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LAGS IN THE EFFECT O MONETARY POLICY
IN NIGERIA

TOKUNEO SIMEBOWALE OSINUBI*

Ahstract. (e important aim of monctary polioy 15 that of stabilizing the
coeonnmy, fhat iz, it should stimolate the coonomy in recession and dumpen 11 in
pericdds of infaties, The existrenee of 2 long lag can mezn that monetary palicy
doss the opposile of whal i is espectad 16 dn, that is, it may stimulate the
economy when 1t s vver bealed and dempen it when it s recession, in effzor
making thinzs worse rather than betzr, The problem of fag is futher made
ditficule by the Fuet that the lag can be warble meaning thal ican be of uncerain
leingth.

[t ig i this respect thar this swdy empirically evaluates the lags in the effect of

menelary policy o Sigera uzing, moenctary growth model of ageregate demand.

Secondury fquarterlyl date covering the period 1956 o 1995 were used. The

reslls ol e shody confiemed the aation that monctary policy attects it oltmionte
© fargel abter g G, which s both Jong, and varizble.

The existence of a lonr und varpble lag supggests hal govemment monctary
policy should noc atempt o be actvely unti-cyelical but should belave in oa
marmer that i eyelically neutral, also since monewry transmission mechamsm
plavs a mujor Tole as G as e fiming of monetary policy is concerned and so
scunse of itz imporlan! role, government shouwld put in place more efficient
tinancial structures o ensure thut the transmission meshanisms is hieh fiee,

L. INTRODUCTION

Monetary policy in Nigeria has olten been adopted with the particular
abjectives of ensuring domestic price stability, attamming a high e ol

*The auther is teachmng at Department ol Economies, Faculry of the Social Seiences,
[niversiee of Lagas, Akaka, Yabu, Lagos, Migeria. and Department of Econcinics, Faculty
nfthe Sazial Rcicnces, University of lbadan, Lbadun, o State, MNigeria
F-mail: rnkunbosinubigivaboo couk



40 Pakistan Economic and Social Review

employment, susaining 2 high mte of cconomic growth and maintaining a
balunce of payvment cquilibrium. The monetary measurcs contained in the
econcumic stabilization measures of 1982, popularly referred Lo a3 “austerty
mcasures”, were generally restrictive, Interest rates were revised upwards
while, in 1983, the rates of aggregate credit expansion by the commercial
banks were set at 25 percent for “Big Banks™ and 35 percent for “Small
Banks™, The minimum rediscount rate (MR} was fixed at 3 percent in 1983
and revised upward by 2 percent in 1984 and 1983, In these circumstances,
the macroeconemie discquilibrium not only persisied bul also decpencd. The
Central Bank of Nigeria (CBN) reported that the ceonomy went into deeper
and wide spread recession o 1983, 1984 and 1985 respectively, Gross
Domestic Product cum capacity wtilization declined, the balance of payment
pasition remained critical with falling foreign exchange reserves, trade
arrcars accumulation worsened, inflalion rates soared and unemployment
mereased, The erisis deepencd with the 1982 debt crisis, Debt statistics show
that the value of Mizerian external debt rose from LS % 567 million in 1970
w US § 12,954 million in 1982, and by 1985 (he ligure had reached § 19,551
million representing 4.3 percent, 14 percent and 22.2 percent ol Gross
Domestic Product respeetively.

When 1L becume obvious by 1983 that the earlier palicy meuasures were
inadequare to tackle MNigeria’s mavrovconomic problems, the government
adopted in the second half of 1986 the Structural Adjustmenl Programme
{SAF), which was guided siriclly by the IMFWorld Bank. Although SAP
embodied both the orthodox demand side macroeconemic and supply side
policies, the ascendancy of monelarism became obvious., Indeed, and il
exphicilly assumes that economic disequilibrium are caused by cxcessive
government spending in the economy. Evidently, monetary policies under
SAP excepl in 1988, were largely restrictive and designed 1o mop up what
wils claimed as excess liquidity in the evonomy. Besides, there was frequent
resort o qualilalive controls, Typical among these were the compulsory
transfer of government funds from the Commereial and Merchant Banks to
Central Bank in 1989, the special deposit requirement [or cutstanding
external pavment arrears, and the gbolition of foreign currency deposit as
collateral Tor Naira loans, and the increase in the minimum paid up capital
for banks imposed in 1990 (Bogunjoko, 1997).

