 1.7)

R  ̂ . 9 8 0 8  .9787

S .E .E .  .0 6  .06

D.W. 2 .4 6 8 5  2 .6 6 2 3

Numbers in  parentheses are the  correspond ing t-v a lu e s .
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To conduct the  ’ com p le m e n ta rity ’ te s t  the  p ro d u c tio n  fu n c tio n  in  

equa tion  6.1 has been es tim a ted  (w ith o u t the  tre n d  v a r ia b le )  w ith  and 

w ith o u t re a l balance in  i t .  The e x p e c ta tio n  is  th a t  i t  would keep th e  

ou tpu t e la s t ic i t y  o f  p h ys ica l (o r  re a l)  c a p ita l same on both the  cases, 

i f  the  hypo thes is  o f  rea l balance and rea l c a p ita l be ing complement 

assets is  to  be c o n s is te n t w ith  th e  evidence.

Let me now examine the  param eters in  Tables 6.1 and 6 .2 . For

the  narrow money (m^) case in  Table 6.1 a l l  the  fo u r  models in d ic a te

la ck  o f  p o s it iv e  a u to c o rre la t io n  a t 5% le v e l o f  s ig n if ic a n c e ,  and they 

have reasonably h igh R^- va lue s . The f i r s t  p o in t to  no te , to  check the  

com plem entarity  hyp o the s is , is  th e  va lue o f  B in  the  f i r s t  two columns.

They are reasonably c lo se  to  0 .2 , le t  us say and both o f  them are

s ig n i f ic a n t ly  d i f f e r e n t  from  zero . But we do need a c r i t e r io n  o r a 

s t a t i s t i c  to  te s t  i f  the  d if fe re n c e  is  s ig n i f ic a n t  o r n o t. For th a t  

purpose, one may use a t - s t a t i s t i c  to  check® i f  the  sample means fo r

P.O. H oel, In tro d u c t io n  to  M athem atical S t a t is t i c s . T h ird  E d it io n ,  
1964, John W iley , p p .276-279.
For te s t in g  the  d if fe re n c e  betwen two means, one can use the  t -  
te s t ,

where, t  = (X -  V) -  |

"x^x  ^

h a s  a S t u d e n t ' s  t  d i s t r i b u t i o n  

w i t h  V = n^+n^-2  degrees  o f  freedom .

In  t h i s  case 0 .2 1 4  ; = 27 ;  = 0 .0 0 3 3

and 3y= 0 .1 8 9 7  ; 27 ;  = 0 .0 0 2 9

w i t h  a p p r o p r i a t e  change in  th e  n o t a t i o n s .

275



( Fo o tn o te  9 c o n t in u e d  )

;2 14  -  .18 9 7  /  2 7 .2 7  (27+27 -  2)

z .  y  :7;27
.0891 + .0783 

-  '0 2 4 3  2 6 . 5  = .  1 ;5 7 4
.4091

For 20 degrees o f  f reed o m , t  = 2 .0 8 6

. N u l l  h y p o th e s is ,  ty  = Uy

i s  a c c e p te d ,  im p ly in g  in  t h i s  case,  

th e  v a lu e  o f  By w i t h o u t  money is  

equal to  B w i t h  money.
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th e  co rre p o n d in g  3 -  v a lu e s ,  a r e  s i g n i f i c a n t l y  d i f f e r e n t .  T h e r e f o r e ,  

th e  nul 1- h y p o t h e s is  h e re  i s  3 i  = 3z , a g a in s t  t h e  a l t e r n a t i v e  

h y p o th e s is  3 i  #  3z  • S in c e  ■ t h e  a l t e r n a t i v e  h y p o th e s is  is  one o f  

i n e q u a l i t y ,  I  conduct a t w o - t a i l  t e s t ,  and from  t h e  co rre s p o n d in g  

v a lu e  in  th e  t - t a b l e ,  I  can say t h a t  t h e  nul 1 - h y p o th e s is  i s  a c c e p te d ,

i . e .  3 i  and 62 a r e  no t  s i g n i f i c a n t l y  d i f f e r e n t  f rom  each o t h e r  a t  5% 

l e v e l .  T h is  c o u ld ,  however,  b r in g  in  th e  q u e s t io n  o f  s p e c i f i c a t i o n  

b ia s .

S p e c i f i c a t i o n  b ia s  o r  s p e c i f i c a t i o n  e r r o r  i s  th e  obv ious  problem  

t o  e n co u n te r  when I  propose t o  t e s t  th e  ’ c o m p le m e n t a r i t y ’ h y p o th e s is  in  

th e  above method. To qu ote  G u j a r a t i  ( i b i d .  p . 32 7 )  a g a in ,

" ..........  i f  a r e g r e s s io n  model o m its  a v a r i a b l e ( s )  f rom  th e  model

i n c o r r e c t l y ,  th en  th e  c o e f f i c i e n t s  o f  th e  v a r i a b l e s  in c lu d e d  in  th e  

model a r e  l i k e l y  t o  be b ia s e d  i f  th e  o m it te d  v a r i a b l e ( s )  i s  c o r r e l a t e d  

w i t h  th e  v a r i a b l e s  in c lu d e d  in  th e  m o d e l ."

T h is  co u ld  show up in  th e  a u t o c o r r e l a t i o n  m agn itude o f  th e  model 

where a v a r i a b l e  has been e x c lu d ed  from  i t .  I f  such e x c lu s io n  i s  f a l s e  

th e  e f f e c t  o f  i t s  om iss ion  would be r e f l e c t e d  in  th e  e r r o r  te rm ,  which  

would no lo n g e r  have i t s  assum ption o f  unbiasedness j u s t i f i e d .  Thus,  

t o  examine i f  th e  case in  p o in t  h e re  s u f f e r s  from such a prob lem , I  may 

lo ok  a t  th e  a p p r o p r ia t e  v a lu e s .  F i r s t ,  th e  c o r r e l a t i o n  c o e f f i c i e n t  

between th e  proxy f o r  p h y s ic a l  c a p i t a l  used here  (g ro s s  in v e s tm e n t )  and 

th e  narrow d e f i n i t i o n  o f  r e a l  b a la n c e  (m ,) tu r n s  o u t  t o  be + 0 .5 4 5 1 .  

The c o rre s p o n d in g  f i g u r e  f o r  m^, i s  + 0 .5 0 3 5 .  These v a lu e s  o f  R ,  which  

a r e  j u s t  above 0 . 5 ,  co u ld  be ta k e n  as some e v id e n c e  a g a in s t  th e  

p o s s i b i l i t y  o f  making s p e c i f i c a t i o n  e r r o r .  The o t h e r  e v id e n c e  l i e s  in
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reg ress io n  equa tion  in  Table 6 .1 ; D-W s t a t i s t i c  is  a t 2.6623, which is  

above the  upper l im i t  f o r  th e  evidence o f  p o s it iv e  a u to c o rre la t io n  

(1 .8 6 ) .  O n.both th e s e .c o u n ts , th e re fo re ,  ,one may c la im  t o  have some 

evidence a g a in s t s p e c if ic a t io n  b ia s , when rea l balance (m,) is  excluded 

from  th e  reg ress io n  equa tion  in  Table 6 .1 )

Next, I  look in to  the  q u es tio n  o f  s t ru c tu ra l change. To presen t 

the  hyp o the s is , I  a r t i f i c i a l l y  f i x  a l l  th e  o th e r e xp la n a to ry  v a r ia b le s  

a t zero , and p lo t  log  Q a g a in s t log  L. The graph can be presented in  

f ig u re  6 ,1 . As th e  param eters in  Table 6.1 and th e  diagram ,

f i g . 6.1 suggest, th e  o i l  boom pe rio d  d id  cause an upward s h i f t  in  the  

s tru c tu re  o f  th e  N ig e ria n  economy, so f a r  th a t  s t ru c tu re  can be 

described  by the  broad macroeconomic re la t io n  o f  an aggregate 

p ro d u c tio n  fu n c tio n .  The model a ls o  cap tu res the  downward s h i f t  o f  the  

same re la t io n  from  the  h e ig h t o f  th e  o i l  boom era  to  recess ion  and 

depress ion , when th e  economy had to  a d ju s t to th e  un favou rab le  changes 

in  the  p ro du c tions  and p r ic e s  in  th e  petro leum  s e c to r.

Let me now look in to  the  same param eters in  Table 6 .2 , where the  

o n ly  d if fe re n c e  occurs in  the  d e f in i t io n  o f  rea l balance : in  t h is  case 

I  use the  broader d e f in i t io n  o f  money. Here money in c lu d e s  savings and 

tim e  d e p o s its  w ith  th e  commercial banks, and th e re fo re ,  is  b a s ic a lly  o f 

d i f f e r e n t  na tu re  o f  asse t from  money, de fin e d  na rrow ly  e a r l ie r .  T h is  

d if fe re n c e  is  o f  p a r t ic u la r  im portance to  the  hypo thes is  a t hand, 

because i t  may add to  th e  ’ c o m p e tit iv e ’ e f fe c t  o f  money, ra th e r  than 

the  ’ c o n d u it ’ e f fe c t  (analysed in  Chapter 5, above), s in ce  e x tra  

elem ents in  the  re tu rn  o f  t h is  asse t in  th e  form  o f  in te r e s t  ra te s  to  

be earned would now add to  the  mere l i q u i d i t y  element o f  return, when 

the  narrower ve rs io n  o f  money is  in  use.
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logQ

1981-87
1960-69

8i =.2737 82 = .2322

log A = 6.8593

log L

Fig. 6.1 Structural Change
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For t h is  m odel, th e  re a l balance e la s t ic i t y  o f  o u tp u t would 

change in  the  same experim ent, to  0.2293 from  0.1897. I f  I  now do the  

same te s t  to  see i f  th e  two estimated:, parameters, a re  s ig n i f ic a n t ly  

d i f f e r e n t  o r  n o t, I  come to  the  o p po s ite  c o n c l u s i o n . I f  t h is  

con c lu s ion  is  accepted, the  im p lic a t io n  here is  q u ite  in te re s t in g .  

When money is  de fine d  b ro a d ly , i t  tu rn s  ou t not to  be a complement o f 

ph ys ica l c a p ita l .  But when money is  de fined  n a rro w ly , i t  is .  The 

e x p la n a tio n  o f  t h is  phenomenon has a lrea dy  been g iven above. Since 

broad money has a good deal g re a te r re tu rn  than narrow money, i t  may be 

competing w ith  the  rea l c a p ita l ,  on the  m arg in, to  be inc luded  in  the  

non-government p u b l ic ’ s p o r t f o l io  o f  asse ts . S ince I  am regard ing  

narrow money p lus  the  savings and tim e d e po s its  as asse ts , the  banking 

se c to r is  a lso  excluded here, bu t the  re s t o f the  economy in c lu d in g , 

the  personal and the  company s e c to rs  are in  i t .  A p o in t to  note in  

th is  in te rp re ta t io n  is  the  re a l ra te  o f  re tu rn  on mg. A con s id e rab le  

p a rt o f  the  sample pe rio d  experienced a ra te  o f  in f la t io n  which was 

g re a te r than the  nominal in te r e s t  ra te s  on the  d e p o s its . During such 

tim e s , the  narrow money would s t i l l  have a lower re a l ra te  o f re tu rn  

than the  broad money, even though the  la t t e r  asse t would have the  

ne ga tive  rea l in te re s t  ra te s . One p o s s ib le  way to  m a in ta in  the  e a r l ie r  

con c lu s ion  is  to  in fe r  th a t  people must have had some money i l lu s io n ,  

so th a t ,  even

The correspond ing t - v a lu e  here tu rn s  up to  be 2.525. I f  we take 
the  con ven tiona l 5% s ig n if ic a n c e  le v e l,  t  = 2.086 f o r  a tw o - ta i l  
te s t  as in  fo o tn o te  9, would lead to  a re je c t io n  o f  the  hypo thes is  
th a t  the  two parameters are equa l. A t 1% le v e l,  however, I  can 
accept the  h yp o the s is , s in ce  Pr ( [ t ] >  2 .845) = .005, and the  t -  
va lue here, as a lre a d y  in d ic a te d , is  2.525. O r, to  pu t i t  
d i f f e r e n t ly ,  I  am 95% sure th a t  th e  p o p u la tio n  va lues o f  th e  two 
param eters are d i f f e r e n t ,  though I  cannot be 99% sure . Le t me 
take the  conven tiona l 95%-le v e l here, and conclude th a t  the  two 
parameters are d i f f e r e n t .
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Table 6.3 Aggregate Production Function With and Without Narrow Mo ne y , Model II

log Q = log A + log L + (D̂  log L) + log K + gg (D̂  log K)

+ log + Yg (Dj log m )̂ + 6  ̂Dg + 6 gt + 6 3  ( ^ )  t+U"
t" !

.Sub Models . 1 1' 2 2* 3 3' 4 4 ‘

4 .517 7.216 4 .109 6 .946 7.092 7.354 7 .206 7.404
log A

( 3 .7 5 ) (9.3) ( 3 . 7 8 ) ( 1 0 . 6 3 ) ( 1 1 .3 8 ) (2 9 .2 4 ) ( 1 0 . 1 6 ) (26.97)

3.536 0.535 3.742 0.784 0.276 0.273 0.266 0.261
«1

( 2 .9 9 ) (0 .6 5 ) ( 3 .2 6 ) ( 1 .0 9 ) ( 4 .6 1 ) (4.67) ( 3 .9 6 ) ( 4 .0 9 )

0 .761 1.26 0.759 1.264 0.152 (1.225 0 .12 0 .1 6“2
( 1 .4 6 ) ( 2 .1 3 ) ( 1 . 4 7 ) ( 2 .1 7 ) ( 0 .9 1 ) ( 4 .6 8 ) ( 0 . 6 3 ) ( 1 . 1 1 )

-0 .5 6 7 - 1 .1 4 4 -0 .5 1 1 - 1 .0 5 5
«3

( 1 .0 4 ) ( 1 .8 8 ) ( 0 .9 5 ) (1 .8 )

- 0 .2 4 -0.267 - 0 .2 0 3 -0.232 0.225 0 .213 0.24 0 .237
3 l

(0.95) ( 0 .8 9 ) ( 0 .8 3 ) ( 0 . 8 ) ( 6 .0 8 ) ( 8 .1 6 ) ( 4 .2 9 ) ( 4 .4 2 )

0 .4 8 0.513 0 .41 0 .442
62

(1.81) ( 1 .6 3 ) ( 1 .6 5 ) ( 1 .5 1 )

0 .576 0 .596 0 .059 0 .042
Yl

( 2 .8 9 ) ( 3 .0 4 ) ( 0 .4 6 ) ( 0 . 3 )

- 0 .6 5 - 0 .6 2 9
Y2

( 3 .0 3 ) ( 2 .9 8 )

f i l
- 0 .2 7 5 -0.297 -0 .2 4 8 -0.273 - 0 .0 6 6 - 0 .0 7 4 - 0 .0 7 3 - 0 . 0 8

( 2 .6 3 ) ( 2 .4 1 ) ( 2 .5 2 ) ( 2 . 3 5 ) ( 1 .4 1 ) ( 1 . 7 8 ) ( 1 .4 2 ) ( 1 . 8 2 )

0 .007 0.006 0 .003 0 .004
62 - - -

( 0 .8 2 ) ( 0 .6 7 ) ( 0 .3 7 ) ( 0 .5 1 )

0 .006 0.006 0 .005 0.006 0.005 0 .006 0.005 0 .006
6 3

( 1 . 1 4 ) ( 1 .3 0 ) ( 1. 00) (1.39) ( 0 .8 1 ) ( 1 . 4 5 ) ( 0 .8 5 ) ( 1 . 3 9 )

R 2 .9899 .9838 .9895 .9834 .9803 .9801 .9805 .9804

S.E.E. .05 .06 .05 .05 .06 .06 .06 .06

D.W. 2.902 2.658 2.883 2 .73 2 .538 2.581 2.501 2 .51

Numbers in parentheses are the corresponding t-values
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i f  the  rea l ra te  o f  re tu rn  o f  broad money was n e g a tive , they regarded 

i t  as a s u b s t itu te  asse t to  investm ents in  the  p h ys ica l c a p ita l ,  s in ce  

the  nominal, re tu rn  was «always p o s it iv e ,  and the  l i q u id t y  o f  mg added 

fu r th e r  to  i t s  a t t ra c t iv e n e s s .

