
GOVERNMENT EXPENDITURES, MONEY SUPPLY AND PRICES: 1970--80* 

Between 1970 and 1980, the Federal Government actual 
aggregate expenditures (current and capital) grew at an 
average annual rate of 37 .0 per cent. Phenomenal increases 
in expenditures occurred between 1973 and 1976 and these 
increases were 70 per cent in 1973, 92 per cent in 1974, and 
134 per cent in 1975 and 47 per cent in 1976. The rapid 
growth in expenditures financed largely by petro-naira 
revenue exerted great upward pressure on money supply 
and the accompanying monetary growth during the period, 
1973-76 were 17.7 per cent; 46.3 per cent; 74.7 per cent and 
46.5 per cent, respectively. There were also in those four 
years corresponding high rates of inflation of 9.7 per cent , 
14.1 per cent, 37.5 per cent and 16.3 per cent, respective ly. 
These developments appeared to have led credence to the 
contention of the monetarist school of thought that inflation 
is a monetary phenomenon. In other words, inflation as a 
persistent increase in the general price level results solely 
from a sustained expansion of money stock at rates in excess 
of increases in the amount of money demanded in the 

economy. 
The high rates of inflation experienced in Nigeria during 

the period could be linked with the oil boom. The oil boom , 
initially a monetary affair, created fundamental structural 
changes in both pattern of production and consumption 
within the Nigerian economy. The pattern of investment 
shifted to petroleum, construction and services industries; 
agriculture was neglected and this resulted in a drastic fall in 
food productio n and consequent high prices of food-stuffs. 
The oil boom also generated large emigration from rural to 
urban centres leading to overcrowding of urban centres with 
people who consumed but did not produce. The faulty 
distribution mechanism and the unprecedented wages 
awards of 1975 were supe rimposed upon an a lready 
explosive situation. Thus, there were monetary, structural 
as well as psychological factors - all unexpectedly having 
unity of purpose in the panorama of inflationary processes 
in Nigeria. 

The main objectives of this paper are to ascertain the 
amount of the Federal Government expenditures which 
affected money supply, during the period 1970-80; to 
examine the movements of government expenditures, 
money supply and prices within the period 1970-80 and to 
investigate the empirical relationships between government 
spending and money supply, and money supply and prices. 
In order to achieve the above-named objectives, the paper 
is divided into four parts as follows: Part I deals with the 
estimates of government expenditures which affected 
money supply. Part II describes the movements of 
government expenditures , money supply and prices; Part 
III examines the empirical relationships between the three 
variables using quarterly and annual data while Part IV is 
the summary and conclusions. 

•1 am very grateful to Mr. M. M. Audu. an Assistant Statistician 
attached to my office. who carried out substantial amount o f 
computational work in this paper. 

PARTI 

ESTIMATES OF GOVERNMENT EXPENDITURES 
AFFECTING MONEY SUPPLY' AND PRICES2 

Unlike an earlier study3 which estimated government 
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monetization through balance sheet approach, this study 
attempts to estimate that aspect of government 
expenditures which affect money supply through a variant 
of CASH FLOW approach. The new approach takes into 
account all leakages arising from expenditures financed by 
mo netized oil revenue as well as internal revenue sources. 
Like the earlier study however, it does not take into account 
the secondary monetary impact of government spending. 

Estimates of government spending which affect money 
supply are shown in T able 1. Separate estimates are made 
for current and capital expenditures. Current expenditure 
which directly affects money supply otherwise defined here 
as " net" current expenditure is equal to total expenditure 
less that part of expenditure financed by internal revenue 
sources. It is assumed that government spending of th is 
revenue will not affect money supply as long as revenue 
spent equals revenue collected within a given period. If 
government spending is less than internal revenue, the 
amount by which government spending is less than internal 
revenue will be reflected in a contraction of money supply 
but if spending is greater than internal revenue, the amount 
by which government spe nding is greate r than inte rnal 
revenue will be expansionary of money supply. There are 
leakages such as taxation , personal savings and imports 
which arise out of emoluments which do not affect money 
supply as would be o perationally defined in this paper. It is, 
however, difficult to trace their origins from any particular 
revenue source. These leakages have been estimated but 
since the overall amount is much smalle r than internal 
revenue, it is assumed that they are financed from the 
internal revenue sources. Consequently '·net" current 
expenditure for a given period is the total expenditure less 
that part of expenditure fi nanced by internal revenue. 

Capital expenditure consists of two parts: First, capital 
outlay used directly for imports and second, the remaining 
capital o utlay which is used to meet domestic commitments. 
The first category is estimated at 50 pe r cent of total capital 
expenditures4

. Of the second category, leakages occurred in 
estimated 15 per cent of total capital expenditures5

. This 
proportion was adjusted for the following leakages: First , 
taxation estimated as 6.4 per cent of personal income was 
applied to emoluments; second , saving rate of 26.6 per cent 
estimated from consumption function of the whole 
econo my was applied to the disposable income, and 
personal imports estimated at 5.4 per cent from the 
import-function of the economy was also applied to the 
disposable income. Total leakages from capital expenditure 
consist of 50 per cent direct leakage for imports and 
leakages from personal and disposable incomes. --Net" 
capital expenditure is equal to total expenditure less 
leakages. The total government expenditures which directly 
affect money supply therefore consist of "net"' current and 
capital expenditures. 