Whereas  the manipulation” of monetary policy has really  been
emphasized yel macrocconomic problem persists. The efficacy ol monetary
policy remains gquestionable, if not controversial in Nigeria. just as it is in
other less developed countries (LDCs). This is due to the time lag that exists
belween when monetary policy is formalated and when its impact 1s felt in
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the economy. The carly monctarist first raised the problem of lag and
uncertainty in the conducl ol monetary policy. The problem concerns the
basic mnstability of a system characterized by lags. It is argued that monetary
policy could be procyclical mstead of being antieyelical. Manetarisis link the
ineffectivencss of monetary policy o the problem of lags (Ajayi and Ojo,
1951,

Monctary policy is a package ol actions designed to manage the growth
of money supply during a period to its optimal tarpet. 1t is relevant
irrespective of the economic framework in place, It consists of discretionary
measures designed by the monetary authorities to regulate and influence he
supply, cost and direction ol meney and credit provided to the cconomy. The
measures are undertaken in such a way that monelary expansion is kept at a
pace consislent wilh the level of cconomic activiey and in consanance with
aencral macroeconomic stabilicy (Ojo, 19947,

The success or failure of monetary policy can be assessed on the basis of
Its impact on economic growth as well as on the domestic and external
slability ol the cconomy. One important aim of monetary policy is that of
stabilizing the economy, that is, il should stimulale the economy in recession
and dampen it periods of inflation. The existence of a long lag can mean
that menetary policy does lhe opposite of what it 1s cxpected to do, that is, it
may stimulate the economy when it is over healed and dampen i1 when il is
recession, in effect making things worse rather than better. The problem of
lag is further made difficult by the fact that the lag can be variable meaning
that 11 can be of uncerlain length, The problem is not whether it takes six or
twelve months but the length of the lag 15 uncertain. In that wise, the problem
ol T canmol be sellled by cconomic forecasts alone, as ceonomic conditions
twelve months may be different from conditions six months from now (Ajayi
and Qjo, 19817,

The problem then is how to determing the length ol these lags, and the
rclationship between these lags and policy effectiveness. It is in this respect
that this study empirically evaluales the Tng m the effect of monetary policy
in Migeria using monetary growth model of agprepate demand. Secondary
fquarterlyd data covering the period 1986 (o 1998 will be used. The choice of
these periods 15 due to the fact that these periods witnessed a deregulation of
the econemy, econamic liberalization as well as sectaral credil guidelines
reformation,

The remminder ol the study 15 divided into [ve seclions, Section 1T 35 the
background of the study. Section 111 containg a review of the licerature and
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thearctical framework, while section TV s the methodology and section 'V is
the empirical analysis, Section ¥ concludes he study.

II. BACKGROUNMND OF THE STUDY
THE MONETARY TRANSMISSION MECHANISM IN NIGERIA

There are three main channels Qiguidity, credit and exchanee rates) through
which changes in monetary policy affect economic activities. The liquidity
channel, somectimes called money or interest rate channel, cxists when
narminal shorl-term inleres) rates react o changes in ligoidity conditions to
influcnee the operations of an economy. The basic charzcteristic 1s that the
elfect 15 el eeonomy wide, On the ather hand, the credil or loan channel
works mainly through banks. In this mode of transmission, houschold and
hrms reverve fewer eredils especially [rem banks dunng periods of Liguidity
squeeze. In particular, hank-dependent borrowers are more vulnerable in
such periods, Besides the existence ol spresd belsesn inlerest mles on
external finance and opportunity cost of the use of intemal finance, iImperfect
asset substitutability and information asymmeiry  between lenders and
borrowers are essential elements for the existence of the credit channel. The
exchange rate chanpel propagates monetary policy through the lorgign
exchange markel. In an open economy, with relatively developed financial
markers interest rate and exchange rate differcntials stmulate foreign
exchange Nows belween countries and induce monetary adjustments. In
cffeet, the cxchange rate channel cxists through the substitution of the
exlernal assets Tor a domestic asset. In the process, the eftects of policy are
transmitted within and to the extemal cconomy s should be expecied. The
three lransmission channels do oot necessarily work independently of each
other but operate in such a way 25 to reinforee cach other in propagating
monelary stirmuli 10 the ecanomy (Uchencdu, 19%6).