Let me now move on to  the  next s e t o f  r e s u lts ,  rep o rted  in  Tables 

6 .3 and 6 .4 . For each d e f in i t io n  o f  rea l ba lance, narrow (Table 6 ,3 ) 

and broad (Table 6 .4 ) ,  I  now a llo w  fo r  s t ru c tu ra l changes which would 

a f fe c t  both the  in te rc e p t and the  s lopes o f  the  estim a ted  reg ress io n  

eq ua tion s . A t the  same tim e , the  te c h n o lo g ic a l changes are to  in c lud e  

elements o f  both autonomous and demand-induced changes. These e x tra  

c o n s id e ra tio n s  are used to  check on our o r ig in a l hypo thes is  o f  the  

com plem entarity  o f  money w ith  the  ph ys ica l c a p ita l .  Thus fo r  each 

d e f in i t io n  o f  rea l ba lance, I  can have fo u r  p a irs  o f  sub-models : ( i )  

wide s t ru c tu ra l changes w ith  wide te c h n o lo g ic a l changes (1 and 1 ' in  

Tables 6.3 and 6 .4 ) ;  ( i i )  w ide s t ru c tu ra l changes w ith  narrow 

te c h n o lo g ic a l change (o n ly  demand-induced) -  sub-models 2 and 2 ' ;  ( i i i )  

narrow s t ru c tu ra l change (a f fe c t in g  in te rc e p t o n ly )  w ith  narrow 

te c h n o lo g ic a l change (demand induced o n ly )  -  sub-models 3 and 3' and 

( i v )  narrow s t ru c tu ra l change ( in te rc e p t  o n ly )  w ith  narrow 

te c h n o lo g ic a l change -  sub-models 4 and 4‘ . The ra t io n a le  behind these 

fo u r  d i f f e r e n t  com binations o f  th e  sub-models are to  be found in  

equa tions 6.7 to  6.10 above. Another p o in t to  note in  these se ts  o f  

re s u lts  is  th a t  the  e n t ir e  h is to r ic a l  pe rio d  here is  d iv id e d  in to  two 

s t ru c tu ra l phases : p r e - o i l  and p o s t - o i l ,  u n lik e  the  e a r l ie r  cases o f 

Tables 6.1 and 6.2,  when th re e  such phases ( p r e - o i l ,  o il-boom  and 

depress ion ) were a llow ed fo r ,  bu t o n ly  in  the  case o f  a r e s t r ic t iv e  

s t ru c tu ra l ( in te r c e p t  o n ly )  change and w ith o u t any te c h n o lo g ic a l 

change.
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W ith a l 1 these rem inders, I  have now the  chance to  look a t  the

numbers, and le t  me s t a r t  w ith  th e  com plem entarity  hypo thes is  f o r

narrow money .in  .Table 6 .3 . The va lues  f o r  61 in  t,he sub-models i  & T

and 2 & 2 ' are ra th e r  c lo se  to  each o th e r ,  though they  have th e  wrong

s ign  and, in  any case, s t a t i s t i c a l l y  in s ig n i f ic a n t .  Le t me th e re fo re  

con cen tra te  on the  va lues o f  3 i in  3 & 3 ' and 4 & 4' and a lso  o f  gg 

in  1 & 1 ' and 2 & 2 ' . But be fo re  I  do so, i t  may be noted th a t  even 

though the  hypo thes is  o f  s t r u c tu r a l change in  the  s lope o f  c a p i ta l -  

v a r ia b le  f a i l s  in  t h is  t e s t ,  the  ne t va lues fo r  (3 2 -3 i)  in  1 & 1' and 

2 & 2' come c lose  to  the  va lues o f  3i alone in  3 & 3' and 4 & 4' -  as 

i t  should.

When I  leave ou t the  re a l balance v a r ia b le  in  th e  equa tions  1 ',  

2 ' ,  3' and 4' , the  c a p ita l e l a s t ic i t y  o f  aggregate o u tp u t remains 

p r a c t ic a l ly  unchanged, thus c o n firm in g  our o r ig in a l hypo thes is  o f  

com plem entarity  between these two i n p u t s . I f  I  now look f o r  th e  o th e r 

fe a tu re s  o f  the  re s u lts ,  one p o in t comes out c le a r ly  f o r  the  c a p ita l 

and labour in p u ts  on the  s t ru c tu ra l change element o f  the  te s t in g .  I f  

t h is  change was supposed to  have a ffe c te d  the  s lope c o e f f ic ie n ts  as 

w e ll,  f o r  c a p ita l and labour i t  has not done so ’ s ig n i f i c a n t ly ’ , 

whereas fo r  re a l ba lance, i t  has done so adve rse ly .

The t -v a lu e s  are as fo llo w s :
( i )  case 1 & 1' (gg)
( i i )  case 2 & 2' ( g j
( i i i )  case 3 & 3 ' ( g j )
( i v )  case 4 & 4' (g^)

t  = 0.4164
t  = 0.4224
t  = 1.3391
t  = 0.2237

Since a l l  the  above va lues are le ss  than 2.12 ( f o r  16f a t 5% 
le v e l f o r  a 2 - t a i l  t e s t )  I  can accept the  n u ll hyp o the s is  in  each 
case th a t  th e re  is  no d if fe re n c e  in  the  correspond ing  va lues 
when the  re a l balance argument is  taken o f f  th e  reg ress io n  
eq ua tion .
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There is  a h in t  th a t  th e  s t r u c tu r a l change in  th e  p o s t -o i l  pe rio d  

has reduced the  labour e la s t i c i t y  o f  o u tp u t (n e g a tive  va lues o f  in  

Table 6 .3 ) ,  a f te r  th e  change due t o  te c h n o lo g ic a l improvement has been 

accounted f o r .  The re s u lts  f o r  re a l-b a la n c e  are e x a c t ly  s im i la r ,  

though more robus t ( s ig n i f ic a n t ly  n e ga tive  va lues f o r  Y2 ) .  whereas the  

e f fe c t  on the  c a p ita l e l a s t ic i t y  is  p o s it iv e  (va lues  of gg ) .  But a l l  

these va lues are not c o n s is te n t ly  s ig n i f ic a n t ,  thus  denying me th e  

o p p o rtu n ity  o f  a le g it im a te  c o n c lu s io n , except in  th e  case o f  real 

balance. The presence o f  th e  te c h n o lo g ic a l change v a r ia b le s  m ight have 

caused some o f  these ’ in s ig n i f ic a n t ’ re s u lts ,  when the  ra te  o f  change o f  

re a l balance i t s e l f  is  p resen t as a proxy f o r  th e  demand s id e  o f  the  

economy, in duc ing  change in  the  tech no log y . The ’ in te r c e p t ’ e f fe c t  o f  

the  s t ru c tu ra l change as cap tured by a i parameter in  Table 6 .3 , has 

been s ig n i f ic a n t  w ith  th e  r ig h t  s ig n  everywhere except in  1' and 2 ' .  

The c iv i l - w a r  dummy (Dg^ has a ls o  been s ig n i f ic a n t  in  most cases, and 

always w ith  the  expected s ig n . But I  f a i  1 to  ge t th e  same type  o f  

r e s u lt  as Nguyen ( ib id .  p . 150), who concluded f o r  th e  US da ta o f  h is  

tim e pe rio d s :

" .........  the  re s u lts  in v a lid a te  th e  idea th a t  tre n d  is  a proxy fo r

money; ra th e r ,  they  suggest th e  reve rse , th a t  money is  a proxy fo r  

tre n d , e s p e c ia lly  when i t  is  grow ing r a p id ly . "

N e ith e r does my evidence from  th e  N ig e ria n  da ta  co n firm  " .........

th a t  the  mecahnism by which money e n te rs  the  aggregate p ro d u c tio n  

fu n c tio n  is  in  th e  c o n tr ib u t io n  o f  i t s  growth ra te  to  p ro d u c t iv ity  

growth" (Nguyen, ib id .  p . 148). T h is  I  say, because 63 in  Table 6.3 

has never been s ig n i f ic a n t ,  whether tre n d  has been used a long w ith  i t ,  

o r  w ith o u t.  Maybe th e  tre n d  is  c a p tu r in g  th e  e f fe c t  f o r  money, though 

I  have no t any r e s u lt  s u p p o rtin g  th a t  e ith e r, as in  the case o f  S in a i
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and Sokes (1972). But th e re - is  ve ry  good s t a t is t i c a l  j u s t i f i c a t io n  to  

keep rea l balance in  the  p ro d u c tio n  fu n c t io n ,  as suggested by the  

es tim a tes  ,o f y i sub-models :1; and ,2.

A l l  the  above comments about Table 6.3 can be repeated f o r  Table 

6.4,  q u a l i t a t iv e ly ,  though es tim a te s  o f  c e r ta in  param eters and t h e i r  

s ig n if ic a n c e  le v e ls  would be d i f f e r e n t  q u a n t i ta t iv e ly ,  as one would 

expect. One im p o rtan t q u a l i t a t iv e  d if fe re n c e , however, is  the

r e je c t io n  o f  the  com plem entarity  hypo thes is  in  the  sub-models 3 and 3' 

where the  es tim a tes  o f  are s ig n i f ic a n t ly  (5% le v e l)  d i f f e r e n t .

T h is  cou ld be in te rp re te d  as a fu r th e r  evidence o f  broad money being a

s u b s t itu te  f o r  p h ys ica l c a p ita l ,  though th is  con c lu s ion  is  re je c te d  fo r  

the  case o f  sub-models 4 and 4 '.  The problem here may be due to  the  

presence o f the  tim e tre n d  in  the  la t t e r  case. The h igh c o r re la t io n  

c o e f f ic ie n t  betv/een the  tre n d  v a r ia b le  and log m̂  (.9511) and log mg 

(.9742) has been the  source o f  m u l t ic o l1in e a r i t y  in  cases whenever rea l 

balance and tre n d  have been used to g e th e r in  some o f  th e  models above.

Let me e n l is t  the  con c lus ions  o f  the  te s t  repo rted  in  t h is

cha p te r.

( i )  There is  evidence to  suggest narrow money to  be complement 

to  p h ys ica l c a p i t a l .

( i i )  Broad money, however, cou ld be a s u b s t itu te  o f  p h ys ica l 

c a p i t a l .

( i i i )  The o i l  boom pe rio d  (1970-80) has s h if te d  th e  p ro d u c tio n  

fu n c tio n  upward from  th e  p r e - o i l  pe rio d  (1960-69), bu t t h is  upward 

s h i f t  i t s e l f  has d im in ished  d u rin g  th e  depression years (1981-87).

( i v )  There is  no d e f in i te  evidence th a t  the  s t ru c tu ra l change(s) 

in  the  economy have in flu e n c e d  th e  in p u t ( la b o u r, c a p ita l o r  money) 

e la s t ic i t y  o f  aggregate o u tp u t, except in  the  case o f  re a l balance
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Table 6.4 Aggregate Production Function With and Without Broad Money, Model II

lo g  Q = lo g  A + otj^D^ + 

+ Y j l o g

Oglo g  L + a 

mg + Y 2 ( D j

2 (D^ lo g  L) + lo g  K 

lo g  mg) +6282 + 4 g t +‘«3

+ Bg (D j  lo g  K)

('^'^2) t + U ‘ "  
m2

.Sub-models 1 , 1 ' 2 2 ' 3 3' 4 4 '

5 .513 7.145 5.089 6 .958 6 .978 7.358 6 .935 7.388
lo g  A

{ 4 .8 8 ) ( 9 .3 9 ) ( 5 .5 3 ) (1 0 . 9 5 ) (1 0 .3 3 ) (2 9 . 9 7 ) ( 7 .3 6 ) ( 2 7 .5 5 )

2 .761 0.607 2 .824 0 .782 0.267 0 .2 7 8 0 .2 6 8 0.27

( 2 .5 5 ) ( 0 . 7 5 ) ( 2 . 66) ( 1. 12) ( 4 .4 1 ) ( 4 . 8 6 ) ( 4 . 1 8 ) ( 4.29)
0.875 1.267 0 .865 1.269 0.122 0.216 0 .126 0.174

“2
( 1 .64 ) ( 2 .1 9 ) ( 1 . 6 5 ) (2.24) ( 0 .7 6 ) ( 4 .6 3 ) ( 0 . 7 3 ) ( 1 .2 4 )

- 0 .6 5 6 - 1 .1 3 - 0 .6 1 9 - 1 .0 6 7
“3

( 1.18) ( 1 .9 ) ( 1 .1 4 ) ( 1. 88)

- 0 .3 1 2 -0 .2 6 1 - 0 .2 7 8 - 0 .2 3 6 0 .238 0.217 0 .235 0 .232
3 l

( 1.2) ( 0 .8 9 ) ( 1. 11) ( 0.03) ( 5 .5 7 ) ( 8 . 7 3 ) ( 4.32) ( 4.37)
0 .54 0.499 0 .4 8 0 .449

B2 - . - _

( 1 .98) ( 1.62) ( 1 .8 9 ) ( 1 .5 8 )

0 .445 0 .476 0 .072 0 .079
Yl - -

( 2JW ) ( 2 .5 8 ) ( 0 .6 1 ) ( 0.5)
-0 .5 4 1 - 0 .5 0 8

Y2
( 2.6) ( 2 . 5 6 )

- 0 .3 1 4 - 0 .2 9 3 - 0 .2 8 8 - 0 .2 7 6 - 0 .0 6 9 - 0 .0 7 5 - 0 .0 6 8 - 0 .0 7 8
«1

( ^88) ( 2 JW) ( 2.EMj ( 2 . 4 4 ) ( 1 .63) ( 1 .83 ) ( 1 .39 ) ( 1 .81 )

0 .007 0 .004 - 0.001 0 .003
62 - - - -

( 0.67) ( 0 . 4 7 ) ( 0.07) ( 0 .3 2 )

0 .008 0 .008 0.007 0 .0 0 8 0 .006 0 .009 0 .006 0 .008
«3

( 1 .39 ) ( 1. 6) ( 1 .2 7 ) ( 1 .77 ) ( 1. 01) ( 1 .77 ) ( 0 . 9 2 ) ( 1 .65 )

R2 .9893 .9845 .989 .9843 .9813 .981 .9813 .9811

S .E.E . .05 .05 .05 .05 .06 .06 .06 .06

D.W. 2.972 2.657 2.943 2.703 2.506 2 .546 2.512 2.505

Numbers i n  p a r en theses  a re  th e  c o r re s p o n d in g  t - v a l u e s
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where p o s t -o i l  s t r u c tu r a l changes m igh t have a ffe c te d  t h is  e la s t ic i t y  

a d ve rse ly . But th e re  is  a d e f in i t e  h in t  from  the  c o n s is te n t p a tte rn  o f  

s ig n s , sometimes i s ig n i f ic a n t ,  .th a t .depression affected th e  labour 

e la s t ic i t y  a lso  a d ve rse ly , bu t th e  c a p ita l e l a s t ic i t y  p o s it iv e ly .

(v )  There is  no evidence th a t  tre n d  has been a proxy f o r  money, 

o r  money a proxy f o r  tre n d ; n e ith e r  is  th e re  any evidence f o r  the  

growth ra te  o f  money c o n tr ib u t in g  to  th e  p ro d u c t iv ity  grow th.

F in a l ly ,  in  t h is  c h a p te r, le t  me in d ic a te  some l im ita t io n s  o f  the  

presen t approach and how i t  may be improved upon f o r  fu r th e r  

econom etric te s t in g .  The in c lu s io n  o f  real balance in  the  aggregate 

p ro d u c tio n  fu n c tio n  as a separate argument c o n tr ib u t in g  to  n a tio n a l 

income can be based on the theoretical works (referred to e a r lie r )  on 

in te g ra t in g  money and va lue  th e o ry . The main reason here, to  quote

aga in , " .........  is  the  uneven d is t r ib u t io n  o f  in fo rm a tio n  th a t  induces

in d iv id u a ls  to  search f o r  and s o c ia l groups to  accept a lte rn a t iv e s  to  

b a r te r . "  (B runner and M eltzer, i b id . ,  1971) Why and how th e re  cou ld  be 

a demand fo r  money, in  c e r ta in  economies w ith  underdeveloped money 

m arkets, which cou ld  respond p o s i t iv e ly  to  a rate of re tu rn  on another 

fa c to r  l i k e  ph ys ica l c a p ita l has been suggested by McKinnon (o p .c i t . )  

and s p e lt  ou t in  chap te r f iv e .  The ra te  o f  change o f  money i t s e l f  has 

again been used in  th e  same p ro d u c tio n  fu n c tio n  as an agent f o r  induced 

te c h n o lo g ic a l change. The idea here is  to  cap tu re  c e r ta in  elements o f 

the  n e u tra l te c h n o lo g ic a l progress which may be assumed to  be 

endogenous o r demand induced. S ince income is  a lrea dy  in  ou r re la t io n  

as the  v a r ia b le  to  be e x p la in e d , we need the next best v a r ia b le ,  i . e .  

money in  t h is  case, to  measure the in flu e n c e  from  demand generated 

in n o v a tio n . The endogene ity  o f  te c h n o lo g ic a l p rogress in  a society may
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be described  by A.P. T h i r lw a l l 's  account o f  Schumpeter’ s''^ ideas on 

in n o v a tio n  ;

" th e ,c h a r a c te r is t ic s  commonly assoc ia ted  w ith  business dynamism 

are themselves a fu n c tio n  o f  bus iness, and more p a r t ic u la r ly  th e  form 

o f  o rg a n is a tio n  we c a l l  ’ c a p ita l is m ’ . "  ( T h ir lw a l l ,  i b id . ,  p . 126)

The s im u lta n e ity  o f  the  whole process is  fu r th e r  emphasised by 

the  endogeneity o f  money supp ly  i t s e l f .  T h is  elem ent o f  the  

re la t io n s h ip s  has been exp lo red  in  th e  next chap te r in  a separa te  model 

on the  d e te rm in a tio n  o f  money s to c k . The p o in t th a t  is  be ing made here 

fo r  fu r th e r  re finem ent o f  the  te s ts  in  t h is  cha p te r, is  th e  p o s s ib le  

in flu e n c e  o f o u tp u t o r income, no t o n ly  on rea l ba lance, bu t on c a p ita l 

(o r  investm en t) and on t o t a l  employment as w e ll.  Thus th e  system is  

b a s ic a lly  s im ultaneous and the  re c o g n it io n  o f  th a t  fe a tu re  in  the  

econom etric te s t in g  which has been ignored here, o f  th e  aggregate 

p ro d u c tio n  fu n c tio n  cou ld  make i t  both th e o r e t ic a l ly  and e m p ir ic a lly ,  

more a t t r a c t iv e .