PART II 

MOVEMENT OF GOVERNMENT EXPENDITURES, 
CHANGES IN MONEY SUPPLY (M,) AND PRICES (CPI): 
EVIDENCE FROM QUARTERLY DAT A, 1970-80 

Federal Government expenditures (E) which affected M1 



averaged 34.7 pe r cent of tota l expenditures between 1970 
and 1980. It grew at an average quarterly rate of 26.5 per 
cent compared with 7.3 pe r cent fo r M 1 

6 while CPI 
increased by 3 .5 per ce nt during the same pe riod. The three 
variables, Governme nt expenditures , changes in M I and 
CPI are shown in Chart I. From the chart it can be see n that 
the government spending which affected M I showed a fai rly 
regular seasonal pattern . Between 1973 and 1975, the re was 
a te nde ncy for expe nditures to rise in the first and thi rd 
quarte rs and fall in the second and fourth quarters. T his 
differs from the tre nd between 1976 a nd I 980 when 
expenditures rose in the first qua rter, fell in the seco nd 
quarter and rose from the third quarte r atta ining a peak in 
the fourth quarte r. 

Changes in M 1, on the other hand, showed consiste nt 
seasonal pattern from 1970 to 1980 with the exceptions of 
the last quarters of 1977 a nd 1980 when MI declined 
contrary to t he usual experie nce. It is stri king to observe 
that the seasonal pattern of government spending was 
similar to that observed for M1 between 1976 and 1980. 
Further information on M 1, however, showed that it did not 
obse rve the usual seasonal pattern throughout 1981. The 
unusua l pattern in I 981 was as a result of a decline in 
fore ign assets (ne t) of the banking syste m. 

C hanges in the CPI did no t appear to have manifested 
any regular seasonal pattern throughout the per iod under 
review. The o nly regularity in the patte rn of price be havio ur 
occurred in the second quarte r when the CPI is generally 
known to register highest price increases. This developme nt 
is explained by the fact that the CPI is heavily weighted with 
expenditure on food , and food prices are ge nerally known 
to rise in this quarter , Apri l-June when the previous harvest 
is known to have almost been exhausted. The pattern of 
price behaviour during the pe riod as a whole may also have 
been greatly d is to rted by imports. 

Table 2 summarises the degree o f short-run variability of 
the three variables. The measure of variability used is the 
coefficient of variatio n, that i , standard deviation divided 
by the mean of the variable 8 . For analytica l convenience, 
the period 1970-81 is a rbitrarily divided into three as 
fo llows: 1970-73, 1974-77 and 1978-81. The overall pe riod is 
also assessed . Fro m the results shown in table 2, it can be 
shown that M 1 and CPI we re highly volatile. Expenditures 
were also highly unstable for the overall period, 1970-80 
and for the period 1970-73. The fluctuatio ns were relative ly 
less severe for the three variables for the period 1974-77 
although the coefficie nts of variation which ranged from 72 
to 85 per cent cannot be regarded as reflecting stable 
movements in the three variables. The implication of these 
results is tha t the unpredictability of these variables create 
big problems for mo ne tary autho rities in devising 
short-term solutio ns for controlling them. 

Table 3 shows log-tre nd equations for M I and CPI 
indices. The slope of each equatio n is a measure of 
syste ma tic changes in mo ney a nd prices. The anti-logs are 
the compound growth rates of each of the variables fro m 
one quarter to the next. Also in the table a linea r trend 
equation is used for analysing trend in the governme nt 
expe nditures. The period is arbitra rily divided into three for 
convenie nce as follows: 1970-73; 1974-77 a nd 1978-81. 
Another trend equation is fitted for the whole period 
1970-81. With the exception of ne t expenditures, all the 
equations recorded significant tre nds . With regard to 
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e xpenditures the trends we re significant for 1974-77 and 
1970-80: for the o the r periods the tre nds we re no t 
significantly differe nt from ze ro. 

Evidence from Annual Data 
Table 4 gives the a nnual movement in expenditures. 

changes in M I and CPI. Be tween 1970 a nd 19 0. Federal 
Gove rnme nt expe nditures which affected M I increased hy 
an average annual rate of 8-t 9 pe r ce nt. This compared with 
the growth rate of 32 pe r cent in M I a nd an average a nnual 
inflatio n rate of 15 pe r cent during the pe riod 1970-80. 
Phe no me na l c hanges occurred in governme nt expenditures 
between 1973 and I 976. This pe riod a lso corresponded to 
the pe riod of rapid growth of M 1 a nd high rate of inflation . 
During that period governme nt spending greatly affected 
money supply a nd as obse rved earl ie r. exe rted d irect impact 
on prices. T his a ppeared to have bee n confirmed in the 
observed perfect rank corre latio n coefficient (+ I) betwee n 
monetary growth and rates of inflation for the four-year 
pe riod. 1973-76. 