The observed channels of monetary transmission (liquidity, eredit and
exchange rate) are also applicable in Nigena though the strenpth and
sigmilicance ol the channel may have varied aover the vears.

1. Liguidity or Interest Rate Channel

During the era of direct monetary management (pre-1986) in Nigeria, inlerest
rates were adminisiratively determined such that economic activiries were
influenced principally through variation in the volume of credit granted Lo
borrowers. When cconemic controls were relaxed as part of Structural
Adjustment Programime {SA") launched in mid 1986, the inter-bank muarket
and the cmerging rates became sn imporlant means for the fransmission of
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moenetary policy in Migeria. Money market conditions generally dictated
interest rate developments. From the carly 19905, the effectiveness of inter-
bank market weakened as distress borrowing by illiquid banks contributed to
imlerest rate movements. As part of the final phase of change over to the
indircet method of monetary management, the open market operations
(OMO) was introduced in 30" June 1993 as the main instrument of moenetary
policy. Under OMO authoriced dealers through discount houses traded
aovernment securities. This exercise is expected to impact on the level of
liquidity in the cconomy as well as the cost of funds, which would influence
activitivs in the teal seclor, However, because of the peculiar nature of open
market operations in Nigena, namely, one way sale of secunlies by the
Central Bank to authorized dealers liberal rediscount policy, limited
participation of non-hank public and perceived unattractive interest rale on
OMO  instruments, the ellectiveness ol this mode of oansmission of
monetary policy has been limited when compared to these in advanced
countrics. In parlicular, it is generally known that rates emerging from the
market do not influence the actual rate of interest in the mongy market as
well as the cost of fund as it should be expected. This not withstanding, the
interest m QMO instruments, among moncy market operators 15 nsing,
especially now that other investmentl epportunities seem to be dwindling in
view of the present low level of economic activities.

2. Credit Channel

The credit channel of monetary transmission works through banks and the
informal credit market in Nigeria, The importance of the bank channel for
the transmission mechanism of monctary policy has been recognized by
successive government in Nigeria because ol the perceived developmental
rele il plavs in the economy. In line with this, the monctary and eredit
circular periodically released by the Centrul Baok ol Nigeria, usnally
stipulates sectoral loan tareets for banks for the preferred sectors of the
economy such as manufacturing and agriculture. The availability of credic
and the diseretion of the lenders in rationing the credit determine the
effectiveness and importance of the channel in propagating monetary policy
decisions,

3.  Exchange Rate Channel

In Miperia, the exchange rate channel of monctary trunsmission does not
operate as in advanced cconomics where inlerest rate and exchange rate
differentials mainly act as signal for foreign and domestic asset fransactions,
Instead, exchange rate changes influence import demand, a process that
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transmits monctary development o the exrernal sector, During most of the
review period, exchinge conmol and loreign investment laws testricred
capital [lows such that only import demand was mainly responsive 1o
exchange rate changes, In addition, residents in MNigeria hald forcign
curreneics as a hedge against inflation and currency depreciation. However,
the extent of this practice (currency subslilution) has not been adequatcly
investigated and articulated,