J. Schumpeter, C a p ita l ism. S oc ia lism  and Democracy. A1len and 
Unwin, 1943.
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chapter 7 The Process of Money supply ^
in Nigeria, 1971(1) to 1987(IV)

A . Introduction
The stock of money generated in an economy has 

important repercussions on the level of money income and 
inflation rate. The Nigerian experience with both these 
macro-economic magnitudes may be exhibiting these 
relationships especially after some wide fluctuations in the 
rate of change of the money stock. It is not the intention 
here, however, to study the impact of the rate of change of 
nominal money on changes ^ in income and the price level in 
the post-civil war, oil boom and the subsequent era of the 
Nigeria economy. The subject of investigation here is the 
process involved in the determination of money stock during 
thé same period and also examine how far this process can be 
controlled by the central authorities to steer the monetary 
growth towards some social goals like economic growth with 
tolerable inflation. The rest of this chapter is divided 
into four sections. The second section starts from the 
first principles and describes the institutional 
arrangements in the recent Nigerian context which develop

1. Parts of this chapter have been adapted from my earlier 
works on the subject;
i) "The Theory of money supply and the Nigerian
Experience." The Nigerian Journal of Public Affairs. Vol 
8  1978-79 pp.94-114
ii) "Money stock. Monetary base and the process of
money supply in Nigeria." Discussion Paper No. 22. 
Department of Economics, University of Leicester, July 1981.
2. There have been a number of studies of this
relation both in the context of developed and developing 
countries. Two such examples for the latter group can be 
found in;
i) S. I. Ajayi, "On the Directional Causality Between
Money and Prices." NJESS, Vol 25, No, 3, November 1983
p p . 3 1 9 - 3 2 5
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into a hypothesis on the determination of money stock in the 
third* The fourth section takes up the empirical 
verification of the preceding hypothesis while in the final 
section I discuss some policy implication that emerge from 
the testing of the theory. In conclusion it is maintained 
that it is possible to control the money stock in Nigeria, 
and it need not be determined by the vagaries of foreign 
trade tut by the requirements of federal government
finance, as may the the case during the period under study. 
It is also revealed from the results of this empirical 
investigation that the relative lack of response of 
demand/supply of money to changes in interest rates in 
Nigeria makes it easier for the authorities there to control 
the money stock than would be the case in an economy with 
comparatively developed financial institutions, markets, and 
monetary behaviour,

B . The Institutional Arrangements

i ) The Definition of Money
Money has three types of functions: (1) medium of

exchange, (2) unit of account and (3) store of value. 
Different commodities may perform one or the other functions 
and in that sense may exhibit different degrees of 
"moneyness" in them. Notes and coins in circulation in 
Nigeria are most widely accepted as the medium of exchange 
and in the absence of hyper-inf 1 ation they are the commonest

2 . cont.
ii) Subrata Ghatak and Derek Deadman, "Money, Prices and 
Stabilisation Policies in Some Developing Countries". 
Applied Economics, Vol. 21, (forthcoming, July 1989, pp. 
853-865).
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units of accounts and store of value. Notes and coins 
outside the banking system should,, therefore, be. regarded as 
more "money" than others except in the unusual circumstances 
of very high rate of inflation when, as the recorded history 
in some .European countries showed, notes,and coins could 
gradually be avoided from all the three functions.

After notes and coins in circulation, one may 
consider demand deposits in the commercial banks to be 
regarded as money. Even when cheques are not widely used in 
Nigeria as a medium of exchange, compared to, let us say 
England, the ease with which cash could be withdrawn from 
one's current account deposits, would indicate the inclusion 
of it in the definition of money. In the same vein, 
deposits of other kinds with the commercial banks like 
savings deposits and time deposits, or deposits with other 
financial institutions like the Post Office Savings Banks, 
should also be considered as likely candidates to be 
included in the definition of money. Another definition of 
money in Nigeria adds the demand deposits with the savings 
and the time deposits at the commercial banks to notes and 
coins in circulation and draws the line on deposits there. 
Other agencies like the World Bank ® did at one time include 
only the savings deposits with the commercial banks, in 
their definition of money in Nigeria. Thus, the definition 
of money seems to be somewhat arbitrary and may vary from 
person to person depending on where one wants to draw the 
line among various types of deposits and also among various 
types of financial institutions.

3. World Bank Country Economic Report. Nigeria; Options for 
long term Development, 1974, The John Hopkins University 
Press, Baltimore.
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But, fortunately, a consensus could have emerged in 
economics about the definition of money. ■® The definition 
which leads to a stable demand/supply for money function 
should be the one to be used. Definitions, like 
classif ications : have, s o m e .particular purpose to serve, and 
the purpose to serve in this context is the understanding 
or explanation of an economy in terms of its aggregate 
magnitudes like national income and output, general price 
index, employment e t c . - how they are determined and what
causes a rise or fall in their values. This understanding 
would require some stable relationships involving those 
macro-economic magnitudes. This could be one purpose in 
defining money in a particular economy. In the case of 
Nigeria three different definitions have so far, been used. 
They are as follows:

(i) Ml = Currency outside banks and demand deposits at 
the commercial banks.

(ii) Ma = Ml + savings deposits at the commercial banks.

(iii) M 3  = Ma + time deposits at the commercial banks.

But, in recent years. Ma has virtually disappeared from use 
while Ml and M 3  had gained currency. There is another 
practical problem in the handling of official statistics on 
M 3  in Nigeria. As already noted, prior to March 1978, the 
central government deposits with the commercial banks were

4. A detailed and authoritative analysis of the
subject may be found in D. Laidler, "The Definition of 
Money, Theoretical and Empirical Problems" in Money Credit 
and Banking, May 1969.
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included in M 3 , and since that month, it did not. This 
poses yet another problem for the empirical , testing .. of 
certain hypotheses involving the published data on M 3,  in 
Nigeria.

The data on A x )  currency outside, banks, (ii) Mi and 
M 3  over the period, 1971 (I) to 1987 (IV), are presented in 
the Appendix below.

i i ) Commercial Banks as Financial intermediaries
Now that we know, some deposits in the commercial 

banks may be regarded as part of the money stock, we need to 
look at the special position of these institutes among the 
general groups of financial intermediaries like the 
insurance companies, unit trusts, building societies, post 
office savings banks e t c . All these financial institutes 
have something in common - all of them transfer funds from 
the surplus sectors of the economy, like the Personal Sector 
to the deficit sectors like the Industrial or the Commercial 
sectors. Through these different types of resource 
allocation, the financial firms would seek to maximise 
profit, at whatever end of the deposit and loans markets 
they may be operating in. By charging more interests on the 
loans and advances they supply, than the interests they pay 
on the deposits, the financial intermediaries would make 
profit. There are different types of "deposits" going into 
different intermediaries. Through specialization in 
particular types of borrowing and lending markets and also 
through economies of scale involved in such operations, 
there emerge, for example, commercial banks at the short end 
of the market and insurance companies, at the long end. 
There would be many other types of financial institutions in
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a country, depending on its stage of development of the 
money and credit markets and all of them may be looked upon 
as performing different roles in the scheme of general 
equilibrium of money and credit markets in an economy. ®

But such a global view of the determinant ion of, say. 
Commercial Banks deposits in a country would require rather 
detailed information of the balance sheet, the interest 
rates and also of other incomes and outgoings for each 
financial institution. This perfectionist approach may, 
however, be replaced if one starts with a rather simple 
analysis for the determination of the commercial banks 
deposits and then notes the inadequacies of such an analysis 
and gradually improves on it. Let us look into one such 
explanation.

If bank A received NlOO from some of its customers in 
demand deposits and if the required reserve ratio is 10%, 
then the bank can keep NIC in reserve and lend up to N90 in 
loans and advances. Now, this legal requirement of 10% is 
there to ensure that banks would have enough currency any 
time to meet the withdrawal need on demand. For a bank, it 
is profitable to invest as much fund as it can raise and any 
idle fund not invested in loans or advances would not earn 
any profit, though it may be needed to meet the withdrawal 
demand. This poses a danger to the depositors, specially 
when an adventurous bank manager may tend to keep little 
fund for meeting the withdrawal demand and the slightest 
hint of his inability to do so may start a run on the bank.

5. For a rigorous treatment of this general portfolio
problem under balance sheet and liquidity reserve
constraints in a partial and also in a general equilibrium 
context, one may consult the relevant references in Chapter
4 above : (i) Parkin, Gray and Barrett (1970); (ii) Clayton,
Dodds, Ford and Ghosh (1974); Ajayi (1978).
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There had been plenty of such cases in the Nigeria 
monetary experience,, as we noted in the earlier chapters. To 
guard depositors against such possibilities, the banks are 
legally required to keep a certain percentage of deposits in 
cash or near-cash liquid form. But the point to note here 
is that, even when there is no legal requirement to keep 
some reserves, the banks would tend to maintain some, just 
to be able to run smoothly the day-to-day banking business. 
So, when there is a legal minimum, the banks would naturally 
keep reserves above that minimum so that the legal 
requirement may be heeded and also enough fund is kept for 
withdrawal demands. Such extra fund is called the excess 
reserves, i.e. the excess over the legal minimum.

If we now go back to our bank A, receiving NlOO from 
some of its customers in demand deposits, and requiring to 
keep at least NlO on reserve, we noticed that the bank can 
lend or invest up to N90. This N90 may come back to the 
banking system as deposits again, from various sources, 
where bank A originally invested. Out of this new deposit 
of N90 now, the banking system as a whole may again lend or 
invest up to N81, keeping N9 this time as required reserve. 
We may sum this series until the deposit creation wears 
itself out to zero, and this sum would be NlOOO. Before 
noting the problems with this approach, it should be 
mentioned here that commercial bank demand deposits hold a 
special position among all other liabilities of all types of 
financial intermediaries: they can be used as medium of
exchange through the use of cheques, whereas others cannot.

There are, no doubt, many problems with this analysis 
of commercial banks deposit creation process, even though it 
captures the general trend. The total sum of NlOOO is the
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maximum amount of deposit creation under the given 
circumstances. .The , maximum jnay.. not be reached, however,
when we consider the excess liquid reserves for banks and 
also the possibilities of borrowers retaining some of their 
loans in cash r and returning only a part of the loan . in 
deposits. There is another element of deposit creation 
which may considerably reduce the actual amount from the 
maximum amount. The banks may not find, in their opinion, 
enough viable sources to lend or to invest, or they may find 
such sources abroad, but only if there is no problem with 
convertibility of the domestic funds into foreign financial 
assets. In either case, the initial deposit in the banking 
system of the country would not create the chain of the 
secondary deposits as indicated earlier. The
pre-independence Nigerian experience involved both these 
limitations while the recent problem with the Nigerian 
Commercial Banking revolves round the first.

iii ) The Central Bank of Nigeria
Let us now look at the other important financial 

institutions on the stock of money, namely the Central Bank 
of Nigeria. The CBN determines, along with the Treasury, or 
the finance department of the central (federal) government 
of Nigeria, what is known as the high-powered money or 
monetary base in the economy. The monetary base (H) is made 
up of the currency outside the banks (C) and the reserves 
(R) of the commercial banks. It may be useful at this point 
to introduce the concepts of the demand for (H**) and the 
supply of (H™) the monetary base. The non-bank public may 
be visualised as choosing between (and therefore 
"demanding") the various forms of their financial assets,
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e.g. currency, demand deposits and time and savings
deposits,, at the commercial banks, deposits with the other 
types of financial institutions, (government) development 
bonds and shares of private companies. Since the first two 
assets satisfy; similar, types of meed, namely,high degree of 
liquidity, there may be a certain element of complementarity 
between them depending on the acceptability of cheques to
settle all types of business and financial transactions.

The other part of the monetary base is made up of the 
vault cash of the commercial banks and their deposits with 
the CBN. The arguments for their demand we already looked 
into, in the earlier section. The supply of the high-powered 
money (H " ) can be said to be determined simultaneously by
the Treasury and the CBN, and hence can be regarded as being 
totally controlled by them, jointly. Let us see how.

High-powered money in any economy can change through 
changes in the activities in the foreign sector and also 
through changes in the government budget deficit, or more 
particularly in the way the budget deficit is financed. Let 
us take up the last possibility first. There may be many 
different ways to finance the budget deficit. First, the
federal and the state governments can spend from their
current account balances with the commercial banks. This
may not change total reserves, or the currency outside 
banks, because it changes ownership of some money from the 
government sector to the public or the personal sector. 
Second, the federal government can sell bonds or bills to
the commercial banks and this move would not change the
stock of high-powered money either. The banks wil1 have to 
readjust their (other) asset holdings by lending less to the 
public so that the extra government bonds, bills or
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certificates can be accommodated without disturbing their 
reserves balances with the CBN» Thirdly the treasury can 
sell development bonds to the non-bank public. This will 
also leave both the R and C part of the monetary base 
unchanged, so, long as the government;spend the whole sale 
proceeds. Once they do so, it restores the public money 
holding and the banks' demand for reserves. Finally, when 
the budget deficit is financed by the Treasury selling bonds 
to the CBN and/or withdrawing some funds from its deposits 
already with them, it is adding to the stock of high-powered
money. If we regard the CBN as part of the general body of
the federal government, the first of the two procedures can 
be described as printing money.

For the other source of changing the monetary base,
let us look at the foreign-trade sector. If the nature of
the balance-of-payments for a country is changing, it could
affect the monetary base, though these effects can be
"sterilized", and in the recent Nigerian case, permanently.
When a part of the balance-of-payments surplus accrues to
the private sector, it results in the commercial banks
depositing foreign exchange at the CBN. This would increase
the banks' reserves by the appropriate amount, and
therefore, the stock of the high-powered money. When some
part of the surplus accrues to the government, like in the
case of Nigeria during the oil boom, it increases the
foreign exchange at the CBN, and it also increases the
deposits of the federal government with the CBN. When the
government spends from that deposit, it increases the
high-powered money. In both these cases, the impact of the
balance-of-payments surplus can be sterilized. If the CBN
refuses to consider some part of the foreign exchange
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deposits as reserves, the commercial banks would obtain 
equivalent, amount of domestic deposits, but they would not 
be regarded as reserves for the creation of further
deposits. The CBN can also sell bonds to the commercial 
banks to absorb these resources , in ; which: case the -relevant 
part of the surplus may not increase the high-powered money. 
In the case of the federal government earning most of the 
surplus, as may be the recent Nigerian experience of the 
oil-boom era, its impact on the monetary base may be delayed 
by the postponement in spending from their increased 
deposits with the CBN by the federal authorities.

Thus, the two major sources of (supply) of
high-powered money in Nigeria have been: (a) government
bonds held by the CBN less the government deposits with them 
and (b) foreign assets of the CBN. The two uses (demand) 
for high-powered money are notes and coins in circulation 
and the reserves of the commercial banks. It follows, 
therefore, that a look at the CBN balance sheet,
reformulated in terms of the sources and uses of the
high-powered money, would indicate how this element of money 
stock in the country has been changing during the recent 
pa st.
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Abridged balance sheets of the CBN for the 
sources and uses of high-powered money (N million)

Balance sheet 1:
Assets
Total foreign assets 3380
Government securities 313
Rediscounts and advances 241

Less government deposits 908
Less net other assets
and liabilities 1167

31st December 1975
Liabilities 
Currency 
(held by the

1155

public and vault 
cash )

Commercial Banks' 
deposits 704

Monetary base (sources) 1859

Balance sheet 2;

Balance sheet 3:

31st
Assets
Total foreign assets 2441
Government securities 6047
Rediscounts and advances 651
Less government deposits 1585
Less net other assets
and liabilities 2316
Monetary base (sources) 5238

Monetary base 1859 
(u ses)

December 1981
Liabilities
Currency 4348

(held by the 
public and 3862 
vault cash) 486

Commercial Banks' 
deposits 890

31st
Assets
Total foreign assets 2768
Government securities 17039
Rediscounts and advances 1354
Less government deposits 3596
Less net other assets
and liabilities 11487
Monetary base (sources) 6078

Monetary base 5238 
(uses)

March 1987
Liabilities
Currency 5307
(held by the 
public and 4880 
vault cash) 427

Commercial Banks' 
deposits 771
Monetary base 6078 
(uses)
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Looking at the three balance sheets above, spread 
over a span of our sample period we can see how the stock of 
high-powered money changed by 327 per cent in a little over 
eleven years, representing an average monthly (simple) 
growth rate 2.42 per cent and the annual.rate of 29%. .What 
is rather interesting to note is the decline of the relative 
importance of foreign assets to act as the source of the
monetary base: from nearly double the amount of the
high-powered money at the end of 1975, it declined to well 
below half towards the beginning of 1987. The corresponding 
ratios for government securities varied from 17 per cent to 
280 per cent. Thus, there has been a fundamental and
far-reaching change in the monetary manipulation of the 
economy, which might have been forced upon the authorities 
due to the gradually worsening situations on the balance of 
payment. But one by-product of such events has been the
final emancipation of the Nigerian "Central" banking system 
from the age-old, historical close connection between the 
availability of foreign assets reserves and the currency in 
circulation in the country. The monetary authorities in 
Nigeria have now moved a long way from the 100 per cent 
sterling cover for the currency in circulation, as was the 
case for decades since the 1920's and have finally been 
forced to emerge as a provider of notes and coins based 
mainly on domestic government assets. But the monetary base 
is only a base of total money supply. The money multipliers

(i.e. m* = Ml and m* = M z )
H H have been varying over

the years, during our sample period, and the data on them
are presented in the Appendix-.
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i v ) The non-bank public
The demand, for notes, and. coins by, the personal sector would
determine to a large extent, the overall demand for
high-powered money in an economy. The currency demand would
depend on the preferred currency deposit : ratio (G ).. If in

D
Nigeria, currency is regarded as about the only medium of 
exchange by the majority of the public, the currency would 
be a big proportion of deposits. In fact, the March 1987 
position of this ratio was over two-thirds of demand
deposits. This ratio over the sample period, for both the 
narrow (demand) and broad (time and saving) definitions of 
deposits, is also presented in the Appendix.

C . A hypothesis on money supply in Nigeria.
The determination of real money stock in an economy 

can be visualised as the interaction of demand for and 
supply of real money. ® The demand for real money (m^) is 
mainly determined by income (y), whereas the supply of it 
(m_) may be looked upon as the result of the demand for and 
supply of the real monetary base (h) or high-powered money. 
The monetary base is made up of the currency with the 
non-bank public (C) and the vault cash held by the 
commercial banks along with their deposits with the Central 
Bank of Nigeria (R), The money stock, M, on the other 
hand, is the sum of the currency with the non-bank public 
(C) and the deposits (D) with the commercial banks.