The changes in the an nua l rate of growth of M I and CPI 
were more re lative ly stable than the growth in the quarte rly 
series altho ugh the cha nges still appeared far from being 
stable or syste matic. The actua l moveme nt of e xpe nditures 
is equally rela tively mo re table than the quarte rly series. 
The results are however not unexpected since most of the 
seasonal fluctuat io ns have been ave raged o ut. 

PART Ill 

EMPIRICAL RELATIONSHIPS BETWEEN GOVERN­
ME T EXPE DITURES (En) CHA GES I MO EY 
SUPPLY (M1) AND PRICES (CPI) 

The Model 
The re lationsh ips between governme nt spe nding, 

changes in money supply and prices are investigated using 
q uarterly and a nnual data . In constructing the quarterly 
mode ls, data constraints made it impossible to go beyo nd 
money supply and price variables. However, for the a nnual 
mode ls it was possible to include those varia bles which arc 
not a vailable o n quarte rly basis. 

Models Based on Quarterly Data 
The ana lysis of qua rte rly data has three major ste ps: first , 

the assum ption that increased gove rnme nt spending exerts 
upward pressure on mo ney supply. This is expressed in a 
simple functional relat io n hip between the two variables , 
M1 and E n. Secondly. we postulate a s imple functiona l 
re lationship between gove rnme nt spe nding a nd changes in 
co nsume r prices and, thirdly, we examine various 
functiona l re latio nship between cha nges in money supply 
and prices. 

The above no tions can be summa rised in simple 
no tational fo rms a follows: 

(1) D .M, = f(E.,1) 

(2) d. P, = f(Eni) 
(3) d .P, = f(d. M,) 
(4) d.P, = f(d.M,· d.M,.1) 

(5) d .P, = f(d.M 1' d.M,. 1. 0 ,) 
(6) d.P, = f(d.M .' d.M,. 1• d.M,.2 , d.M,.3) 

Whe re D .M, re presents ab olutc fir t differe nces in money 
supply, d .M, is percentage change in money supply (M 1) in 
the present quarte r , En represe nts government spending 



which affects M I a defined in Part I : d. 1,.1 is the pe rce ntage 
change in M I in the pre vious quarter. d. M,.2 i~ the 
pe rcentage cha nge in the preceding seco nd quarte r a nd ·o 
on ; d.P, is percentage change in the natio nal C PI ; and D, is 
a dummy variable re presenting pe riods of control a nd 
decontrol of prices. It has the value o f unity during the 
control pe riod, 1972-78 and zero in o ther pe riod~. This 
variable has been included to capture some o f the effects o f 
the control on prices during the period. 

The inclusio n of a lagged or lagged values of explanatory 
variab les in equations (4) - (6) can be explained in te rms o f 
delayed response, the assumptio n being that cha nges in M 1 

affect prices through some kind o f adjustment process 
through time . Each of the lagged variables in M , is also 
conside red cparatcly with changes in C PI for assessment of 
individual e ffect. Whe re the re la tio nships are complete ly 
expressed in pe rce ntages, the coe fficient of the va riables are 
elasticities. These modeb a lso tend to minimise the 
proble ms of auto-co rre la ted disturbance te rms. 

betwee n changes in M I a nd CP I. The coefficient of M I has a 
right sign and a lso significant at 5 per cent probability level 
but the goodness o f fit is no t very sa tisfactory. In equatio n 
(3b) money stock is lagged by o ne q uarter. The coefficie nt 
of money stock is positive. significant at I per cent 
probabi lity level and satisfactory in all respects. For 
equation (3c) and (3d) where M 1 is lagged by two and three 
quarters . respectively the results a rc correctly signed but 
no t significant even at 10 pe r cent probability levels. The fits 
are also poor. Equation (• ) combines equations (3a) and 
(3b). The coefficients of current and lagged values of M, arc 
positive a nd signi ficant at IO per cent a nd 5 per cen t 
probability levels . respectively. l n equatio n (5) a d ummy 
variable i introduced. Both current and lagged va lues of M 1 

are correctly signed . t-ratios improved although still within 
5-1 O per cent probability limits. The coefficient o f the 
dummy variable i negative and correctly signed but it is not 
ignificantly different from zero. Equation (6) combines 

equations (3a) to (3d). The coefficients of all the va riables 
in the equation are correctly signed but th at of the lagged 

Models Based on Annual Data values of the firs t q ua rter change in t he mone tary stock is 
The a nalysi of a nnual data proceeded as in quarterly significant at 5 pe r cent probability level. 

data e xcept that more variables were included and M I was The empirical results based on quarterly data showed a 
not lagged. The relationships may be summarised in 
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G°"positive re lationship between money supply and prices. In 

notational forms as follws: ,.f7 all the cases considered , the e mpirical results showed that 
(7) D.M, = f(E n,) ~ ..._ the preceding qua rter value of mone tary stock played a 
(8) d.P, = f(En,) _, /f more important role than the current and the preceding 
(9) d.P, = f(d. M,) \ ')<Q values of the two and the three last quarters. The results 