1. LITERATURE REYIEW AND THEORE TICAL
FRAMEWORK

THE TRANSMISSION MECHANISMS OF MONETARY POLICY

The wansmission mechanisms of monetary policy through the various
channels to the rest of the economy bave been broadly examined under the
Monetarisl  and  Kewvnesian  theorelical  frameworks.  The  Monctarist
Iransmission mechanism s anchored on portfolio adjustment process in
which changes in money supply lead Lo substitution of assets and chunges in
their prices, which ullimately impact on invesimenl, consumption, income
and inflation. This monetarist tansmission process s clearly deseribed by
Fricdman and Schwarlz (19631 as follows: Supposc the money supply
increases as a rosult of apen market operations by the Central Bank
(purchasc of securities), lbe stock of money increases, which for a
commercial bank also means increase in reserves and ability oo create credit
and hence increase the money supply through the multiplier effect. In order
e reduce the gquanticy of money in their portfelios, the bank and non-hank
seller would in the initisl stance purchase securitics with characteristic
gquivalent to the ones sold 1o Central Bank. The increase in Jdemand would
bid up the price of such sceurities thereby muking other more risky securilies
aliractive, Assuming that the Iinaneiz] and goods markets are not segmented,
the risk in prices ol Mnancial assets relative 1o non-financial assets woull
increase the demand for such assels, increase their prices, raise wealth of
ewners and increase demand and supply further, Through the mechanism,
the inilial merease i money supply, mvolving the open markel operations,
stimulates activities in (he real sector. Based an the lransmission mechanism
of monetary policy, monetarisis conclude that an increase in money supply
leads to a significanl increase in aggrezate demand. In the short run, an
merense In money supply results in increases in both output and price level.
Inn the long run, an increase in money supply allects mainly the price level,
Wil Friedman believes that the Tong run growth rate of auput is
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determined by real factors such as savings rate and the structure of industry,
Thus in the long man, more rapid mereases m meney supply result in higher
rates of inflation nol higher growth rates of output (Friedman, 1970, 1971,
473,

Keynesian view of monetary runsmission on the other hand, is centered
on the ability of changes in money supply to nfluence the cost of capital
thraough changes in short term interest rates (Campbell, 1942), For mstance, a
rise in money supply increases liguidity in the inter-bank system, which in
turn depresses overnight inter-bank rates, and ecventual reduction e long-
term interest rates, which is the main stimmulant ol investment and income
CCotmreli and Kourelis, 1954,

Campbell {1982) oo three grounds faulied the Keynesian and monetarist
transmission mechanisms, Firstly, interest rates can reach a floor where i
canngl  allect investment deciston (the liquidilty-trap  eriticism of  the
Keynesian intercst rate theory), Secondly, there is the possibility of the
segmuentation of interest rates in the different markets (short and lang 1erm),
which could hamper the ransmission process. Finally, investments may not
be sensitive Lo uclualions in interest raes.

The Irnsmission of monetary policy has varied across countries and
over time, depending on lhe peculiarities of the couneries. Dupuay (1994)
discusses the interest and exchange rate channels of manetary mechanism in
Canada. In view ol lhe openness of the Canadian cconomy, @ moanelary
disturbance affecting the overnight rate lead 1o adjustment of financial
institutions  portfolio o domestic and foreign assets as  inleresl rate
differential develops, The change in interest rates 15 transmitled 1o apgregate
dermand and supply through its effeet oo the cost of capital and labour. On 1ts
part, the exchange rate changes influence the demand and supply of traded
and non-traded goods, the terms of frade and the valuation of forcign
curreney denominated assets. Dupuay (1994) also describes o lransmission
mechanism, which works through the gradual adjustment of prices, allowing
temporary deviation between demand and supply of fraded and non-traded
goods in-the economy. Using a form of the 51 Louis model, he finds that
growvth in Canadian real GIN® 15 affected significantly and positively by
econamic prowth in the United States, changes in real exchange rate of the
Canadian to US dellar and changes in real commodity pnices, while real short
lerm interest rate and fiscal stance {ratio ol government surplus and potential
outputy have negative and signilicant effect on the variation in Canadian
GIDP.
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Suzukl { 1934) deseribes the fransmission mechanism of monetary policy
up to the early 19805 in Japan, Prior lo 1971, the Bank of Japan relied on
credit allocation to banks as the main instrument of monslary policy. By
varving (he volwme of credit aeailable o banks, the Bank influenced the
level of inter-bank funds and their interest rates. As the business scctor
depended highly on berrowing from the banking sector during the period, the
changes in Japan’s financial syslem in the 1970s, the transmission
mechamsm shifted i favour of developments in the daily open market
aperations as business internal funds improved. During the peried, intcrest
rale differentials between the regulated money market instruments and the
interest rates in the open marker acted as signals [or fow of funds between
the two markets. In this way, cconomic activities were regulated, Firms with
low assels base had dillicullivs msing funds in tight menetary times. In
addition, the open market interest rates acted also as the measure of Lhe
opportunity cost of capital as to determine when to use internal funds andor
when 1o curtail spending entirely,