6. The demand/supply analysis of money in Nigeria had been 
widely studied though hardly put together in a simultaneous 
determination of the money stock. Reference to such works 
are already indicated in Chapter 4 above. Another point to 
note here is the treatement of the price level as an 
exogenously determined variable.
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It can be said, therefore, that the non-bank public's 
demand for .currency .and t h e .commercial banks' . demand for 
reserves would indicate the total demand (or the "uses") for 
high-powered money in the economy. In the case of the 
recent Nigerian experience, we assume that the nonr-bank 
public is always at equilibrium with its portfolio choice 
between deposits with the commercial banks (D) and notes and 
coins (C) held by them. The demand for reserves (R) by the 
commercial banks, however, would depend on the required 
reserve ratio, the uncertainty about the cash inflows and 
outflows with them and also on the rates of returns to be 
earned on the loans and investments made out. The 
rediscount rate might also affect this demand for reserves. 
But the existence of large amounts of excess reserves (i.e. 
the excess over the legal minimum) during the period under 
study would leave the possibility of the commercial banks 
borrowing at the discount window of the central bank, to be 
rather remote.

On the supply (or the "sources") side of the 
high-powered money there are many factors like the public 
sector deficit, operations in marketable debt by the 
authorities, movements in the Federal and State Government 
deposits with the Central Bank of Nigeria and also the 
external currency flows to and from the economy as we saw in 
the CBN balance sheets in the earlier section. In the 
context of the present Nigerian experience, again it is 
possible to emphasize some factors like the external

7. For a detailed examination of the sources side of
the monetary base, in the context of the British monetary 
system for example, one may consult C. Goodhart, "Analysis 
of the Determination of the Stock of Money", in Essays in 
Modern Economics, ed. M. Parkin, Longman, AUTE, 1973
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currency inflow due to the oil boom in preference to either 
the, public sector deficit or the open market■operations, in 
our analysis of the sources side of the monetary base in the 
economy. This supply of and demand for high-powered money 
would interact to determine the supply of;money : itself. Let 
us see how.

It is apparent from the commercial banks' balance
sheet that their credit (cc i.e. commercial bank credits in
the form of loans and investments) and reserves (r) would be 
equal to the deposit (d) with them, all at the constant 
price level. We have, therefore,

cc r d . . . . . . . . . . . . . . ( 7 . 1)

But we already have

m,s C "t" d ...........9.(7.2)

and ha — C + r .......... . . . ( 7 . 3 ) ,  where C '
is C at constant 
prices.

By substitution, 
we can now write:

cc = m=, - ha ..............(7.4)

The relation between cc and d, and therefore between 
cc and m _ , is direct, since banks would create credit (i.e. 
make loans and buy securities) by increasing deposits. The 
relation between the equilibrium value of h (i.e. h * ) and m. 
also, is one of proportionality as shown below.
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In equilibrium,
h.m, (supply of high-powered money)

= ha (demand for high-powered money)
= C ' + r ....................... ...............(7.4')

With the help of the equations (7.2), (7.3) and (7.4')
it can be shown that

£  r
h *  = d mo + d

1 + £ ' 1 + C '
d d

c ' £
- ( d + d ) m.  .....(7.5)

1 + c' 
d

Equation (7.5) can be rewritten in the usual form ® of 
the money multiplier as follows;

c '
_d  h* - m h*  ........... (7.6)

£  r
d d

where m is the money multiplier.
Equations (7.5) and (7.6) indicate equilibrium between 

ha and h,^. When they are not in equilibrium, say ha > h _ , 
we have a situation of excess demand for high-powered money 
which would reduce money supply. In a situation of excess 
supply of the high-powered money (i.e. when ha < h « ) money 
supply would rise. The adjustment process in the two cases 
would operate through the contraction and expansion of

8. There are various ways of hypothesising the money supply 
relation. For a list of some possible ways, one may
consult, M. Friedman and A. J. Schwartz, A Monetary History 
of the United States, 1867-1960 Princeton University Press, 
1953. Appendix B.
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commercial bank credit, respectively, and therefore through 
the contraction and expansion, of the ..commercial bank 
deposit. In the present Nigerian experience under study, 
however, the spectacular increase in money supply during the 
oil-boom period, has come through a .différent channel. The 
increased foreign exchange earnings of the Federal 
Government due to the oil revenues pushed up their deposit 
with the Central Bank and the CBN account on foreign assets. 
When these deposits were being withdrawn for all kinds of 
federal government expenditures, it would add to the 
currency in circulation and deposit with the commercial 
banks, and therefore, to the money stock of the country. In 
terms of high-powered money, we can say that the successive 
doses of increase in the stock of the monetary base had been 
creating excess supply of it, leading to the eventual 
increase in money supply.

In the context of the foregoing analysis let us now 
present a model to capture the essence of the determination 
of the money stock during this period in history in Nigeria. 
The model is made up of the following three equations;

m = « o  + a ^ y  + a z m _ i  + « 3  i x  ................................... ( 7 . 7 )

m̂ i “ 8 0  1  h + 3z iz ............(7.8)

h — Yo yxY ^ Y2  ( R ) . . . . . . . . . . . . ( 7 . 9 )
P

where m = stock of real balance, m_i is real money 
stock lagged one quarter;

y = Real income;
il = Interest rate on deposit;
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m« = Supply of real balance;
h = high-powered money at constant purchasing 

power ;
i2 = Interest rate on commercial bank advances;

and (R)" = Foreign-exchange assets/reserves at the CBN
P at the constant purchasing power for'naira,

Equation (7.7) above represents the demand for real 
balance, which has been thoroughly investigated in
isolation to the money supply process in Nigeria. ® The 
lagged value of the dependent variable (m) appearing in the 
equation is open to dual interpretation of either partial 
adjustment to the current equilibrium value during the span 
of the decision period (i.e. one quarter in our model) or of 
adaptive expectation of the real income level from the past 
values of it. When I look at the result of the econometric 
testing of an earlier model, I take up the position that 
(Ghosh & Kazi, op.cit 1977) this is a case of partial 
adjustment rather than that of adaptive expectation.

Let me spell out the demand for money and the 
disequilibrium process in the following two equations:

m,at — a g iit ......«.....(7.10)

and mt - m^-x = ot (mat - mt-x )   .(7.11)

9. E. Akinnifessi Olulana and T. Phillips, "The
Determination and Control of the Money Stock". Economic and 
Financial Review, Vol.16. No. 1. Central Bank of Nigeria, 
June, 1978. The authors here discuss the money
demand/supply process together, but the intended
simultaneity of the two relations could not possibly be 
properly handled in their OLS model for testing. In the 
other example of the joint treatment in Ghosh and Kazi 
(op.cit. 1978), the authors considered two separate 
relations for money demand/supply in their annual 
macro-economic model for Nigeria which was tested with the 
help of the 2SLS technique.
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Equation (7.10) depicts the theoretical relation 
between the demand for. real .balance (m^ ). and the real .income 
(Y t) which we also assume to be equal to permanent real 
income, and between the interest rate on deposits, as well. 
The expected sign .for would vary according ito the
definition of m ^ . But if it includes only demand deposits, 
for which there is no interest payment, il would depict the 
opportunity cost for holding money and would therefore, 
result in negative response implying az< 0. If m^ is taken 
into its broader interpretation to include savings and time 
deposits,along with demand deposits, the response could then 
be the own-rate-response in terms of the portfolio theory 
for that part of m<a which is time and savings deposits. The 
sign of az is thus left to be rather ambiguous, depending on 
whether the opportunity-cost effect or the own rate effect 
is more powerful.

Equation (7.11) indicates the partial adjustment ( a )  

of the actual money stock from its preferred i.e. demand 
level during one observation period. Through some 
substitution, equation (7.11) can be rewritten as:

mt = a So + a a^Yt + a.aziit + (1 - a ).m^-x ....(7.11')

Equation (7.11') can, in this case be presented as

equation (7.7), when (Xo = a . ao ; ax = a . ax , oi3  = a .az and az= 1-a.
Equation (7.8) indicates the relation between the supply of
money stock and the demand for high-powered money. Since we,
have assumed the monetary base to be always in equilibrium,
this equation looks quite close to the money-multip1ier
relation in equation (7.6). The implication of this
supposition is that the diseqilibrium in high-powered money
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between demand for and supply of it, is adjusted almost 
instantaneously whereas the adjustment between, the. . money 
demand and the money supply follows the pattern in equation 
(7.11)) above. Thus, the observed money-stock at any point 
of time is the supply of ; money, whereas,, only ;-ln. equilibrium 
in the money market, it is also the demand for money.

Thus, to reiterate. Equation (7.8) rewrites equation 
(7.6) above, in a slightly different form where money supply 
is determined by the equilibrium value of the high-powered 
money and the money multiplier. The money multiplier is a 
function of the currency deposit and the reserve-deposit 
ratios. I already assumed that the currency-deposit ratio 
to be in equilibrium; this value has been steadily
declining during our sample period indicating the increasing 
monetisation of the economy and/or the increasing banking 
habit of the population. Lower currency deposit and 
reserve-deposit ratios mean lower public and bank demand for 
high-powered money per naira of money stock and 
"....therefore that a given supply of high-powered money can 
support a larger stock of money" But, we do not observe
any such trend in the reserve-deposit ratio in our period 
under study. Again, much of the rationale behind requiring 
cash "reserves" is replaced by the need for liquidity 
reserves, made up of the cash and short-term assets held by 
the banks. In that situation, a bank would diversify its 
loans, advances, investments and cash portfolio in such a 
way that it satisfies the statutory liquidity ratio 
requirement, keeps enough cash and short-term assets to 
guard against the uncertainty of cash inflows and outflows.

10. R. Dornbuuch and S. Fischer, Macroeconomics, Fourth 
Edition, McGraw Hill, NY, 1987.
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and at the same time, makes sufficient profits from viable 
financial. ventures . . In, the .case. of, the .Nigerian commercial 
banks, I assume that the reserve-deposit ratio would be low 
(therefore, the money supply would be high) when the
interest rate on bank advances is high, though I 
do recognise that a fuller treatment of the assets (and 
liabilities) portfolio of the bank would need the knowledge
of the whole vector of the rates of return on all the debit
and credit items. Finally, on equation (7.8), the
variations in the money-multiplier itself due to the 
instability of the relations is sought to be captured by the 
intercept 8=., to infuse non-proportinality in the relation. 
Presence of iz - argument emphasises its positive impact on 
money supply rather than leaving it to work its way through 
reserve-deposit ratio and ultimately the high-powered money.

The last equation (7.9) in our model describes the 
supply conditions of the high-powered money. I have already 
examined the demand and supply factors behind the monetary 
base and in the model specification for the supply relation 
I choose only two variables to recognise their importance, 
in preference to others. On the demand side of the monetary 
base (i.e. equation 7.3 and in equilibrium, equations 7.5 
and 7.6) I have the money stock and the money -multiplier, 
made up of the two ratios, i.e. the currency-deposit and 
the reserve-deposit ratios. On supply of the monetary base, 
I bring in the foreign exchange reserves/assets and the 
level of income, to capture most of the supply influences, 
discussed earlier. The "endogeneity" argument for money 
supply could be traced here when income is assumed to

11. Professor N. Kaldor considered the endogeneity of the 
money supply process in his article called "The New 
Monetarism", Lloyds Bank Review, July 1970, pp.1-17.
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influence ,the supply of high-powered money. It may be so, 
since, income is being determined b y , among other things, net 
export and government budget deficit, both of which 
contribute to the supply of the money base. The foreign 
exchange ; reserve f o r ,a part of the historical period under 
study had mostly been accumulating due to the oil revenue 
accruing to the federal government whose naira deposit at 
the central bank of Nigeria also had similar impacts. When 
part of this deposit was being withdrawn to finance 
expenditure, the supply of high-powered money was being 
pushed up. I may present the demand/supply relations for the 
monetary base and its effect on the supply of money stock in 
figure 7.1.

In figure 7.1, the mechanics behind equations 7.8 and 
7.9 above is presented through Ha and shifting H„ (i.e. the 
supply of the monetary base) curve. With an increase in 
income (i.e. Yx > Y ^ ) and in foreign exchange assets (i.e. 
Rx* > Re*), the Hs line shifts upward. With an unchanging 
Ha-curve, this would mean an increase in money supply. A 
fall in the currency-deposit (i.e. c) and/or in the 
reserve-deposit (i.e. r ') ratio would mean the Ha-curve 
sliding downward which would accentuate the effect of an 
upward shift of the Hs line on its impact on money supply,

. A backward slide of Hd would have the opposite effect. 
Thus, we can visualise any change in to be made up of a 
combination of these shifts and slides, the final direction 
of the change depending on their relative magnitudes.

Finally, let me now have a look at the demand-supply 
relations for money in the context of the hypothesised 
Nigerian experience. It has been common knowledge by now 
(see the works on the Nigerian demand-supply of money,
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footnote 6) that the demand for money or the supply of money
.is fairly inelastic to interest rate. - The Lack of a
developed money market and the dearth of viable (or
sufficiently profitable) applications for loans and advances
(as the banks see it) from the commercial banks could
account for such empirical findings. In such a situation,
the demand-supply relation may be presented in figure
7 . 2  a b o v e .  m . ^ *  and , vertical lines in figure 7.2
indicate the interest-inelastic supply of real balance,
where m stands for the money multiplier whereas h* and h**
(h** > h * ) for the equilibrium values of the monetary base.
The larger demand for money is indicated by the ma ( Y 1)
vertical line, compared to m ^ (Y ̂ ), where Y ^ > Y ̂  and the
demand for real balance is also interest-inelastic. Let us
say, the demand and supply of real balance is equal at (M)*,

P

which, we may note, is totally inelastic to changes in the
interest rates. If the demand for real balance (i.e. m ^ ) is
less than its supply (i.e. m _ ), people would get rid of it
until the equality is restored. This adjustment process
would come through income rising as a result of increased
expenditure and this higher income having greater effect on
the demand for money than on the supply of the
monetary-base and therefore, through the money-multipiier,
on the money supply itself. It follows then, that if we
were to interpret the dependent variable in equation 7.7 as
the demand for real balances, then the system of equations
in 7.7, 7.8 and 7.9 would guarantee stability of the
adjustment process (intuitively speaking) if / 1 - o iz  > Pa.»
Ya.. But, it should also be conceded that the equations 7.8
and 7.9 are here specified in a way to enable us to estimate
the system on the basis of the available data. The data
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restriction would leave out some independent variables, 
considered .in the . context of.the above equations, thus 
attributing to the existing ones, perhaps, a greater 
influence on the corresponding dependent variable(s ) than 
they : would . warrant ^otherwise- ^  Let us look at the 
stability question again, this time on the basis of the four 
basic equations: 7.10, 7.11'', 7.8' and 7.9' as follows:

mat = a„ +
me.t - mn , t “
m,,t = p.. +
h „ t  = Y« + '

T h is s e t

K. C. K o g ik u ', g l 3

1 0  0 0
a 1 0 0

0 1 0
0 0 0 1

Or
d e f i n i t i o n s .

(7.10)

.(7.8')

.(7.9')

m «at

hcifc

h _ t

â iY t ,  + a a i x t  

( 1 - a )  m a , t _ i

P o  + P s i a t  

Yc + YiYt + Yz (R")t
P

  ................( 7 . 12 )

with the appropriate

We can solve for Y = A “^B .............(7.13)
given all the informations about A and B above. But, to 
determine the stability conditions of the model, let us 
rewrite equation 7.12 in a slightly different form.

12. J. Tobin and W. C. Brainard, "Pitfalls in Financial
Model Building", A.E.R., Papers and Proceedings, Vol.58, 
No.2., p p .99-122
13 See K. Kogiku, An Introduction to
Macro-Economic models. McGraw Hill, 1968, pp55-58
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A ,Y(t) = Ç.Y(t_i) + X,(t) 
where

(7. 14)

0 0 0 0 u<3 t  a l Y x t  + a ^ i i t

0 1 - a 0 0 and 
x ( t )  =

0

0 0 0 0 P<=> P s i s t

0 0 0 0 + YiYt + Y2 (R*/p)t

From equation (7.14), we can have

Y(t) = A-^ C Y(t-l) + A-^X(t)

= P Y(t-l) + ^ X(t)  --- .......(7.15)

to :

where P = A-^ Ç and 2  =
The matrix P in this model turns

0 0 0 0
0 1-a 0 0
0 1-a 0 0

Pi
0 0 0 0

The above system would be stable if the characteristic 
root(s) of the P matrix have absolute value(s) each less 
than one. In this case it turns out to be 1-a.
Therefore, our first shot, intuitive requirement for the 
condition of stability , guessed above has to be
replaced by the conditions I1-aI <1. Since a is defined

14. S. Goldberg. Introduction to Difference Equations. 
John Wiley & Son. New York. 1961. p. 227, 237.

316



t o  b e  p a r t i a l  a d j u s t m e n t  o f  t h e  m o n e y  s t o c k  t o  i t s  d e m a n d  

. d u r i n g  a . p a r t i c u l a r  t i m e  p e r i o d , i t  c a n ,  a t  m o s t  b e  e q u a l  t o  

o n e .  T h e r e f o r e ,  s t a b i l i t y  requires t h a t  t h i s  a d j u s t m e n t  i s  

n o t  o v e r  f u l f i l l e d ,  n e i t h e r  i t  i s  c o m p l e t e d  f u l l y  i n  o n e  

p e r i o d .

T h i s  s t a b i l i t y  r e q u i r e m e n t  i s  now b e i n g  i n t e r p r e t e d  

i n  t e r m s  o f  t h e  c o e f f i c i e n t  o f  p a r t i a l  a d j u s t m e n t  ( a )  a l o n e .  

No m a t t e r ,  how t h e  s u p p l y  o f  a n d  t h e  d e m a n d  f o r  m o n e y  m ay  b e  

d e t e r m i n e d  d u r i n g  a  p e r i o d ,  so  l o n g  t h e  s t o c k  o f  m o n e y  

s u p p l y  d o e s  n o t  a d j u s t  f u l l y  t o  i t s  d e m a n d  d u r i n g  t h a t  

p e r i o d ,  t h e  s y s t e m  m ay  s e t t l e  do w n t o  som e c o n s t a n t  

e q u i l i b r i u m  v a l u e s  f o r  t h e  e n d o g e n o u s  v a r i a b l e s  ( m # ,  m _ , h d ,  

h s  ) .