(10) d.P,: f(d.M,-d.W,) . . ~ conform to other e mpirical findings that money affects 
(L I ) d.P,- f(d.M,-d . Y, d .F, d.W, D,) .fi!C 1 · priceswi a~9 . IncaseofNigeria the most imp.Q.Q_antlag 
(12) d .P, = f(d .M,-d .W,- D,) '-fs- 1 is.J_be fir ~ding quartei:__lag. The~ formulafing 

Equation (IO) contains two expla natory variables. viz. s hort-run policies tocombat inflation . policy make rs must 
pe rcentage cha nge in M, and money wage index ; equation take cognisance o f the historical presence of such lags 
( 11 ) consists of 5 explanatory variables, viz pe rce ntage between money and prices. 
changes in mo ney supply (M 1) , aggregate mcome (d.Y,) . 
aggregate food product io n index (d.F,) , money wage index 
(d. W,), and a dummy variable (D,). Aggregate income is 
introduced to measure the e ffect of aggregate demand o n 
prices. The index of mone tacry wage growth i. also 
expected to capture the effects of growth of wages o n 
prices. Moreover, si nce changes in C PI a re greatly affected 
by changes in food prices, changes in food production index 
a re introduced as another expla nato ry variable to measure 
the impact of food production o n prices. The dummy 
variable is assigned the same functi on as in the quarte rly 

Empirical Results: Annual Data 

model. 

The Empirical Results - Quarterly Data 
The empirical results arc summarised in Table 5 below. 

Except for relationships with expenditures ( I 970-80), the 
pe riod of coverage is 1970-1 98 1. 

In equations ( l a) to (le) the coefficients o f expenditures 
are positive a nd highly significant a t l per cent probability 
level. The results suggest that the re is a strong relationship 
betwee n governme nt expenditures and changes in M 1. 

However, the low D.W. stat istic uggcsts that there are 
variables othe r than expe nditures which a ffect M 1• In 
equation (2) the simple functional re latio nship between 
prices and expenditures did not produce a sa tisfactory 
resu lt . The coe ffic ie nt of expenditures is not significant and 
the eq uatio n is poorly fit. Equations(3a) to (3d) show 
fu nctional re lationship between changes in M I and changes 
in prices (CPI). Equation (3a) shows direct re lationship 
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The e mpirical results based on annual da ta a rc 
summarised in T able 6. In the table, equations (la) - (le) 
describe the re lationship between expendi tures a nd 
a bsolute changes in M 1• Expenditu re coefficients are 
positive a nd significant at I per cent probability level. Thus, 
the e mpirica l result obtained from the a nnual da ta 
confirmed positive relationship between government 
spending a nd money supply established for q uarte rly data. 
The result of equatio n (2) shows ve ry poor relationship 
between e xpenditures a nd changes in price index . It wo uld 
be recalled that a similar result was obtained when qua rte rly 
data were used. Equation (3) describes the re lationship 
between changes in C P I a nd M 1• The coefficient of M I is 
highly significant even at I pe r cent probability level. In 
equation (4) changes in index o f wage rate is included as an 
additiona l explanatory va riable. A lthough the coefficient of 
MI is correct ly signed it is no lo nger as significant as in 
equation (4) while the coefficient of wages is significa nt at 5 
per cent leve l. The correlat ion ma trix (see Table 7) a lso 
confirms that there is a strong corre lation between changes 
in the C PI and growth in money wage . . Equatio n (5) 
considers all po sible variables that can affect prices -
growth in aggregate o utput (cl.Y,). money supply (d .M,' ). 
wages (d.W,) . food production (d.F,) and governme nt 
control o f prices (D,). The result showed that a ll regression 
coefficients arc positive . Changes in aggregate income . 
money supply a nd money wages were correctly igned : food 
production was wrongly signed but with the exception of the 



coe fficient o f wages which is significant at 10 pe r ce nt 
probability leve l. no ne of the other regression coefficie nts 
wa significant eve n at 25 per ce nt probabi lity leve l. 
E quation (6) was formu la ted based o n experie nce gained 
from equation (5). It took acco un t of o nly the most 
importa nt variables which affected changes in prices during 
the period unde r revie w. ln this equatio n. a ll the regression 
coefficients had the correct signs; coefficie nt of changes in 
M I a nd wages index were highly significant at 5 pe r ce nt 
p robability leve l while the d ummy variable a lso co rrectly 
signed was s ignificant at 10 per cent proba bility level. The 
" goodness of fit " adjusted for degrees of freedom a lso 
improved . 