Fricdman and Schwartz {1963) have argued that the money supply and
its rate of growth bave a signilican! impact on nominal meome and s rate of
growth. They have amassed a wide range of statistical and other evidence to
support this argument, They believe thal a causal relalionship exists between
the money supply and economic activicy over the husiness cyele. They note
that the monay supply increased sleadily over the business oycle with only @
few exceptions. The money supply did fall appreciably during six periods,
with decresses ranging from 24 percent to 352 porcent. These periods
carresponded o economic contractions {depressions), which were more
severe than any of the other contractions cxperienced by some countrics
during the periogl. [n other contractions, the maoney supply increased. 11 the
trend effect 13 eliminated, however, there appear to be 2 relationship between
the cvcheal behaviour of the maney supply and the business cycle, Peaks in
the growth rate of the money supply precede peaks in the business oyels;
similarly, troughs in the growth rate of the money supply precede business
cycle woughs. '

Fricdman and Schwarte (1963} found that peaks (troughs) in the growth
rale of money supply precede peaks (troughs) in the business cycle by an
average of 18 (12) months. There 15, however, considerable variability, with
ranges of 13 o 29 months at the peaks and 4 to 21 months at the troughs.
Bused on these results, Fredman and Schwarle have argued thal the lag
associated with monetary policy is long and variable. Culbertson (1900} and
Anda, Brown, Solawe andd Kareken {19630 have criticized their view,
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Culbertson {1960] raised three issues relating 1o the empircal evidenes
cited by Friedman and Schwarte, Tivst, he noted that Fricdman and Schwarlz
compared the peaks (troughs) of the growth rate ol the money supply with
peaks (troughs) in the absolute level of business activity. He believes that
this prevedurs is invalid. Secondly, Culbertson disagreed with Friedman and
Schwartz definition of the lag. Culbertson argucd that the appropriale
delinition i the period between the time ol the change in monetary policy
and the time at which the behaviour of the economy s altered. [0 a dilTerent
definition is used, Friedman and Schwartz's resuls are likely i he madified.
Third, Culbertson raised the queslion ol vreverse causation. He argued that
althowgh incrense in the money supply cause nerease in economic activity,
an INCrEASE in ecanonuic activity also couses an ncreasc tnomoney supply,
Because of the interaclion between the money supply and econontic activiey,
Culbertson contended  that it was very difficult we cstimate  the logs
accurately. Although he ciled no empirical cvidence o suppart lns views,
Culbertson (1961) claimed that the predominant direct efteets of monelary
policy occur within three to six months that suggest tn him that monetary
palicy is not destabilized provided that it is pursued rather carly in the
business expanstan ar contraction.

Ando. Brawn, Solow and Karcken (1963) have alsa eriticized Friedman
and Schwartz's conclusions. They raised some of the same oljections as
Culbertson and claimed that the lag is shorer and less variable than
Friedman and Schwartz found, Ando ef al., in particular, asserted that a
change in monetary policy bas some ellect quickly; the effeets build over
time, so that & change in monetary policy has o significant impact upon the
ceononty wilhin six t nine moenths,

Mayer (1967) has countered that the canclusions of Ando e of. do not
follow from their results and, thus, are misleading. According to Mayer,
Ande et ol fail, in general, to present data, which permic caleulation ol the
total lag on the response ol inventories, they do present sufficient data, but
this luy is much lenger than Fricdman and Schwartz’s lag. On the respanse
af producers” durable eguipment, the data are insufficient, but even the data
aviilable supeest that the lag is longer than Friedman and Schwarle's lag.
Mayer claimed that Ando ed sl (1963) shoull have criticized Friedman and
Sehwartz for underestimating the lag, not overestimating if, e concluded
that Ande ef gl estimates are correcl, monetary  policy 15 probably
deslabilizing rather than stabilizimg,
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IV, METHODOLOGY
MODEL SPECIFICATION

Following Papademus and Modigliani (1990} a Monetary  Aggregate
Demand Model is specified and summarized by cquations (1) to {3).