1 4  . c o n t .
T h e  " c h a r a c t e r i s t i c  e q u a t i o n "  f o r  P m a t i r x  i s  g i v e n  b y  

I P -  X I I  = 0

" ^ 0 0 0

0 1 - a - A  0 0

0 - A  0
Pi

0 0 0 - A

-  A

o r

i . e .

i . e .

1 - a - A 0 0

1 - a
PI

— A 0 = 0

0 0 -  A

* ( 1 - a - A )  = 0

+ ax 3 - A=̂  = 0

A + a - 1  = 0 w i t h  [A® 0 ]

T h e r e f o r e  A = 1 - a  i s  t h e  c h a r a c t e r i s t i c  r o o t  o f  t h e  a b o v e  
c h a r a c t e r i s t i c  e q u a t i o n .
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D. Testing the hypothesis
The .above ,, hypothesis . is , tested for two sample

periods, not mutually exclusive. The first set of results
are reported for the sub-period 1971 - 1977 and the second
for 1971 -.1987.» Availability of data iu the suitable
format is the main reason for this rather arbitrary
division. With these reminders, let us now look at the
econometric testing of the model, outlined in this section.

(a) Results; 1971 - 1977

I now present the results of the econometric testing 
of the model discussed in the section above. The model has 
been tested for all the three definitions of money stock,
i.e. ml, m2, and m3 where ml is the real value of currency
in circulation plus demand deposits with the commercial
banks; m2 is ml plus the real value of the savings deposit 
with the banks; and m3 is m2 plus the real value of the time 
deposits with the banks. The model has been tested for the 
quarterly values of the variables ranging from 1971 first 
quarter to 1977 fourth quarter. Since income figures are 
not available in Nigeria for any shorter duration than the 
annual, I  had to use the quarterly indices of industrial
production as a proxy for the income data. Based on such
data limitation, I  present three sets of results in table 
7.1.

15. The division between time and savings deposits may not 
be easy to discover after a certain period, neither is it 
possible to gather information on foreign exchange reserves, 
uniformly throughout our sample period. Hence I  present 
two sets of results, which are comparable only up to a 
limited extent.
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We can see in table 7.1 that each definition of money 
for , equation ,.(7.7), gives us the right sign for almost
all the cases for a l , oi2 and a3 though the significance
level varies between estimations, i.e. OLS, 2SLS and 3SLS. 
The upper limit for « 2 , namely 1, has been maintained in all 
cases except for the OLS estimates of ml and m2. In the 
estimation of equation (7.7), «3 appears with the right
sign and statistical significance only for the 3SLS cases 
for ml and m2 and elsewhere it is not significantly 
different from zero. This is in line with the other
empirical works on the demand for money in Nigeria which
induced us to present the demand for real balance relation 
in figure 7.2 above, as vertical lines. But it should be 
noted that the 3SLS estimates of os3 for ml and m2 do 
indicate some evidence of interest rate being regarded as 
the opportunity cost of holding money by the Nigerian public 
during the period under study.

Let us now look at the estimation of the other two 
equations. The estimates PI and P2 in each case appear with 
some consistency - for PI we get the right sign and the 
statistical significance whereas for @2 the sign is always 
negative, though it is always statistically insignificant. 
This supports the widely held belief that like money demand, 
money supply is here also inelastic to interest rate. This 
would confirm the position we have taken about the shape of 
the money supply relation in figure 7.2 above. The 
consistently "correct" result for PI is not surprising when 
we notice that the currency in circulation (i.e. C) forms a 
major part of both money stock and the high-powered money 
during the period under study. Of all the parameter 
estimates reported in table 7.1 those of yl and Y2 for
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equation 7.9 have been most 'successful', since both of them 
are statistically significant with the right.sign in all of 
the nine different cases involving ml, m2 and m3 and OLS, 
2SLS and 3SLS. The strong result for y 1, i.e. the influence 
of income on the supply of high-powered money, suggests that 
the endogeneity of money supply through this channel may be 
rather important in this particular case, though admittedly 
this contention would need a much more detailed break-up of 
the monetary base than we have done here, followed by a 
scrutiny of the movement of various parts of it as being 
influenced by the effective demand (i.e. income) in the 
economy. The case for y2 is, however, less controversial 
and is rather apparent from a look at the central bank 
balance sheet in the relevant years, where changes in the 
foreign exchange reserves and in the Bank's liability of the 
clearing banks' reserves and in the currency outside banks, 
follow a close covariation.

Let us look at the stability of the whole model and 
also at that of the adjustment process between the demand 
for and the supply of real balance. The stability of the 
simultaneous system depends on the parameter (1-a) being 
less than one in absolute value. This condition is met in 
.all the nine different estimates for a2, though the OLS 
estimates for ml and m2 indicates negative values for a- the 
coefficient for partial adjustment! If we concentrate on 
the 2SLS and 3SLS estimates of (1-a), for the cases where 
they are significantly different from zero, we get the 
following table.
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Table 7.2. Some Estimates for the Partial 
Adjustment coefficient (a).

Real balances ml m2
Estimators

2SLS . 2 7 .21
3SLS .35 .30

Table 7.2 indicates that the greater 
simultaneity of the estimator (i.e. 3SLS in place of 2SLS) 
makes the measure for adjustment larger and also the narrower 

definition of real money quickens the adjustment 
process. The second feature may be expected since the 
narrower the definition of money, the quicker it would take 
to adjust to its desired level compared to a broader version, 
since there are restrictions on withdrawals.

One important implication of our results is that 
contrary to textbook condition for the money supply process ; 
that the central bank cannot control both the money stock 
and the interest rate at the same time, the Nigerian 
monetary authorities may be able to do so, within limits. 
Barring the extreme cases of too high or too low interest 
rates, it appears (see figure 7.2 above) that the interest 
inelasticity of both the demand for and the supply of real 
balances would mean that the target for the supply of 
high-powered money (and, therefore, for the stock of money) 
may be set forth without much notice being taken of the 
levels set up for the interest rates. This would give
the monetary authorities an extra degree of freedom to 
manoeuvre the money market which is not possible in 
economies with developed money and credit markets where the 
sharp responses of money demand and supply to interest rate 
changes would force the authorities there to take careful
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notice of one set of targets (e.g. interest rates), when 
trying to control the, other (i.e. money stock).

(b) Results: 1971 - 1987
The results : for the period 1971, first quarter, ; to

1987, fourth quarter, are presented in table 7.3. Unlike
Table 7.1, in table 7.3, I present only the results for
narrow money (ml) and for broad money (m2*), which was
described as m3 in the earlier Table 7.1. The other
difference is in the estimator, 3SLS, not being presented in
table 7 . 3 .  On data, while foreign exchange reserves were
used in table 7.1, for (R)* in equation (7.9) above, total

P
foreign assets were used in table 7.3, due to my inability 
to decipher such data on the basis of a uniform definition.

With all these reminders let me now look at the 
results in table 7.3, in comparison to those in table 7.1. 
There are certain similarities and some differences in the 
values of a l , a2 and a3 in these two tables for both the 
narrow money and broad money. The al parameter, has always 
the right sign in both tables, but only in table 7.3, it is 
always so "significantly". But the a3 parameter, though 
negative almost always in table 7.1, as expected, it has 
been so significantly only for ml and m2 (3SLS). For table
7.3 however, the result is always positive, and 
significantly so. There may be some justification of such a 
sign in the case of m2*, as already indicated, when the 
own-rate response may dominate the opportunity-cost 
response. But this explanation cannot, obviously, be 
carried on to the narrow money case of ml, where the 
significantly positive values for a3, provide contrary 
evidence to the hypothesis. One explanation of such an
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anomaly could be the limited application of the portfolio
approach here, where other, non,-financial and .financial
assets are not taken into account. The upper limit for a2 
parameters i.e. unity, has been maintained in all the cases 
here, and always significantly so. Quantitatively, however, 
the values for a2 come close to each other in the two 
tables, only in the case of the 2SLS estimate for the narrow 
money; 0,73 for table 7.1 and 0.74 in table 7.3.

To calculate the mean short-run elasticity for the 
demand for real balance with respect to the index of
measured income, I use the 2SLS estimates for the relevant 
parameters. This value for the narrow money turns out to 
be 0.6653, and for the broad money, 0.3548. The 
corresponding long run elasticities come out as 2.559 and 
2.534 respectively.

For equation 7.8, the results of table 7,3 are
similar to those of table 7.1 for PI, significantly positive, 
as expected. The values of this "marginal" money-multiplier 
in the case of table 7.3, however are consistently higher 
than those of table 7.1 For P2 however, the results in
table 7.3 are "better" in the sense that, I have some
evidence for the positive response of money supply to 
changes in the interest rate. That happens in the case of

16. Short run mean elasticities are calculated as follows:
e?! = Ami . Y = 0.6653

Ay mi

Amo . Y - 0.3548
AY fn o

The corresponding long-run elasticities are:
e^i = . 6653 - 2.559 e ̂ 2  - .3548 = 2.534

1-0.74 1-0.86
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the broad money alone, significantly which never occurred in 
table 7.1. For equation 7.9, the results for Yl, are much 
worse in table 7.3, suggesting negative influence of income on 
money supply. That never happened in the case of the shorter 
time-period of table 7.1. Such results for table 7.3 can 
perhaps be explained in terms of the structural change that 
might have occurred during the depression phase of the case of 
the larger span of table 7.3. When allowance is made for 
such a change in the later case, through the technique of 
dummy variable as applied in the earlier chapter, I get 
similar type of response as in table 7.1, (i.e. positive).
But in that case, the other results are much worse than those 
reported and discussed above. Thus I leave it in table 7.3 
as an evidence of an inconsistency with the a priori 
theoretical expectation, which was, however, not the case in 
this instance for the more homogenous period in table 7.1. 
Finally for y2, the results for both the tables are 
significantly positive, as expected. It may be noted, 
however, the values for equation 7.9 in table 7.3 are
unusually low, which improves considerably once I make an 
allowance for the structural change in the way already 
indicated.

Let me present another set of results in Table 7.4, 
covering the same period as in Table 7.3, but this time 
restricting the relevant elasticities to constant values. 
Thus, I transform all the endogenous and the exogenous 
variables in the log form and then re-estimate the parameters 
in equations 7.7 to 7.9. The results are presented in Table
7.4.

The parameter estimate for the short-run elasticity of 
money demand (“ i) in Table 7.4 is significantly positive in
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both the 2SLS estimates for narrow and broad money. But the 
lag structure for narrow money is quite different here, 
indicating no difference between short- and long-run income 
elasticity of 4.43. The corresponding value for the broad 
money turns up to be 4.55, from a significant lag structure of 
nearly sixty per cent adjustment in the current period. Thus, 
these two elasticities are estimated to have close values, 
like the case in Table 7.3, when we could only calculate the 
long-run mean elasticities of 2.6 and 2.5, respectively. All 
these values are much higher than the same parameter estimates 
in chapter three above, where the long-run estimate was close 
to unity. But there, the relevant coefficients were not 
significant at 95% level, even though the actual GDP figure 
has been used for income, whereas I could only use the proxy 
of the index of industrial production in Tables 7.1, 7.3 and
7.4. This might explain the higher values in the latter 
cases. On the interest-elasticity of the demand for money, I 
get similar results in both the tables - positive response. 
As already indicated, while there may be ample justification 
of the demand for broad money having a positive interest-rate 
elasticity of nearly 0.8, there does not seem to be any reason 
behind the corresponding positive value of over 1.8 for narrow 
money.

On equation 7.8 in Table 7.4, the marginal money- 
mul tipi 1er in both the cases for narrow and broad money 
indicate values vary close to unity, implying a 1% increase in 
the high-powered money would lead to 1% increase in both the 
narrow and broad money. On the interest-elasticity of the 
supply of money, the results in Table 7.4 are marginally 
better, indicating significant positive values for both the 
definitions of money. A point to note for the estimation of
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6 1  and 3g parameters in Table 7.4 is that the OLS and the 2SLS 
estimates are significantly positive in all the four cases, 
and their corresponding magnitudes are not that far apart.

On equation 7.9 in Table 7.4, there is a definite 
improvement in the explanatory power, compared to Table 7.3. 
The values of 0.4, though low, recorded a four-fold
increase. Quantitatively also, Table 7.4 recorded positive 
impact of effective demand (income) on the stock of high- 
powered money, as in Table 7.1, thought not significantly. 
Finally, the estimate for Y g-coefficient in equation 7.9 turns 
out to be significantly positive in all the three tables. 
This is not surprising and may be expected in the special 
circumstances of the recent Nigerian experience. Both during 
the oil-boom and the depression period, the change in the 
high-powered money closely followed Nigeria’s fortunes in the 
foreign trade, which was dominated by the oil sector. During 
the depression phase, however, as we already saw above in the 
balance sheets of the CBN, the fall in the oil revenue was 
balanced by raising the domestic credit by the federal 
authorities in the form of Nigerian Government Securities. 
But this did not break up the close link between the change in 
the foreign exchange assets of the CBN and the concurrent 
change in the stock of high-powered money.

E . Policy and other Implications
In this section I make use of the results obtained in 

the empirical verification of the money demand/supply 
relations above to formulate a macro-economic model for 
Nigeria and discuss certain policy issues in that context. 
For the first part of our sample period the nominal 
interest-rates in Nigeria were rather low, indicating 
negative real interest rates for quite some time. The lack
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of response of demand for and supply of real balances with 
respect.to the relevant interest.rates is.another feature of 
the present state of the Nigerian economy. These two 
features of the money market are incorporated in the 
following macro model, involving only the; goods - and the 
money markets with constant price level.

In figure 7.3, the four-quadrant diagram could 
describe the "closed" macro-economic model for Nigeria. In 
the fourth quadrant, we have the speculative demand for 
money, which does not seem to exist in the relevant sample 
period in Nigeria. The use of this hypothetical relation 
is, therefore, to present the policy freedom the authorities 
may have in formulating economic growth.

The low nominal interest rate il, guarantees a saving 
Si, for the income level Y i . This needs transaction (and 
precautionary) demand for money at O Mi , which let us say, is 
also supplied. If the demand for money had a speculative 
component, as for example, in quadrant IV, the required 
supply of money had to be OMi + OMi', to leave enough for 
the transactions demand at the given income level Yi, For a 
higher interest rate, i2, greater saving (S2) would be 
forthcoming for a greater level of income, Y2. This would 
require a demand for money 0 M 2 , if speculative demand is 
ignored. If not, the total demand for money would be 0M2 
+ 0 M 2 '. The equilibrium in this system will be achieved 
when the interest rate is at i, for an income level of Y , 
leading to a transaction demand for money, OM. If 
speculative demand is added, supply of money has to be OM + 
O M ' , to guarantee equilibrium in the money market. The 
first part of our time period might have exhibited 
situations where the administered interest rates are at i ^ ,
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or 12 in figure 7 . 3 ,  whereas, by the end of 1987, with 
interest rates around 15 to 18 per cent, .they .might have

reached, i, or gone beyond that, creating excess supply of 
loanable funds. Whatever the case may be, it is right to 
say that this obvious inadequacy of monetary policy have 
been rectified and interest rates may now be observed much 
closer to their equilibrium region than was the case before.

Let us now relax the restrictive assumption of the 
closed economy. The main features of the Nigerian economy 
over the recent decades are tied to the foreign sector, and 
one can not discuss policy matters without bringing that 
sector in the centre of discussion and analysis.

To do so in the context of a policy discussion, it is 
now appropriate to use the case of the flexible exchange 
rate regime. For given price levels, both domestic and 

foreign, I present the equilibrium in terms of the Nigerian 
version of the IS, LM and the BP curves in figure 7.4.

The apparent interest inelasticity of demand for and 
supply of money would suggest a vertical LM curve in figure
7.4. But there is some hint of such response in tables 7.1 
(demand) and 7.3 (supply), which may allow us to consider a 
LM - curve with a steep slope. There is evidence of the 
interest elasticity of investment (Ghosh and Kazi, 1978, 
pl46) which would make the IS curve downward sloping. On the 
case of the administered interest rate, it is possible to 
assume now, the CBN and the other monetary authorities are 
seeking to keep close to the domestic equilibrium interest 
rate and at the same time hoping that would be attractive 
for foreign investors, and acceptable to international 
agencies like the IMF and the World Bank. This is not to 
say that the Fund and the Bank would expect this high
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interest rate for any loan that may be forthcoming from 
them. But the structure of the Nigerian ..interest rates,, not 
out of line with the world rates, might meet with their 
approval which, as we already saw in chapter three above, 
is 'important for private capital flows into» the country from 
the international markets. I now put together all the above 
points in figure 7.4

Under flexible exchange rate system, as is the case 
now (Summer, 1989), it is possible for the CBN to fix the 
money supply corresponding to its foreign exchange assets 
and the net domestic credit of the CBN itself and of the 
commercial banks. For the given domestic price level the 
position of the LM curve is fixed, showing a high degree of 
interest inelasticity in figure 7.4. I also assume relative 
lack of capital mobility in response to the interest 
differential between the domestic and foreign rates for 
Nigeria. This would make the BP curve also relatively 
inelastic and I assume that it is less so than the LM curve 
in fig.7.4. Since it is a case of flexible exchange rate 
regime, BP and IS curves adjust, if they did not do so 
initially and eventually intersect on the LM curve, at a 
point like e, where the equilibrium interest rate and income 
are at rl and Y l , respectively. The exchange rate 
fluctuations would shift these two curves until the 
equilibrium is reached. This would also lead to the 
equilibrium value of the exchange rate, E (nairas per unit 
of pound sterling, £, for example) and of the real exchange 
rate, 0= E.(Pf/Pd) where Pf and Pd are the foreign and 
domestic price levels respectively.