The e mpirical results based on annual data showed that 
the two most impo rta nt variables which a ffected prices were 
cha nges in money supply and wages. Of the two factor . 
wages appeared to have exerted a greate r impact on prices. 
This is borne out by the fac t tha t variou wages award have 
sent prices sky-rocke ting- the award of Sala ries a nd Wages 
Review Commissio n (ot herwise known as ··A debo·· 
award). 1970-71 increased consume r price index fro m an 
average of 2 per cent in the ten year period . 1961-70 to 15 
pe r ce nt in 1971 while the Public Service Review 
Comm ission award (popularly known as ··Udoj i"'). 1974 
jacked up consumer price index from 14 pe r ce nt in 197• to 
37.5 pe r cent in 1975. It has been observed that the 
economy usually experie nces severa l rounds of price 
increases be fore the completion of a ny wages review 
exe rcise 10 There a rc anno unceme nts as we ll a payme nts 
effects. To quote Mr. S. B. Falega n. ··Jf ·Udoji" a ppears in 
the pape r of igcria n marke t woma n five times. he r pr ices 
will go up five times·· . T his ele me nt of psychological factor 
ha therefore become a n impo rta nt determinant of 
inflationary pressures in igeria 11

• 

O n the o the r hand rising food price which has been a 
dominant factor pushing up the C PL did not. during the 
review period, ge ne rate significa nt o r correspo nding 
increases in food productio n . Cont rary to the conventio na l 
econo mic theo ry. food product ion pe r capita has bee n 
falling in spite o f ris ing food prices . Perhaps one o f the 
majo r expla natio ns was that the o il boom has generated 
massive investme nt on pe troleum and constructio n 
ind ustrie a nd services to the detrime nt o f agriculture. 
Moreove r the rush to ea rn the high urba n wages 
engende red by the oil boom has left the ru ral a reas 
de populated by farme rs 12

. T he governme nt cont ro l of 
prices however. d id have some slight moderating impact o n 
prices during the review per iod . 

PART IV 

SUMMARY AND CO CLUSIONS 
The re has been a te ndency in the recent years to att ribute 

the rapid expansion o f mone tary stock and high ra tes of 
inflation in the Niger ian economy ma inly to huge 
government spe nding fin anced by the mone tization of o il 
reve nue. T his impressio n appeared to have been reinfo rced 
la rgely by the fact tha t the period of high price increases 
such as in 1973-76 corresponded to the period whe n 
mo ne ta ry stock a nd governme nt spe nding increased mo t 
rapidly. T hi pape r examined thi conte ntious issue by 
investigating the e mpi rica l relatio nships be twee n 
governme nt expe ndi tures and money supply a nd also 
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be tween the growth of mo ney supply a nd changes in prices . 
T he study was conducted o n bo th qua rte r ly a nd on annual 
data . 

Evide nce fro m quarte rly da ta showed 1ha1 there is a 

strong rela tio nship be tween governme nt spe nding a nd 
cha nges in money upply a nd a lso between changes in M 1 

and C PI. In the la te r case . the preceding qua rte rly values o f 
M I appeared to have been more important in e xplaining 
price behaviour than the current and o ther past va lues. The 
lesso n fro m the empirica l results is that a short-run policy 
designed to control inflation sho uld take cognisance of the 
slow and cumula tive impact o f changes in money supp ly o n 
price level no ting in part icular that the p receding fi rst 
qua n cr lag may play a domina nt ro le. The large 
"'unexplained·· variance in the price moneta ry equa tion 
suggests tha t the re were no n-monetary facto rs which 
significant ly a ffected prices during the period a nd 
governme nt"s po licy measures sho uld a lso take them in to 
account. 

Evide nce from the annua l data confirmed stro ng 
re lationship between gove rnment spe nding a nd growth of 
mone ta ry stock on the one ha nd , and the g rowth of 
mo ne ta ry tock a nd prices o n the o the r. Changes in money 
wage rates a nd money supply we re ide ntified as the two 
most impo rta nt facto rs which in fl ue nced the move me nt of 
prices between I 970 and 198 I. Governme nt price co ntrols 
d id however. have so me minimal dampe ning e ffects o n 
prices. 

While government spe nding. cha nges in M I a nd wages 
were ide ntified as amo ng the importa nt factors that 
influe nced the moveme nt o f prices . the study based on 
a nnual da ta did suggest that the re were no n-mo netary 
facto rs as well , some of which we re beyond the scope of the 
present study. T he facto rs which might have a ffected p rices 
but no t covered by the st udy included poor distribut io n and 
sto rage facilities for existing supplies. rural-urban income 
imbalance a nd psychologica l reactions of d istributors and 
reta ilers to governme nt cha nges o f po licy and mo re 
specifically to wage~ awa rds. Governme nt po licy for control 
o f inflation sho uld aim . fi rst . a t checking its own spend ing 
for the effective contro l o f money supply a nd second ly. 
should ta ke full cognisa nce of exis te nce o f large 
non-monetary facto rs. 

J. 0 . Osakwe 
Research De pa rtment 
Central Bank of Nigeria 
Lagos 



TABLE! 