5 ¥ =y +ely-¥lrdir .I_lll +u,,0<c<l, d<( (1)
LM = kv ki v +u,, k=04 = 0,80 =0 (2}
Fii=r+d8,8=p -p i)

A stylized specification of the delerminunts of price adjustment is given by
equatiom (4]

Pe={p-p J=aly-vl+ip-p,) e =) {4

ar alternatively 4 specification of the delerminants of the supply of agpregate
output in the shorl run, as shown by equation (5],

Asty—-v=a'lp- p)+ g8, =—qipla (=]
Various literatures have it that changes in the money stock will affect
bath real output and price level in the shor run, Both equations are reduced
forms of more complete siructural representations of wage-price interactions
which, however, abstract from the effects of olher factors that may influence
the trade-ofT, that such ss permancnt or cvelical changes in productivity
growlh and, more importantly, ignore the existence of rigidities such as may
result from long lerm contracts. These two agerepate specifications of the
irade-off arc obviously equivalent bul they arc derived from alternative
microeconomic lheorivs, Equation (4) can be related 1o » Neo-Kewvnesian
ramework of the market clearing mechanism, where excess demand affects
wage adjustments and according to Oligopelistic pricing models, also price
adjustments, Egquation (3 can be derived Trom the Fricdman-Lucas classical
model of competitive markets, where erroneous price expeclations are
regsanable for transitory ourput fluctualions,

It s instructive to cxamine the implications ol the aggregate supply
specification in equation (4) on the income-money wvelocity relation
imidependently of the effects introduced by allermative hypothesis on che
nature of intlationary expectations. To this end we obtain first, from equation
LE) 1o {33, what may be called an apziegate demand™ relation between real
vutput and the money supply:
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v=y-glm-m)-plp-pl-pkip,, - phc, (&)

Where =, = g (ke /d —n, Jand p=—a [ah+kf =0,

This cxpression detcrmines the quantity of ageresate output demanded
for a given stock of money, which is consistent with equilibrium in the
moncy and final goods markets. Simultancous solution of cquations (6) and
(4} wields the relations in equations (7} and (B} between price level, real
output and money supply.

Poflog(mrad-v)r p-auki, rale, -¢€,) (7
v=i+fullm+i-5)- p-ilp, - bl g, = (- B)=, (#)

where
= l bl .'«'I| 12 D= galazl
p=alah k17 =0, a=d{l-cl™ =0

|

LT

e, = grlbe, fd —

. - Ay s
and where 3 15 defined as the real ourpur, p ———, which 15 defined as the
.!'I
ir

variation in real output, w is defined as the real meney supply, m =—.
[

which is delined as the variation in real money supply, p» is defined as the
s e a4 o ] y
current price level p— — which 15 defined as the variation mn current price
7
level, &, is defined as expectation in future price level or the forecast price

[ewel,

Data Source

The study made use of quarterly tme serics data for the period 1986 () 10
1998 (fv). The dala for the stiudy was sowrced secondarily from the
publications of the Central Bank of MNgeria (Annual Reporls and Statement
of Account. Economic and Financial Review, Statistical Bulletin, Monthly
and Halt-vearly Reports) and Federal Office of Statistics (Digest ol Statistics
and Anmual Absiract of Stalistics),
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V. EMPIRICAL ANALYSIS

FEAPIRICAL RTSULTS
FABLE 1
ADEF TEST: &a Deterninistic Trend
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Source: Author’'s Computation

We emploved the Augmented Dicker Taller {AIXF) test 1o test the time
serivs o our dataand to verify whether they are stationary over the sample
perod. The ADE test of the null of 2 unit root on the levels of the variables
show 1hat the null hypothesis may be aceepled Tor real ouipul (), variation in
real money supply (u - 1, and forceast price level which are not stationary
in levels as depicted on the table sbove. However, differencing it onec
resultad inits stationarity, This implies that the noll bypothesis o a unit rool
can be rejected for change in price level {(j_, — p), this variable appeared at
level. 'The stationary test for the variables wsed for the conventional lags in
U e lTech ol rmonetary palicy analvsis showead that while three varables wers
stationary ar first differencing, the remaining one was stattonary at level.