If, for example, IS curve were to intersect the LM 
curve in figure 7.4 at a point like V, this would indicate
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balance of payments surplus leading to a fall in the 
exchange rate E, ( currency , appreciation),, and also in the 
real exchange rate, 0. This would cause a downward shift 
both in the IS and BP curves, the shift in the BP curve 
being greater because of the . lea,kages for the IS .curve are 
for saving, tax and import whereas, for the BP curve, it is 
only import. The eventual equilibrium in such a case would 
be a higher interest rate, a higher level of income and 
also a lower value of naira per unit of dollar and pound and 
franc, and whatever Nigeria's trading partners" currencies 
happen to be.

Such cases are analysed in great detail in any 
standard textbook on macro-economics (for example; Parkin 
and Bade, 1988, pp.288-292). The result for a foreign shock 
like say greater demand for Nigerian crude, would lead to no 
change in income and interest rate, but to an appreciation 
of naira in its foreign exchange value. If the money supply 
was allowed to increase in such a case then it might lead to 
a rise in income. Thus the CBN along with the rest of the 
monetary authorities in Nigeria would have a choice between 
a high value of naira and no increase income or a low value 
of naira and an increase in income.

Such analysis of the comparative static results ought 
to be based on the dynamics of the relations which are 
hardly worked out in great detail. Other than providing the 
stability conditions an investigation into the dynamics of 
the system could also indicate, at least qualitatively, the 
nature of the time-paths of the endogenous variables.

17. For an analysis of such relations with the usual 
assumptions one may consider a standard textbook, like, 
Michael Parkin & Robin Bade, Modern Macroeconomics, Second 
Edition, Philip Allan, 1988, Chapters 15 and 16.
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whether stable or unstable. It could also throw light on the 
direction of change of a n .endogenous variable on some policy 
change if the relevant lapse of time cannot be construed to be 
long enough for the full adjustment to the next equilibrium 
situation.

The dynamic analysis is presented in figure 7.5, in 
terms of a two variable phase diagram. The r,Y space
here is divided into six regions, I to VI. For each region 
I note the latent forces on interest and income for a 
particular point. Such forces are generated due to (i) 
excess demand for loanable fund and excess demand for money 
on the interest rate and to (ii) excess demand for output 
and excess supply of money on the income level. For 
example, in region II at a given interest rate, investment 
is less than saving at any point which is not on the IS 
curve, and therefore faces a downward pressure on income.
But the same point, since it is not on the LM curve either, 
has a demand for money which is less than the money supply, 
thus sustains an upward pressure on income. The net result 
would depend on the magnitude of the two forces. But the 
effect on the interest rate in this region is not ambiguous.
For a given level on income the demand for loanable fund is 
less than the supply of it at a point in region II, which is 
not on either the IS or the LM curve and thus will 
experience a downward pressure on it. Similarly, the 
speculative demand for money at that point, and therefore 
the total demand will be less than the supply of money, thus 
generating a downward force on the interest rate. On both

18. A detailed analysis of this technique, one may find in 
Alpha C. Chiang, Fundamental Methods of Mathematical 
Economics, Third Edition, 1984, McGraw Hill, pp. 628-638.
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these counts, any point in region II would experience a 
definite downward force.

The same argument is carried throughout all the six 
regions where the horizontal arrows indicate the pressure on 
income from its source of the goods market and
the money market. The vertical arrows similarly
indicate forces on the interest rate. The resultant forces 
are also indicated as a direction of the movement of both r 
and Y. In the event of a two arrowhead case, for example,
in regions III and IV on the interest rate, the greater
force would first indicate the ultimate direction of its
change and the time path would be determined by the
parallelogram of forces. This way, I can indicate the
direction of the time path for the phase-diagram at any
point, so long as both the forces on the opposite direction 
on a variable can be quantified. This, however, rules out
the case where the point may be on either the IS or the LM
curve. In such cases, there will be no ambiguity. A point 
on the IS curve for example, will only experience forces 
coming from the money market and therefore, could slide
along it (though not necessarily) towards the intersection
of the IS and LM curves.

The position of the BP curve affects the relative 
areas of the various regions, as one follows a particular 
time path. A point above the BP curve indicates surplus 
thus leading to a fall in the exchange rate, E, (currency
appreciation) and also in the real exchange rate 0. This
would lead to a fall in the net export, pushing the IS curve 
backward and the BP curve upward. Thus the six-way division 
of the r,Y space itself will be changing with time, but each 
region would always maintain its dynamic properties analysed
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above, at every point in time. In such a scenario, a point 
like V may generate a stable focus A n  relation to the 
original configuration of the six regions. Another feature 
of this dynamic system is that both the demarcation curves, 
IS and LM are themselves stream lines and they turn out to 
be four cases of stable nodes. In comparative static 
analysis of this economic system only such cases of dynamics 
are usually reported, to the neglect of the other 
possibilities. As we can see from figure 7.5, the stability 
of the system is no way assured thus doubting the existence 
of the static equilibrium, which is everywhere assumed to be 
the ca se.

That is the negative implication. On the positive 
side, the time path in a particular case may explain the 
variation of r and Y which can not be explained either by 
the prediction from the comparative statics,• or from the 
assertion of the type of a time path which is presumably 
stable. This is not to say that whatever may be the 
observed variations in r, Y and E, the above dynamics can 
explain that: in such a case it would not be even a theory,
not being able to be proved wrong! The explanation of the 
various forces behind the variables would allow us to 
understand some cases (not all cases) which are not 
explained by stable time paths. Such paths may exist in 
reality and the possibilities outlined in figure 7.5, can 
explain some of them.
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Chapter 8 Conclusions

In  t h is  f in a l  cha p te r o f  th e  th e s is ,  I  summarise the  re s u lts  o f  

the, research from  th e  ear l ie r  parts. They are  no t always q u a n t i ta t iv e  

in  n a tu re , n e ith e r  are they  d i r e c t ly  related to a p o lic y  is s u e ’ in  every

case. Some broad p o lic y  issues may be indicated based on the

con c lu s ion s  o f  t h is  and some o th e r works on the  present theme, referred 

to  e a r l ie r .  In  the  f i r s t  p a r t ,  therefore, the re s u lts  from  the

prev ious  chapters  are summarised and in  the second, p o lic y  issues are 

discussed p r im a r i ly  based on such f in d in g s .

In  the  second chap te r th e  recent h is to ry  o f  the banking in d u s try  

has been re in te rp re te d  in  term s o f  the dominant f irm  o l ig o p o l is t ic  

market s t ru c tu re  where th e  f u t i l i t y  and in e f f ic ie n c y  o f  the local 

governm ent’ s backing o f  the  ind igenous banks has been pu t in to  sharp 

focus in  a pe rio d  w ith o u t the  C e n tra l Bank o f N ig e r ia . T h is  chap te r 

a lso  p rov ides  a d e s c r ip t iv e  account o f  th e  post-CBN monetary experience 

o f  the  N ig e ria n  economy by d iv id in g  the entire p e rio d  in to  th re e  

separa te su b -pe riod s , each o f  which is  very  l i k e ly  to  have a d is t in c t  

s t ru c tu ra l fe a tu re  o f  i t s  own, q u ite  d i f f e r e n t  from  the  o th e r two. 

T h is  d is t in c t io n  has been made use o f  in  chap te r th re e  where many broad 

macroeconomic r e la t io n s  re le v a n t to  economic growth and development 

have been proposed and te s te d . These re s u lts  va ry  a g re a t deal in  

term s o f  t h e i r  s t a t is t i c a l  robustness, even when one takes  in to  account 

the  d ram atic  s t r u c tu r a l changes in d ic a te d  above. But the  broad 

u n d e rly in g  fe a tu re s  o f  the  in te ra c t io n s  between th e  re a l and monetary 

v a r ia b le s  in  th e  development process are s t i l l  d is c e rn ib le .  For 

example, a 1% increase  in  th e  money s tock  would lead to  a o.27% 

increase  in  the  in f la t io n  ra te ,  in  th e  same yea r. I t  would a lso  lead 

to  an increase  in  th e  growth ra te  r f  income, bu t no t m o n o to n ic a lly . 

The contemporaneous growth m axim ising ra te  o f  expansion o f  th e  money
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s tock  tu rn s  ou t to  be over 50 pe rcen t a year. In  a normal year, such 

a monetary measure cou ld  lead to  an income growth o f  15 pe rcen t in  the

same yea r. There are l i k e ly  to  be some u n d e rly in g  re la t io n s  behind

such results, some o f  which have a ls o  been estimated. For example, the  

r e la t io n  between th e  in ves tm en t ra te  f o r  a given; va lue  o f  income and 

the  in f la t io n  ra te  cou ld  be n o n - l in e a r ,  peaking a t a va lue  o f  15% fo r  

p r ic e  r is e ,  which may lead to  an investm ent ra te  o f  16% o f  income, in  

the  same year i f  i t  is  a normal one.

There are c e r ta in  o th e r f in d in g s  worked ou t in  chap te r three,

some o f  which may be re le v a n t f o r  p o lic y  issues . One such r e s u lt

in d ic a te d  th a t  around 5% of th e  t o t a l  investm ent in  1987 cou ld  have 

been financed  by the  newly crea ted  high-powered money, w ith o u t i t s  

e f fe c t  be ing f e l t  on th e  in f la t io n  ra te . But the  in f la t io n a r y  fin a n c e  

o f  economic development may be hampered, i f  the  c o u n try  s u f fe rs  from 

f in a n c ia l rep ress io n  and in  a s i tu a t io n  l i k e  th a t ,  a d i f f e r e n t  type  o f 

economic p o lic y  may be c a lle d  f o r .  The im portance o f  t h is  issue 

engages the  p resen t work f o r  two f u l l  chap te rs  in  f iv e  and s ix .  But 

here, in  chap te r th re e , an in d ir e c t  te & t is  p rov ided and th e  results 

remain in c o n c lu s iv e  about th e  degree o f  m a tu r ity  o f  the  N ig e ria n  

f in a n c ia l system. There is  no doub t, however, in  th e  p o s it iv e  

in flu e n c e  o f  th e  spread o f  f in a n c ia l in te rm e d ia tio n  on th e  inves tm en t- 

income r a t io  as worked ou t in  t h is  cha p te r.

Chapter fo u r  b r in g s  to g e th e r th e  re s u lts  from  th e  monetary and 

re la te d  research works on th e  economy and in d ic a te s  some ways f o r  

fu r th e r  in v e s t ig a t io n s .  The q u e s tio n  o f  com p lem entarity  between money 

and p h ys ica l c a p ita l seems to  be an im p o rtan t issue no t y e t ta c k le d  in  

th e  e x is t in g  l i t e r a t u r e  and th a t  has l e f t  room fo r  th e  p resen t th e s is  

to  in v e s t ig a te .  I t  a ls o  looks in to  v a rio u s  models on th e  demand fo r  

and supp ly o f  money and p o in ts  ou t th e  inadequacy o f  the  s in g le  

equa tion  models on the  d e te rm in a tio n  o f  the  money s to c k . T h is  obvious
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gap in  the  l i t e r a t u r e  is  a ls o  b ridged  here in  a model f o r  the  

s im u ltaneous d e te rm in a tio n  o f  the  demand/supply o f  base money and money 

i t s e l f .

In  chap te r f iv e  I  look in to  th e  microeconomic lo g ic  b e h in d .th e  

com plem entarity  h yp o the s is . The c o n s tra in in g  assumptions on a t y p ic a l 

en tre p re ne u r under f in a n c ia l rep ress io n  o f  h is  environm ent have been 

imposed in  a pe rio d  a n a ly s is .  W ith the  he lp  o f  many diagrams 

d e s c r ib in g  th e  ba s ic  cho ice  problem in  such a case, th e  purpose and 

a lso  the  re s u lt  o f  t h is  chap te r has been to  show th e  d is t in c t io n  

between the  com plem entarity  hypo thes is  from  the  com plem entarity  tru is m  

in vo lve d  in  a dynamic ad justm ent process. The com plem entarity  proposed 

is  one o f  (com para tive  s t a t ic )  e q u ilib r iu m  ra th e r  than o f  

d is e q u il ib r iu m  and chap te r f iv e  s p e lls  ou t th a t  d is t in c t io n .

Chapter s ix  te s ts  t h is  hyp o the s is  in  the  c o n te x t o f  an aggregate 

p ro d u c tio n  fu n c t io n .  I t  has not been the  case o f  p u t t in g  re a l balance 

in  the  p ro d u c tio n  fu n c tio n  and te s t in g  i t  -  the  th e o re t ic a l b a s is  a t 

the  m ic ro - le v e l has been worked ou t in  the  e a r l ie r  cha p te r in  the  

c o n te x t o f  an e q u ilib r iu m  va lue  f o r  a p o r t f o l io  problem . The 

aggrega tion  o f  such re la t io n s  would lead to  a macro r e la t io n  which 

would be the  aggregate p ro d u c tio n  fu n c t io n .  The com plem entarity  

hypo thes is  has been te s te d  f o r  both narrow and broad monies, w ith  the  

assoc ia ted  hypo thes is  o f  a s t r u c tu r a l change in  the  economy due to  the  

o i 1 boom and a lso  due to  dep ress ion . The p o s s ib i l i t y  o f  te c h n o lo g ic a l 

change, both autonomous and induced, has a lso  been in v e s t ig a te d  along 

w ith  the  main hypo thes is  o f  com p lem enta rity . A l l  these o p tio n s  led  to  

v a rio u s  com binations f o r  th e  te s ts  which have been summarised and 

presented in  Tables 6.1 to  6 .4  above. The re s u lts  o f  cha p te r s ix  can 

be l is te d  as fo llo w s :

( i ) Narrow money tu rn s  ou t to  be a complement asse t to  ph ys ica l

c a p i t a l , when gross investm ent has been used as a proxy f o r  i t .
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( i i )  Broad money, however, cou ld  have been a s u b s t itu te  f o r  ph ys ica l 

c a p ita l d u rin g  ou r sample p e rio d  (1960 to  1987).

( i i i )  The o i l  boom pe rio d  (1970-80) has caused a s t ru c tu ra l upward 

s h i f t  in  th e  N ig e ria n  aggregate p ro d u c tio n  fu n c tio n  bu t the  

depression  (1981-87) has s h i f te d  i t  backward, though no t t o t a l l y .

( iv )  There is  some evidence to  suggest th a t  th e  re a l balance 

e la s t ic i t y  o f  gross dom estic p roduct f o r  both narrow and broad 

money has been ad ve rse ly  a ffe c te d  d u rin g  the  depression and th e re  

is  some h in t  f o r  such e f fe c t  be ing p o s it iv e  f o r  c a p ita l bu t 

ne ga tive  a lso  f o r  la bo u r.

(v )  When money i t s e l f  has been used as the  agent f o r  demand-induced

te c h n o lo g ic a l change, th e re  is  no evidence s u p p o rtin g  th a t  

hyp o the s is . N e ith e r is  th e re  any evidence f o r  money being a

proxy f o r  trend o r trend a proxy f o r  money.

In  chap te r seven, a model f o r  th e  d e te rm in a tio n  o f  th e  money 

s tock  in  the  cou n try  has been proposed and tested. Assuming th a t  

demand and supp ly o f  high-powered money are always observed on t h e i r  

e q u il ib r iu m  values even a t q u a r te r ly  in te r v a ls ,  whereas the

demand/supply o f  money are n o t, th e  whole system is  f i r s t  found to  be 

s ta b le  so long as th e re  is  p a r t ia l  ad justm ent o f  th e  stock o f  money to  

i t s  de s ire d  v a lu e . The model has been tested f o r  two ove rla p p in g  

in te rv a ls  : (a ) 1971 to  1977 and (b ) 1971-1987. In  the  ear l ie r  p e r io d , 

i t  was p o s s ib le  to  te s t  th e  hyp o the s is  f o r  th re e  d i f f e r e n t  d e f in i t io n s  

o f  money. But such degree o f  freedom has been denied to  the

researchers  due to  th e  p resen t p u b lic a t io n s  o f  da ta  on money o n ly  on 

two d e f in i t io n s .  The th re e  s e ts  o f  re s u lts  (two ve rs io n s  f o r  the  

longer p e rio d ) are comparable o n ly  up to  a l im ite d  e x te n t , a ls o  because 

o f  o th e r reasons in d ic a te d  e a r l ie r .

In  both the  te s ts ,  th e  p a r t ia l  ad justm ent c o e f f ic ie n t  tu rn s  ou t 

to  be le ss  than u n ity  when sim u ltaneous e s tim a to rs  are  used. They come
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c lo se  to  each o th e r o n ly  in  th e  case o f  narrow money when 2 SLS has 

been used, i . e .  0.27 f o r  th e  e a r l ie r  pe rio d  and 0.26 f o r  th e  o th e r. 

For the  e a r l ie r  te s t ,  th e re  is  some evidence o f  th e  ne ga tive  response 

o f  demand f o r  money to  changes in  in te re s t ,  ra te s  whereas f o r  the  longe r 

t im e -p e r io d , ' th e re  is  no such evidence. In  : c o n tra s t ,  th e re  is  

s ig n i f ic a n t  p o s it iv e  response, which can be in te rp re te d  f o r  m̂  as the  

ow n-ra te  response dom inating  th e  o p p o r tu n ity -c o s t response, e s p e c ia lly  

when d e p o s it in te re s t  ra te s  p icked up q u ite  c o n s id e ra b ly  towards the  

end o f  the  sample pe rio d  f o r  the  lo ng e r te s t  case. For th e  response o f  

demand fo r  money due to  changes in  (p roxy  fo r )  income, I  always get the  

r ig h t  s ig n , bu t always s ig n i f ic a n t ly  so, o n ly  f o r  the  second case.

The response o f  money s tock  to  changes in  the  high-powered money, 

i . e .  the  m arg ina l money m u l t ip l ie r ,  is  s ig n i f ic a n t ly  p o s it iv e  in  a l 1 

the  ta b le s ,  bu t the  va lue  f o r  th e  longe r tim e case, comes ou t as 

la rg e r .  There is  a lso  some evidence in  th e  second case o f  some 

p o s it iv e  response o f  the  broad money to  changes in  th e  ra te s  o f  

in te re s t  on advances by th e  c le a r in g  banks. T h is  is  something which 

never happened in  the  e a r l ie r  ta b le ,  and may be due to  th e  h igh  ra te s  

o f in te re s t  towards the  end o f  ou r lo ng e r sample p e rio d .