FEDERAL GOVER MENT EXPENDITURES A D MONEY SUPPLY, 1970-80 
(N mill ion) 

Change in Total Domestic Estimate of EE x 100 
Money Supply Expenditure Resource and Expend. that TE 

(M 1) (TE) Total Leakages affects M 1 (EE) (4)-;- (2) 
(2) - (3) 

(1) (2) (3) = (4) = (5) 

1970 I 
I I 20.5 67.2 -17.1 20.1 29.9 

111 28.0 203.9 147.8 56.1 27.5 
IV 60.6 148.2 105.4 42.8 28.9 

• 
1971 I 44.9 184.2 237.1 -52.9 - 28.7 -... 

II - 15.9 98.7 122.8 - 24.1 - 24.-l 
Ill - 11.0 11 3.6 129.3 - 15.7 -13.8 
IV 11.5 242.5 297.4 -54.9 - 22.6 

1972 I 23.0 200.0 253.4 - 53.-l - 26.7 
I I - 24.8 101.3 141.2 - 39.9 - 39.4 

11 1 28.9 179.8 257.0 - 77.2 - 42.9 
IV 53.7 161.5 207.3 -45.8 - 28.4 

1973 I 43.2 315.5 293.2 22.3 7.1 
11 - 1.4 219.2 217.3 1.9 9.0 

I l l 20.7 325.8 284.8 41.0 12.6 
JV 32.4 230.8 210.0 20.8 9.0 

1974 I 81.4 551.3 464.7 86.6 15.7 
JI 76.0 411.4 290.0 121.4 29.5 

111 89.3 612.1 420.5 191.6 31.3 
I V 107. 1 522.9 370.2 152.7 29.2 

1975 I 344. 1 1,219.3 803.5 415.8 34.1 
II 282.8 983.2 601.3 381.9 38.8 

Il l 117.6 l,081.5 701.6 379.9 35.1 
IV 112.7 1,620.2 957.8 662.4 40.9 

1976 I 374.5 3.148.6 1.638.1 1.5 l0.5 48.0 
11 158.2 890.4 462.3 428.1 48. I 

Ill 197. 1 l ,589.7 807.8 781.9 49.2 
IV 408.7 1,684.3 858.9 825.4 49.0 

1977 I 469.8 3.066.0 1,9.\6.1 1.119.9 36.5 
I I 217.3 1,1 28.5 790.5 338.0 30.0 

Ill 700. 1 l.249.7 836.6 413.1 33.1 
IV 99.4 1,908.5 1,184.2 724.3 38.0 

1978 I 330.5 4,375.0 2,806.9 l.568. l 35.8 
I I - 114.3 1.21 5.6 805.1 410.5 33.8 

111 - 5.9 1,310.7 884.7 426.0 32.5 
JV 1.\3.3 1.618.6 1.104.0 51-l.6 31.8 

1'179 I 510.7 l .805.2 1.015.8 789.4 43.7 
I I 337.2 l.331.4 864.2 467.2 35.1 

111 625.7 2.240.S 1,464.9 775.6 34.1 
IV 45.7 1,671.9 1,059.6 612.3 36.6 

1980 I 424.6 4,298.1 2,427.2 1,870.9 43.5 
II - 122.5 1,047.3 594.6 452.7 43.2 

Ill 302.8 2,314.7 1,320.9 993.8 42.9 
I V 1.664.0 2 .852. 1 1,649.3 1.202.8 42.2 

Sources: 1 Central Bank of igeria Economic and Financial Review, various years. 
2 Federal Republic of Nigeria. Official Gazette, various months. 
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TABLE I.I 

ESTIMATES OF LEAKAGES IN GOVERNME T 
EXPENDITURES 1970-80 

{"I>< million) 

Total Domestic External Total 
Expenditures Leakages Leakages Leakages (2) + ( I) (3) + {I) (4) + ( I) 

( I) (2) (3) (-1) (5) (6) (7) 
1970 I 419.5 16.5 66.3 82.8 0.039 0.158 0.197 

II 67.2 2.6 .JO. I 12.7 0.039 0.150 0. 189 
Ill 203.9 7.7 21.3 29.0 0.()38 0. 104 0.142 
IV 148.2 5.8 19.4 25.2 0.039 0.131 0.170 

1971 I 184.2 20.0 22.7 -12 .7 0. 109 0. 123 0.232 
II 98.7 I0.4 14.3 24.7 0. 105 0.145 0.250 

Ill 11 3.6 11.2 22.2 33.-1 0.099 0.195 0.29-1 
JV 242.5 26. 1 3 1.2 57.3 0.108 0. 128 0.236 

1972 I 200.0 23.4 55.3 78.7 0.117 0.277 0.394 
II 101.3 12.9 2-1. I 37.0 0.127 0.238 (U65 

Ill 179.8 23.5 40.8 64.3 0.131 0.227 (J.358 
IV 161.5 19.2 -13.6 62.8 0.119 0.270 0.389 