Having estimared the parameters of the model, it 15 necessary that we
procead o determine the reliability ol the result obtaiced s0 as o decide
whether the estimated variables are theeretical vy meanimelul amd statistically
significant. The explanatory variables in the results are CH for variation in
real output, EX for Torecast value of price Tevel, INT for variation in he price
level and MY for variztion in money supply while RT is the dependent
vartable denoting vesl cutput. The R-squared explains over 9% vanation of
the dependent variable on the explanatory variables; the remaining %% i3
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accounted for by the ervor termy and this has o do with variables, which arc
not mcluded in the model,

TABLE 2
Regression Result for Medel of Aggregate Demand

Dependent Variable 15 BT (Real Output)
Sample (Adjusted): 1987:2 - 19954
Included observations: 47 after adjusting endpoints
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AL 5% level of signilicance, the coefficient of the lag value of varialion
in real output (CH-4) implies a positive relalionship with 1he dependent
variable with its t-statistic being significant. Also the cocfficient and t-
statistic of EX (1) and MY (-1} were also significant implying that our
model is a good it for our a prieei expeetation, and thar the speed ut which
monetary policy affects its target varialle is with a lag which is both lomg,
and variable, At 10% significance level, CH {-2) .,tl'l-.j E‘k.{ 4] Came oot
signilcant both with their coefficient as well as
be more than a year that is, five quarlers or h'mtu, Just thn.-; mnmlna l;hul s,
ane guarter o four quarters, Our results show that the speed is not short it
cither varies depending on the period or is long.

V1. CONCLUSION

The most premising approach o cstimating the lag in the effect of
government stabilization policies seems o be an analysis of the channels
through which they affeer the economy and an appraisal on the basis of
experience of the tme that it takes for effects 1w pass through each channel.
Undoubredly, there are lags before the dircet effect of policy upon income
are felt, lags that vary with the chains of reaction and s surrounding
CIrcUmstances,

This study was bused on examining the timing in the eifects of monetary
policy in Nigeria, that is. 1o determine the lag length in monetary policy
vifeetiveness. Accordingly a monetary growth model of * Aperepate demand”
relationship between real owput and money supply was specified. The results
of the study confirmed the nation thal monetary policy affects its ultimate
targel alter a lag. which is both long and variable, This was reflected in the
R-sguared where over 91 percent variation of the dependent variable was
explained by the explanatry variable. The -statistic st was statistically
significant too.

This study has attempted to shed some light in examining the speed of
menetary policy on Appresate demand by looking at the various monetary
transmission mechanism capturing the period 1986 to 1994, Specilically, it
looked at the transmussion eflect in the light of the Nigeria cconomy. The
existence of this lag in transmission mechanism of monetar i
reasont why Central Bank of Nigeria takes action wday, and the effects of
that action may on some oveasion be felt in five months from now, on alther
occasion two vears from now. This explains why it is difficull, as a technical
mafter in the present state of vur knowledze to know what measures one
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ought 1o take ot any given lme, Corrently, we cannol hope o use monelary
palicy as a precision instrument to otfset other short run forces making for
instability. The attempt to do so is likely merely o introduce additional
mstability imlo that economy making the economy less rather than more
stable,

The Tact that monetary palicy does allect il largel varnable aller a lag
which is both long and variable 1s in line with Fricdman and Schwartz's
(1963) view that “Maonetary policy acts with sa long and variable a lag that
an attempt to use it actively may aggravate rather than ameliorate, economic
Muectuations,” They wsed this allepation w supporl their prescription for a
constant growth in money supply in preference to any actively anti-cvelical
muonetary policy,

The existence ol o long and variable lag sugpests that government
memetary policy should not attempt to be actively anti-cyvelical but should
behave in a manner that 15 cychically neutral, alse since Monetary
Transmission mechanism plays a major rele as far as the timing of monctary
policy is concernad and so because of ils important role, government should
put in place mere efficient financial structures to ensure that the transmission
mechanisms is hiteh Tree, Instifutions responsible for information flow
should ensure that there are good strategics that would make way for policy
effectivencss. Government should alse pursue sound and more coordinated
manetary pelicy. This is becawse financial policy envirenment determines
the composition of wealth holders® portlolio, In particular, alternations in
relative prices especially inflation has a great mpact on portfolio
COMPasiton,
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