On the  endogeneity o f  money sup p ly , I  ge t much b e t te r  re s u lts  f o r  

th e  s h o r te r  tim e span than th e  o th e r where th e re  is  no p o s it iv e  

evidence o f  e f fe c t iv e  demand in  the  form  o f  income ( in d u s t r ia l  o u tp u t 

index used as a p roxy) in f lu e n c in g  monetary base. For th e  im pact o f  

fo re ig n  exchange reserves on th e  monetary base, th e  re s u lts  are 

s ig n i f ic a n t ly  p o s it iv e ,  as expected f o r  a l 1 th e  cases. In  th e  event o f  

r e s t r ic t in g  a l 1 the  e la s t ic i t y  e s tim a te s  to  cons tan t va lues f o r  the  

longer pe rio d  te s t ,  th e  re g re ss io n  equa tions re g is te re d  s im i la r  

re s u lts ,  to  th e  case where they  were n o t. But i t  d id  in d ic a te  c e r ta in  

improvements in c lu d in g ,  ( i ) s ta b le  va lues  o f  th e  money supply equa tion  

param eters, ir re s p e c t iv e  o f  th e  type  o f  e s tim a to rs  and ( i i )  a
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s u b s ta n t ia l in crease  in  th e  va lues o f  the  m onetary-base equa tions . 

F in a l ly ,  in  chap te r seven, th e  dynamics o f  the  IS/LM/BP model under 

f le x ib le  exchange ra te  has been in v e s tig a te d  and shown to  be not 

n e c e s s a r ily .s ta b le .

Let us now Took a t some p o lic y  issues which may be re la te d  

d i r e c t i  y o r  in d i r e c t ly , to  th e  f in d in g s  o f  the  th e s is .  F i r s t ,  in  

chap te r th re e  we saw how monetary expansion cou ld lead to  increase in  

the  in f la t io n  ra te  and a ls o  in  th e  growth ra te  o f  income. But th e re  

seems to  be good evidence f o r  some n o n - lin e a r  re la t io n s h ip  in  the  

la t t e r  case. A lso , in f la t io n  i t s e l f  may be conducive to  grow th, up to  

a p o in t,  and a f te r  th a t  any fu r th e r  in f la t io n  would be d e tr im e n ta l to  

grow th. There are good th e o re t ic a l reasons, why one should expect such 

re la t io n s  and they  are a lso  con firm ed in  the  evidence f o r  the  recen t 

N ig e ria n  experience . Thus, th e re  is  a d e f in i te  t r a d e - o f f  between 

in f la t io n  and growth a f te r  a p o in t,  and th e  a u th o r i t ie s  may be w e ll 

advised to  decide on th e  op tim a l com bination between t h is  s o c ia l good 

(g row th) and s o c ia l bad ( i n f l a t i o n ) . The es tim a te s  o f  th e  v a rio u s  

re le v a n t param eters suggest th a t  th e  h ig h e s t p o s s ib le  growth ra te  o f 

15% may have to  be bought w ith  a more than f i f t y  pe rcen t expansion o f  

money s to c k , le ad ing  to  an in f la t io n  ra te  o f  14% o r more, a l l  in  th e  

f i r s t  year o f  th e  p o lic y  be ing undertaken. The n o n - l in e a r i ty  o f  th e  

o p p o rtu n ity  l in e s  suggest, th a t  under th e  weakest assumptions on s o c ia l 

p re fe ren ce , th e  optimum p o lic y  would aim fo r  le ss  growth and lower 

in f la t io n .  Another re s u lt  in  t h is  chap te r in d ic a te s  th a t  a growth o f  

f in a n c ia l in te rm e d ia tio n  may lead to  h ig h e r investm ent per n a ira  o f  

GDP. So th e re  may be a case to  encourage th a t ,  as a m a tte r o f  economic 

p o lic y .  In  the  N ig e ria n  c o n te x t, such in te rm e d ia tio n  can be t y p ic a l ly  

measured by the  d e p o s its  w ith  th e  commercial banks in  th e  absence o f  a 

developed s tock  market and a ls o  o f  s u b s ta n t ia l ly  competing savings 

in s t i t u t io n s .  T h is  b r in g s  us to  th e  f in d in g s  o f  chap te rs  f iv e  and s ix .
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The e m p ir ic a l re s u lts  from  chap te r s ix  suggest th a t  narrow money 

cou ld  be regarded as a complement f o r  ph ys ica l asse ts , whereas the

broad money cou ld  be a s u b s t itu te .  The ra p id  inc rease  in  in te r e s t

ra te s  on saving and tim e  d e p o s its  towards the  end of.our sample period 

m ight have induced t h is  elem ent in  th e  broad money. In  such a case, 

th e re fo re ,  th e re  is  a good argument fo r  in f la t io n a r y  fin a n c e  o f

economic grow th, s u b je c t to  th e  l im i t s  in d ic a te d  in  the  e a r l ie r  

paragraph. T h is  is  the  usual case o f  us ing in f la t io n  as a m ajor

in s trum en t to  fin a n c e  developm ent, when money cou ld  be regarded as a 

s u b s t itu te  asset fo r  p h ys ica l c a p i ta l .  I t  is  be ing argued here, th a t  

the  f in a n c ia l rep ress io n  o f  the N ig e ria n  monetary system has been 

re lie v e d  s u b s ta n t ia l ly  w ith  a d e p o s it ra te  around 15% towards the  end 

o f  our sample p e rio d . B ut, th a t  i t s e l f  does no t so lve  f in a n c ia l 

underdevelopment o v e rn ig h t. The la ck  o f  easy access to  sm all loans f o r  

the  t y p ic a l ly  sm al1 fa rm er o r  businessman, le t  us say, s t i l l  in h ib i t s  

the  f in a n c ia l system. The evidence, a t the  macro le v e l con firm s narrow 

money being a complement to  p h y s ic a l c a p i t a l . T h is  im p lie s  a smal 1 

fa rm er o r in v e s to r  s t i 11 has to  save f i r s t  to  be ab le  to  in v e s t and he 

would save t y p ic a l ly  in  money. T h e re fo re , to  encourage him to  do so, 

in te re s t  may be o ffe re d  on demand d e p o s its , i f  no t a l 1 over the  

fe d e ra t io n ,  p r e fe r e n t ia l ly  to  ru ra l areas and in  a l 1 development and 

a g r ic u ltu r a l banks. S ince the  m ajor p ro p o rtio n  o f  th e  a g r ic u ltu r a l 

o u tp u t is  produced by a g re a t number o f  sm al1 fa rm s, such a move may 

have more f a r -  reach ing Impact than f in a n c in g  c e r ta in  m ajor p ro je c ts  

w ith  the  development loans from  abroad. T h is  p o lic y  would a ls o  be 

c o n s is te n t w ith  the  s tra te g y  o f  in f la t io n a r y  f in a n c e , so long as the  

in te re s t  o ffe re d  on demand d e p o s its  he lps the  d e p o s ito rs  a t le a s t to  

re ta in  t h e i r  rea l va lue . O therw ise th e  two p o l ic ie s  would be w ork ing 

a g a in s t each o th e r .  The i n i t i a l  cos t o f  paying f o r  such in te r e s t  

payments may be financed  by re d u c tio n  in  government consumption an d /o r
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by c re a tio n  o f  government money. In  th e  la t ter  stages , e x tra  income 

earned by the  banks on e x tra  loans and advances, may make the  scheme 

e v e n tu a lly  s e l f - f in a n c in g  and even p r o f i ta b le .

Let us now co n s id e r th e  re s u lts  from  cha p te r seven on the  

de te rm in a tio n  o f  money sup p ly . Even though th e  param eter es tim a tes  

in d ic a te  some element o f  endogene ity  in  the  money sup p ly , under the  

presen t f le x ib le  exchange ra te  regim e, i t  is  p o s s ib le  to  c o n tro l th e  

money supp ly . The s p e c ia l case o f  N ig e r ia , when f o r  a la rg e  p a r t o f  

the  sample pe rio d  the  fe d e ra l government had been th e  main source o f  

fo re ig n  exchange ea rne r, thanks to  th e  o i 1 s e c to r, in d ic a te s  th a t  even 

under i t s  f ix e d  exchange ra te  regim e, i t  had the  freedom to  c o n tro l 

money s to ck . A look a t th e  ba lance sheets o f  th e  CBN a t d i f f e r e n t  

pe rio ds  rep o rted  in  cha p te r seven, would t e l  1 us how the  fe d e ra l 

a u th o r i t ie s  had been in c re a s in g  th e  dom estic c r e d i t  when th e  o th e r 

source o f  high-powered money from  fo re ig n  asse ts was p ro v in g  

inadequate.

Thus, under the  p resen t f le x ib le  exchange ra te  regim e, th e  p o lic y  

makers can c o n tro l money s to ck  and they  have been do ing so over the  

yea rs . But th e re  cou ld  be a cho ice  here. In  th e  event o f  an increase  

in  the  w orld  demand f o r  N ig e ria n  o i 1, the  a u th o r i t ie s  have the  cho ice  

o f  a p p re c ia t in g  th e  fo re ig n  va lue  o f  n a ira , w ith  1i t t l e  o r  no increase  

in  income by le t t in g  money s tock  grow a l i t t l e ,  o r  in c re a s in g  1ncome 

w ith  n a ira  not a p p re c ia t in g , by le t t in g  money s tock  grow s u b s ta n t ia l ly .
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DATA APPENDIX

Data used in  th e  th e s is  are presented in  s ix  ta b le s  in  t h is  

s e c tio n . The m ajor source o f  th e  da ta  are th e  v a rio u s  

p u b lic a t io n s  o f  th e  C e n tra l Bank o f  N ig e r ia  and the  Federal 

O ff ic e  o f  S t a t is t ic s ,  Lagos. S ince the y  re v is e  t h e i r  es tim a te s , 

l i k e  any o th e r source o f  s t a t is t i c s  on an economy, th e  la te s t  

p u b lic a t io n  on a datum fo r  a part icular tim e is  sought to  be 

rep o rted  here.
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Table A.l Some Annual Data (N million)
Year GDP * Gross I Real ... Labour ** GDP .at

Deflator
= P

Investment 
= I

P Capital Index 1980 
factor cost

1960 0 .14 10 258 1 ,8 3 0 51,012 35 17,004
1961 0.1350 258 1,911 51.; 39 3 36 17,570
1962 0,. 135 0 305 2:., 259 ^.52, i i ;o 41 1 8 ,5 8 0
1963 0.1460 393 2 ,6 92 53 ,2 39 46 20 ,1 36
1964 0 .14 70 503 3,4 22 55 ,064 47 21 ,3 73
1965 0.1530 615 4 ,0 2 0 57 ,432 53 21 ,9 3 0
1966 0.1680 602 3 ,5 83 59 ,292 49 21 ,4 98
1967 0.1730 484 2,7 98 60,311 52 17,052
1968 0.150 0 438 2 ,9 2 0 61 ,300 54 19,194
1969 0.1580 550 3,4 81 62 ,3 81 62 24, 33 61970 0.1780 883 4 ,9 61 63 ,990 72 31 ,5 841971 0.1900 1,2 83 6 ,7 53 67 ,0 32 81 37 , 39 21972 0 .19 20 1 ,4 01 7 ,2 9 7 71 ,7 74 91 40,118
1973 0.288 0 2 ,5 06 8 ,7 01 76 ,91 7 97 38,119
1974 0.4400 2,9 56 6 ,7 18 83 ,31 1 106 4 2,7 41
1975 0,5250 5,020 9 ,5 62 87 ,5 30 111 41, 45 3
1976 0.6000 8 ,1 07 1 3 ,5 12 94 ,466 137 45,970
1977 0.654 0 9 ,4 21 14 , 4 0 5 105,144 152 4 9 ,7 12
1978 0.7710 9,3 86 12,174 116,39 4 154 46, 07 2
1979 0.9140 9, 095 9,9 51 125 ,07 7 158 47 ,2 331980 1,00 10,841 10,841 131,27 5 165 49,7 55
1981 1.1460 11,044 9 ,6 37 138,178 207 45,580
1982 1.2620 8,9 81 7 ,1 16 143 ,6 70 158 45,630
1983 1 .3 36 0 6 ,45 1 4 ,8 2 9 146 ,476 161 3 7,7 03
1984 1 .4 470 3 ,7 89 2 ,6 19 146 ,91 0 155 32, 817
1985 1.5870 4,818 3,0 36 145 ,122 141 35, 592
1986 1 .67 40 5 ,2 70 3 ,1 48 143 ,8 04 141 34 ,84 1
1987 1.8449 6 ,1 8 0 3 ,3 50 142 ,638 140 35 ,25 8

Sources; (i) International Financial Statistics, IMF.
(ii) Central Bank of Nigeria;
(a) Annual Report and Statement of Accounts
(b) Monthly Report, Economie and Financial Review 

(iii) Federal Office of Statistics, Digest of Statistics
Notes ;
* GDP Deflator is calculated by comparing GDP at current factor 
costs and GDP at constant factor cost. Since the GDP at 
constant factor c o s t  changed base a few times in official
publications, I have linked all such figures to 1980 factor
cost.

** A separate table is presented to explain the calculations
for the Labour Index
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Table A. 2 Annual Monetary Data (N Million)
Year Narrow 

Money (Ml)
Broad 

Money (M2)
ml = Ml 

P
.m2 = M s  

P
1960 241 296 1,709 2 ,0 99
1960 243 314 1,800 2 ,32 6
1962 253 333 1 ,8 74 2 ,4 6 7
1963 .26.9 362 1 ,8 4 2 .2 ,479
1964 318 431 2 ,1 63 2 ,9 32
1965 328 469 2 ,1 4 4 3,065
1966 257 520 1,867 3,095
1967 323 454 2 ,25 3 2 ,6 24
1968 338 522 2 ,8 2 9 3 ,4 80
1969 447 663 3,61 2 4 ,1 96
1970 643 979 3,5 26 5 ,5 00
1971 670 1,042 3,89 1 5 ,4 84
1972 747 1,204 3,2 15 6 ,2 71
1973 926 1,508 3 ,99 3 5 ,2 36
1974 1,7 57 2 ,7 30 4 ,9 62 6 ,2 05
1975 2,60 5 4 ,1 78 6,440 7 ,9 58
1976 3,86 4 5 ,8 43 8 ,4 98 9 ,7 38
1977 5,55 8 7 ,8 13 6,616 11 ,9 46
1978 5,101 7,521 6,7 25 9 ,7 55
1979 6 ,1 4 7 9 ,8 49 9 ,2 27 10,776
1980 9,22 7 14 , 39 0 9 ,2 27 14,390
1981 9,7 45 1 5 ,2 3 9 8 ,5 03 13 ,2 98
1982 10 ,0 4 9 16,694 7 ,9 63 13 ,2 28
1983 11 ,2 83 19 ,0 34 8 ,4 45 14 ,2 47
1984 12,204 21,2 43 8 ,4 3 4 14 ,6 81
1985 13 ,2 2 7 23 ,1 53 8 ,3 35 1 4 ,5 8 9
1986 12,6 63 23 ,6 05 7 ,5 65 14,101
1987 14 ,9 06 28 ,895 8,080 15 ,6 6 2

Sources: (i) International Financial Statistics, IMF.
(ii) Central Bank of Nigeria:
(a) Annual Report and Statement of Accounts
(b) Monthly Report, Economie and Financial Review

(iii) Federal Office of Statistics, Digest of Statistics
Notes :
Prior to March 1978, M2 included Central Government deposits 
with the Commercial Banks.
Ml = currency in circulation plus Demand Deposits with the 
Commercial Banks.
Mz = Ml plus Time and Savings Deposits.
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Table A.3. Background Data for Total 
Employment Index

Year Unemploy Popula Civil Manufac - Crude Metal Labour
ment 

( ' 0 0 0 )
tion 
(mill
ion )

Service 
('000)

turing 
('000)

Petrol
eum Pro 
duction 
Index

Manufac
turing 
('000)

Index

196 0 6.86 42,.95 (49) .32.8 0). 8 36%.9 34.6141960 13.75 44 .0 5 (50) 34 .3 2.2 40 .4 35.660
1962 1 5 .0 6 45 .1 7 51 53 .1 3 .3 44 .0 41 .2 95
1963 1 6 .8 2 46 .3 2 54 65.8 3 .7 4 5 .5 45 .6 0 9
1964 20 .7 3 47.19 47 76 .3 5 .8 4 7 .8 46 .9 4 31965 20 .9 4 48 .6 8 51 95 .6 13.2 54 .0 53 .1 181966 26 .6 3 4 9 .8 9 55 6 5 . 9 20.2 54 .5 48 .8 38
1967 20.10 51.12 59 7 6 . 4 15.5 51.7 52 .3 40
1968 1 2 .9 0 52 .4 2 . 62 8 0 .8 6 .9 50 .1 53 .8 60
1969 12.20 54 .6 9 62 102.6 26 .1 49 .1 61 .7 33
1970 13 .5 0 56 .3 5 64 127.1 52.5 51.8 7 1 .6 1 81971 14.41 5 8 .6 7 73 1 4 5 .4 75 .4 5 1 .6 81 .2 4 71972 1 5 .3 7 59 .8 5 84 1 6 7 .5 88.2 54.9 91 .3 79
1973 19.10 61.71 100 16 6 .8 99 .5 54 .2 96 .5 43
1974 21.8 2 63 .6 5 123 1 7 5 .3 109.1 5 6 .3 105.938
1975 19 .0 7 67 .6 5 134 244 .2 8 6 .4 5 6 .2 1 1 0 .5 09
1976 18.97 70 .0 7 155 2 7 1 .4 10 0 .4 3 3 .9 1 3 6 .5 991977 15 .8 5 72 .5 8 160 324 .4 101 .4 33 .2 1 5 1 .9 12
1978 16 .6 6 75 .1 8 188 305 .5 92 .4 ( 3 7 . 4 ) 154 . 31 7
1979 1 6 .0 4 7 7 .8 4 197 ( 2 9 9 . 9 ) 111.6 41.6 158. 20 3
1980 16 .8 8 80.56 231 2 9 4 .3 100.0 48 .1 165 . 4 3 1
1981 15.70 83.31 256 4 4 8 .7 69 .7 33 .2 206.508
1982 16.3 4 85 .6 3 26 5 .5 24 8 .5 62 .2 31.3 158.441
1983 35.9 0 89 .0 3 292 2 3 3 .6 59 .7 2 7 .8 1 6 0 .6 13
1984 33.6 0 92 .0 4 302 ( 2 0 0 . 0 ) 67 .0 1 8 .2 155 . 35 0
1985 32.8 0 95 .2 0 255 (188.0) 71.4 10.9 141. 14 0
1986 33.0 0 98 .4 8 (250) (190.0) ( 6 6 . 7 ) ( 1 0 . 0 ) 140.640
1987 ( 3 3 . 0 0 ) 101.49 (245) (190.0) 62 .0 ( 1 0 . 0 ) 139 . 6 7 3

Source : Federal Office of Statistics, Digest of Statistics.
Notes :
Labour Index is calculated on the following basis:
25% w e i g h t s  f o r  ( i )  P o p u l a t i o n  ( i n  m i l l i o n )

EACH ( i i ) C i v i l  S e r v i c e  E m p l o y m e n t  ( i n  t h o u s a n d s )
( i i i )  M a n u f a c t u r i n g  E m p l o y m e n t  ( i n  t h o u s a n d s )

10% w e i g h t s  f o r  ( i )  I n d e x  o f  C r u d e  P e t r o l e u m  P r o d u c t i o n
EACH ( i i )  M e t a l  m i n i n g  e m p l o y m e n t  ( i n  t h o u s a n d s )

5% w e i g h t  f o r  u n e m p l o y m e n t  ( i n  t h o u s a n d s )  e n t e r e d  n e g a t i v e l y .