1973 I 315.5 35.2 68.9 10-l. l 0.112 0.218 0.330 
II 219.2 26.3 38.7 65.0 0. 120 0.1 77 0 .297 

Ill 325.8 33.7 83.3 117.0 0.103 0.256 0.359 
JV 230.8 25.2 53.4 78.6 0.109 0.231 0.340 

1974 I 551.3 53.4 122 .1 175.5 0.097 0.221 0.3 18 
II 411.4 32.1 138.6 170.7 0.078 0.337 0.4 15 

Ill 612.1 46.2 2 15.4 261.6 0.075 0.352 0.427 
IV 522.9 40.9 174.8 215.7 0.078 0.334 0.4 12 

1975 I I .219.3 96.4 363.7 -160.1 0.079 0.298 0.377 
II 983.2 69.1 35-1.8 423.9 0.070 0.361 0.431 

111 1.081.5 83.4 337.4 420.8 0.077 0.312 0.389 
IV 1,620.2 107.9 628.1 736.0 0.067 0.388 0.455 

1976 I 3,148.6 225.8 712.6 938.4 0.072 0.226 0.298 
II 890.4 62.8 213.3 276.1 0.07 1 0.239 0.310 

Ill 1,589.7 93. 1 628.6 721.7 0.059 0.395 0.454 
IV 1,684.3 101.3 630.9 732.2 0.060 0.375 0.435 

1977 I 3,066.0 209.4 1.1 30.4 1.339.8 0.068 0.369 0.437 
II I, 128.5 87.3 339.3 -126.6 0.077 0.301 0.378 

Ill 1,249.7 9 1.3 415.9 507.2 0.073 0.333 0.406 
IV 1.908.5 126.6 731.9 858.5 0.066 0.384 0.450 

1978 I 4,375.0 25-1.3 1.462 .0 1.716.3 0.058 0.334 0.392 
II 1.21 5.6 72.0 375.4 447.4 0.059 0.309 0.368 

Ill 1,3 10.7 78.8 384.1 462.9 0.060 0.293 0.353 
I V 1.618.6 97.9 460.3 558.2 0.061 0.284 0.345 

1979 I 1,805.2 102.4 742.7 845.1 0.057 0.411 0.468 
II 1,331.-1 4.5 370.4 454.9 0.064 0.278 0 .342 

Ill 2.240.S 149.8 607.1 756.9 (l.067 0.27 1 0.338 
I V 1.671.9 108.1 50-I . 7 612.8 0.065 0.302 0 .367 

1980 I 4.298. 1 220.1 1.419.2 1.639.3 0.051 0.330 0.381 
II 1,047.3 53.6 336.3 389.9 0.05 1 0.321 0.372 

Ill 2,314.7 121.2 726.5 847.7 0.052 0.3 14 0 .366 
JV 2,852.1 147.0 835. 1 982.1 0.052 0.293 0.345 

Source: Federal Republic of Nigeria 
Official gazelles, various months 
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TABLE2 

MEASURE Of SHORT-RUN VARIABILITY 

Government Expenditures 

Changes in Money Supply (M 1) 

C hanges in Composite 
Consumer Price Index (CPI ) 

Period 

1970-73 
1974-77 
1978-80 
1970-80 

1970-73 
1974-77 
1978-81 
1970-80 
1970-8 1 

1970-73 

1974-77 
1978-81 
1970-80 
1970-81 

1 Government expenditures are expressed in absolute figures. 
2 Represents quarterly average growth rate . 

Mean 

31.00 
956.96 

1.568.59 
787.05 

Mean (%)2 
3.62 

11.94 
4.51 
7.28 
6.74 

2.17 
Mean (%)2 

5.30 
3.23 
3.54 
3.60 

10 

Standard Co-efficient 
Deviatio n o f Variation 

63.62 2.05 
628.03 0.66 
892.57 0.57 
858.31 1.09 

4.22 1.17 
7.08 0.59 
6.56 1.45 
7.1 7 0.9 ' 
7. 11 1.05 --, 
3.37 1.55 

4.50 0.85 
3.43 1.06 
4.07 1.15 
3.95 1.10 

.. 



TABLE 3 

TREND EQUATIONS FOR GOVERNMENT EXPENDITURES (E) 

MONEY SUPPLY (M 1) A D PRICES (P) 1970-1981 

Period Equa tions ' r-

1970-73 Eu 17 1.08 + 3.-l89t , 0.032 
(0.68) 

E,_ 147.60 - 0.6941, 0.002 
(0.1 7) 

EN 40.82 - l.156t , 0.()()8 
(0.32) 

M, 1.63 + 0. l83t1 0.896 
( 10.96) 

p 1.69 + 0. 11 51, 0.89 1 
( 11.1 4) 

1974-77 EG 5 15.89 + 98.62812 0.332 
(2.M) 

EL 347.46 + 54.24412 0.254 
(2 . 18) 

EN 278.42 + 79.82812 0.366 
(2.84) 

M, 2.76 + 0.66612 0.910 
( 11.92') 

p 1.77 + 0.30912 0.889 
(10.60) 

1978-81 Eu 2055 .17 + 18. 19213 0.003 
(0. 18) 