F o r  e x a m p l e :  1 9 6 2 :
( . 0 5 )  ( - 1 5 . 0 0 )  + ( . 2 5 ) ( 4 5 . 1 7 )  + ( . 2 5 ) ( 5 1 )  + ( . 2 5 )  ( 5 3 . 1 )

+ ( 0 . 1 ) ( 3 . 3 )  + ( 0 . 1 ) ( 4 4 )= -.753 + 11.293 + 12.75 + 13.275 + .33 + 4.4 = 41.295

Numbers in parentheses are estimates due to unavailability of 
data .
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Table A.4 Some Quarterly. Data iN, million for, the
last four columns)

Time Index of Price Deposit Advance Foreign High Narrow Broad
Income Index Rate Rate Assets Powered Money Money 

Money
1971 I 60.9 26 .0 3 .0 0 7.00 208 376 648 1 012
II 62.1 27 .8 3 . 00 7.00 246 359 646 1 036
III 59.7 28.6 3 .0 0 7.00 211 368 601 965IV 66.6 28.3 3.00 7 . 0 0 283 393 651 1 0181972 I 6 7 .4 2 8 .9 3 . 00 7 .0 0 238 388 703 1 108II 69 .6 29 .5 3 . 00 7 .0 0 217 370 658 1 061
III 73 .1 2 7 .9 3 .0 0 7 .0 0 252 362 675 1 115
IV 75.7 27 .3 3.00 7 .0 0 254 430 748 1 195
1973 I 76 .4 28 .6 3 .00 7.00 289 423 761 1 243II 7 8 .7 30 .2 3.00 7 . 0 0 340 403 775 1 276
III 81 .6 30.5 3.00 7 . 0 0 292 418 814 1 376
IV 89 .3 31.5 3.00 7 .0 0 389 502 830 1 3691974 I 87 .3 32 .5 3 .0 0 7 .0 0 809 503 932 1 540
II 8 7 .8 34 .2 3.00 7 .0 0 1 491 544 1 058 1 768III 89 .7 33 .8 3.00 7 . 0 0 2 469 752 1 141 2 022IV 89 .6 34 .6 3.00 7 .0 0 3 454 901 1 330 2 270
1975 I 7 9 .8 39 .2 3.00 7 .0 0 3 761 1 461 1 833 2 905II 7 8 .3 44 .5 3 .0 0 6.00 3 787 1 326 2 017 3 235
III 8 4 .3 47 .5 3.00 6.00 3 548 1 396 2 208 3 552IV 91.0 49.0 3.00 6 . 00 3 586 1 893 2 342 3 752
1976 I 96 .3 53 .3 3.00 6.00 3 470 2 534 2 681 4 471
II 99 .2 54 .2 3.00 6.00 3 766 2 698 2 900 4 700
III 97.6 5 5 .9 2 .5 0 6.00 3 702 2 940 3 400 5 265
IV 103.8 56.9 2 .5 0 6 .00 3 293 2 547 3 568 5 531
1977 I 104.6 59.5 2 .5 0 6.00 3 223 2 612 4 120 6 211
II 106.7 6 4 .9 3.00 6.00 3 133 2 792 4 562 6 635
III 104.7 70 .6 3 .00 6.00 3 069 2 887 4 870 6 957
IV 97 .7 7 2 .6 3 .0 0 6 . 00 2 766 3 148 5 468 7 601
1978 I 94.3 75 .5 3 .0 0 6.00 2 510 3 116 5 241 7 465
II 100.8 8 1 .9 4 .7 5 7 .0 0 1 821 2 916 5 241 7 392
III 107 .3 83 .4 4.75 7 .0 0 1 352 2 821 4 880 7 227
IV 113.7 84.8 4 .7 5 7.00 1 308 2 998 5 574 7 836
1979 I 12 0 .5 86.6 4 .5 0 7 . 0 0 1 588 2 868 5 348 7 847
II 121.9 92.0 4.50 7 .0 0 1 767 3 127 5 305 7 982
III 118.8 92.8 5.00 7.00 2 750 3 215 6 149 9 504
IV 122 .3 92 .3 5 .5 0 7 .5 0 3 109 3 274 6 184 9 926
1980 I 104.7 93 .6 4.75 7 . 5 0 3 701 3 605 6 945 10 778
II 91.6 94.5 5.75 7 .0 0 4 563 3 417 6 188 10 494
III 101.0 105.2 5 .5 0 7.00 5 608 3 675 7 087 11 628
IV 102 .7 106 .7 5 .7 5 9 .0 0 5 622 4 738 8 379 13 491
1981 I 1 0 7 .3 113.1 5 .7 5 9 .0 0 5 705 4 608 8 703 13 783
II 9 4 .6 119.6 5 .7 5 8 .7 5 6 074 4 681 8 844 13 940
III 89.9 125.1 5 .7 5 8.50 4 659 4 749 8 988 14 320
IV 96 .6 12 5 .5 5 .7 5 9 .5 0 2 842 5 258 8 869 14 373
1982 I 106 .2 126 .6 6 .1 7 8 . 8 3 1 504 4 934 9 159 14 928
II 1 0 6 .9 1 2 8 .9 8.00 1 0 .2 5 1 043 5 102 9 508 15 627
III 102.8 13 1 .2 8 .0 8 10.67 1 087 5 415 9 445 15 665
IV 97 .0 133.8 7 . 9 2 10.42 1 313 6 246 9 533 15 979
1983 I 8 1 .8 140 .3 7 .1 3 10.12 986 5 865 9 767 16 355
II 92 .0 152 .6 7 .3 6 9 .8 0 857 5 325 9 944 17 035
III 8 9 .7 16 8 .0 7 .2 2 9.84 860 5 424 11 026 18 564
IV 8 4 .5 180.3 7.94 10.15 918 6 128 11 283 19 035
1984 I 97.1 19 3 .6 7 . 0 0 9 .6 7 847 6 280 11 103 19 196
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I I  7 8 .5  2 2 5 .4  8 .2 5  9 .1 7  1 ,0 7 0  4 ,8 36  1 0 ,7 4 9  1 9 ,4 73
III 72.3 242 .7  8 .7 3  1 0 .0 3  955 5,946 11,540 20,260
I V  7,8.7 233 .3  9 .8 3  .12 .10 .  1 ,2 16  5 ,9 35  1 2 ,2 0 4  21 ,2 43
1985 I 1 0 1 .2  235 .5  9 .1 0  9 .5 3  1,285 5,748 11,503 20,710
I I  8 0 .5  2 4 0 .3  9 .1 7  9 .5 3  1 ,1 2 8  5 ,6 42  1 1 ,9 4 4  21 ,4 35
III 8 1 .4  236 .1  9 .1 7  9 .1 0  819 5,769 13,181 23,198
IV  8 9 .8  2 3 2 .7  9 .0 3  9 .5 7  1 ,6 8 6  5 ,7 34  1 3 ,2 27  23 ,1 53
1986 I  8 3 .6  2 3 1 .0  9 .2 5  8 .7 5  1 ,6 1 0  5 ,8 77  1 2 ,9 92  23 ,4 55
I I  77..4:.240;.9 9 .2 5  9„00.  1 , 5 9 0  5 ,8 43  1 2 ,0 74  22 ,7 31
III 7 1 .1  261 .2  9 .1 3  9 .7 3  2,062 5,989 11 ,1 1 9  23,220
IV 6 6 .7  262 .1  9.51 1 0 .5 7  3,637 6,684 12,663 23,605
1987 I 6 3 .5  264 .3  1 1 .9 0  1 1 .8 3  2,818 6,121 11,977 23,215
II 6 6 .1  26 7 .6  1 1 .7 2  1 0 .6 4  3,002 6,008 11,736 23,749
I I I  71 .5  277 .8  1 3 .8 2  1 5 .4 2  4,212 6,668 12,404 25,39 5
IV 7 7 .4  287 .0  1 4 .9 2  1 7 .9 6  4,661 8 ,5 01  14 ,9 06  28,895

Sources: (i) International Financial Statistics, IMF.
(ii) Central Bank of Nigeria:
(a) Annual Report and Statement of Accounts
(b) Monthly Report, Economic and Financial Review

(iii) Federal Office of Statistics, Digest of Statistics
Notes :
Since quarterly figures for income are not available for 
Nigeria in published form, the index for industrial production 
has been used as a proxy for it. Values for the last eight 
quarters are not available and they have been estimated on the 
basis of the growth rate of the index for crude petroleum 
production.
The quarterly price indices are the consumers price indices 
with the base at 1980.
Deposit rate is the 3-month rate and advance rate is for first 
class advances.
Foreign assets are the total foreign assets of the CBN and the 
high-powered money is currency in circulation plus reserve 
money of the commercial banks at the CBN plus their vault cash. 
This is calculated as the sum of Row 20 and Row 14a in the 
tables for Nigeria in IFS.
Narrow and Broad Money are defined in the same way as in table 
A. 2 .
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Table A.5 
Time

Some Quarterly Monetary Data. (N million)
Currency in 
Circulation

Demand
Deposits

Dl
Saving 

and time 
Deposits D2

1971 I 343 329 366
II 328 298 350
III 338 272 .365
IV 355 315 372
1972 I 348 332 389
II 334 319 407
III 346 354 430
IV 385 362 457
1973 I 380 444 483
II 366 435 504
III 382 422 545
IV 436 490 582
1974 I 460 544 638
II 474 618 743
III 496 725 890
IV 570 829 973
1975 I 833 1 081 1 073
II 922 1 165 1 203
III 956 1 249 1 350
IV 1 031 1 564 1 572
1976 I 1 109 2 153 1 613
II 1 119 2 040 1 844
III 1 199 2 093 1 904
IV 1 351 2 513 1 979
1977 I 1 489 3 168 2 069
II 1 544 3 112 2 049
III 1 666 3 474 2 081
IV 1 941 3 617 2 255
1978 I 2 080 3 455 2 226
II. 2 075 3 024 2 281
Ill 2 046 3 401 2 390
IV 2 157 2 944 2 420
1979 I 2 147 3 145 2 467
II 2 108 3 514 2 746
III 2 136 4 071 3 419
IV 2 351 3 796 3 702
1980 I 2 435 4 726 4 022
II 2 456 4 145 4 386
III 2 657 4 795 4 588
IV 3 186 6 041 5 163
1981 I 3 235 5 003 5 089
II 3 388 5 217 5 118
III 3 464 5 534 5 527
IV 3 862 5 883 5 494
1982 I 3 728 5 151 5 951
II 3 744 5 082 6 186
III 3 839 5 260 6 469
IV 4 223 5 826 6 645
1983 I 4 204 5 563 6 588
II 4 2^5 5 719 7 091
III 4 511 6 515 7 538
IV 4 843 6 440 7 752
1984 I 4 856 6 247 8 093
II 3 596 7 153 8 724
III 4 646 6 894 8 720
IV 4 884 7 230 9 039
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1985 I 4,5 12 6,991 9,207
II 4 ,3 60 7 ,5 84 9 ,4 91
III 4 ,4 6 4 8 .7 17 . 1,017
IV 4,910 8 ,3 17 9 ,92 6
1986 I 4 ,9 2 7 8 ,0 65 10,463
II 4 ,7 3 4 7 ,3 37 10,657
III 4,880 6 ,2 39 12,101
IV 5,1 78 7 ,4 85 10,942
.1987 I 4 ,8 80 7 , 0 9 7 .1 1 ,2 38
II 4 ,8 3 4 6 ,9 02 12,013
III 5,191 7 ,2 13 12,991
IV 6 ,2 9 9 8,607 13,989

Sources: (i) International Financial Statistics, IMF.
(ii) Central Bank of Nigeria:
(a) Annual Report and Statement of Accounts
(b) Monthly Report, Economie and Financial Review

(iii) Federal Office of Statistics, Digest of Statistics

All figures are for the quarter ends.
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Table A.,6. Some relevant ratios
Ratios

Time C C Mx Ma
Dx Dz H H

1971 I 1 . 0 4 0 . 94 1.79 2 .7 6
II . 1 .1 0 0 .9 4 1 . 7 4 2 .7 2
III .1 , 2 4 . 0.93 1 . 6 7 2,.65
IV 1.13 0.95 1,70 2 .6 5
1972 I 1.05 0.89 1 . 7 5 2 .7 6
II 1.05 0.82 1 .7 6 2.86
III 0 .98 0.80 1.93 3 .12
IV 1.06 0.84 1 . 7 4 2.80
1973 I 0.86 0.79 1,95 3 .0 9
II 0.84 0.73 1.99 3 .2 4
III 0 .9 1 0.70 1.92 3 .2 3
IV 0 .8 9 0.75 1.84 3.00
1974 I 0.85 0 .7 2 2.00 3 .26
II 0.77 0.64 2.01 3 .3 7
III 0.68 0 .5 6 1 . 6 2 2.81
IV 0.69 0.59 1 . 5 5 2 .6 3
1975 I 0.77 0.78 1.31 2 .0 4
II 0.79 0.77 1.57 2 .4 8
III 0 .7 7 0.71 1.58 2 .55
IV 0.66 0.66 1.37 2.20
1976 I 0.52 0.69 1 . 2 9 1 .9 2
II 0.55 0.61 1 . 1 7 1 .8 5
III 0.57 0.63 1.12 1.77
IV 0.54 0.68 1 . 5 2 2 .2 9
1977 I 0.47 0.72 1 .7 8 2 .5 8
II 0.50 0.75 1 . 6 7 2 .4 0
III 0 .48 0.80 1.78 2 .5 0
IV 0 .5 4 0.86 1 . 7 7 2 .4 8
1978 I 0 .6 0 0.93 1 .7 8 2 .4 9
II 0.69 0.91 1.75 2 .5 3
III 0 .6 0 0.86 1,93 2 .7 8
IV 0 .7 3 0 .8 9 1 . 7 0 2 .51
1979 I 0.68 0.87 1 . 8 5 2 .71
II 0.60 0 .7 7 1 . 8 0 2.68
III 0.52 0.62 1.93 2 .9 9
IV 0 .6 2 0.64 1.88 3.01
1980 I 0.51 0.60 1.98 3.10
II , 0.59 0.56 1 .9 3 3 . 22
III 0.55 0.58 2.03 3.28
IV 0.53 0.62 1.95 3 .0 4
1981 I 0.65 0.64 1.79 2 .8 9
II 0.65 0.66 1 . 8 4 2 .9 3
III 0.63 0.63 1.89 3.06
IV 0.66 0.70 1.85 2 .9 0
1982 I 0 .7 2 0.63 1.80 3 .01
II 0.74 0.61 1 . 7 3 2 .9 4
III 0.73 0.59 1.68 2,87
IV 0.72 0.64 1 .6 1 2 .6 7
1983 I 0.76 0.64 1.67 2 .7 9
II 0 .7 4 0.60 1 .8 7 3 .2 0
III 0.69 0.60 2.03 3 .42
IV 0.75 0 .6 2 1.84 3 .1 1
1984 I 0.78 0.60 1 .7 7 3 .06
II 0.50 0 .4 1 2.22 4 .0 3
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III 0.67 0.53 1.94 3.41
IV 0.67 0.54 2.06 3.58
1985 I 0.65 0.49 2.00 3.60
II 0.57 0,46 2.12 3.80
III 0.51 0,45 2 .3 2 4 .0 8
IV 0.59 0.49 2.31 4.04
1986 I 0.61 0.47 2.21 3.99
II 0.65 0.44 2 .0 7 3.89
III 0.78 ; 0.40 1.86 ; 3.88
IV 0.69 0.47 1.89 3.53
1987 I 0.69 0.43 1,96 3.79
II 0.70 0.40 1.95 3.95
III 0.72 0,40 1.86 3.81
IV 0.73 0.45 1.75 3.40

Sources: (i) International Financial Statistics, IMF.
(ii) Central Bank of Nigeria:
(a) Annual Report and Statement of Accounts
(b) Monthly Report, Economie and Financial Review

(iii) Federal Office of Statistics, Digest of Statistics
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