EL 1239.35 + 18.19913 0.009 
(0.30) 

E-., 22.03 + 1.36913 0.009 
(0.29) 

M, 3.39 + 0.27613 0.820 
(8.00) 

p 2. IS + 0. 17-H3 0.794 
(7.34) 

1970-81 EG -278.35 + 63.84614 0.557 
(7.27) 

EL - 158.22 + 38.8451, 0.544 
(7.08) 

EN 185.68 + 8. 168t4 0.032 
(l.1 8) 

M, 2.0 1 + 1.0 19t, 0.754 
( 11.89) 

p 1.39 + 0.5 12t, 0.757 
(11.96) 

Nore: The trend equations fo r M1 and C PI a re based on double-logarithmic function while expenditu res 
are based on a linear function. 

Eu= Total Government Expenditures (G ross). 

E L = Expe nditure less leakages. 

E N= Total Expenditures (ne t) less domestic resources a nd leakages from capital outlay. 

M1 = Money Supply i.e. private secto r dema nd deposits in the banking system + currency with the 
non-ba nk public . 

P = Composite consumer price index. 

I 1 
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TABLE-l 

ANNUAL MOVEME T IN GOVERNMEt T EXPENDITURE, 

MONEY SUPPLY A D COMPOSITE CONSUMER PRICE INDEX (1970- 1980) 

Coefficient 
Standard of 

Variables Mean(%)' Deviation Variation 

Net Federal Government 
Expenditure ( 1970-1980) 84.9 193.6 228.3 

Money Supply ( 1970-1980) 32.0 21.6 67.7 
( 1970-198 1) 30.4 21.1 69.4 

Composite Co nsumer 
Price Index ( 1970-1980) 15.0 9.5 63.3 

( 1970-1981) 15.3 9.0 58.8 

1 Represents annual growth ra te. 

Source: As in Table I. 

TABLE S 

GOVERNMENT EXPENDITURES' (EG, E,,, E")•, MO EY SUPPLY (M 1) AND PRICES 
QUARTERLY DATA (1970-81) 

Variables a b , b2 b3 b• N R2 

a. DM.2 37.2 12 0.363EN 43 0.346 
(4.654) 

b . DM,2 7.207 0. I 58Ec; 43 0.338 
( 4.575) 

C. DM,2 4.555 0.259EL 43 0.348 

dP.3 3.004 
(4.675) 
0.002EN 43 0.039 

a. dP/ 2.495 
( 1.286) 
0.149dM, 44 0.069 

(1.82 l ) 
b. dP.' 1.595 0.250dM, 1 44 0.208 

(3.401) 
c. dP.3 2.82 1 0.096dM,_2 44 0.028 

d . dP/ 2.658 
(1. 121) 
0.128dM,_3 44 0.050 

(1.489) 
dP.3 1.389 0.124dM, 0.1 93dM, 1 44 0.207 

(1.592) (2.458) 
dP,3 1.530 0.1 36dM, 0.204dM, 1 - 0.566D, 44 0.211 

(1.645) (2.469) (-0.468) 
dP.3 0.752 0.122dM, 0.164dM,_, 0.094dM,_2 0.043dM, 3 44 0.250 

( 1.52) (2.02) (I. 15) (0.53) 

Expenditures relate to 1970-1980. 
DM, = Absolute first difference in money supply. dM = changes in money supply. 
dP, = Percentage changes in composite consumer price index . 
See Table 3 
T-Ratio in brackets. 
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R F-Ratio 

0.330 21.664 

0.322 20.932 

0.332 21.857 

0.015 1.653 

0.060 3.317 

0. 116 11.565 

0.092 1.257 

0.072 2.217 

0.170 5.601 

0.154 3.739 

0.173 3.246 

D.W 

1.214 

1.198 

1.202 

1.905 

1.935 

1.932 

1.865 

1.756 

1.967 

1.987 

1.988 

-~ ., 

-. 



TABLE6 

GOVERNMENT EXPENDITURES' (Ee, EL, EN)* MONEY SUPPLY (M,) A D PRICES (P,) 

ANNUAL DATA (1970-1980) 

Variables a b, b2 b3 b. b~ N R1 R F-Ratio D.W 

1. a. DM, 188.481 0.294EN JO 0.773 0.744 27.274 3.576 
(5.222) 

b. DM, 43.846 0. 137EG JO 0.783 0.756 28.912 3.4 12 
(5.377) 

C. DM, 65.418 0.215EL 10 0.744 0.7 12 23.289 3.376 
(4.826) 

2. dP, 12.266 0.001 EN 10 0.0704 0.0458 0.606 1.875 

~ 
(0.778) 

3. d P, 3.652 0.355dM, JO 0.656 0.612 15.223 2.936 
(3.901) 

4. dP, 6.252 0.170dM, 0.24SdW, 10 0.820 0.768 15.904 2.525 
(J.665) (2.519) 

5. d P, 1.224 0.19ldM, 0.799dY, 0. 11 ldF, 0.258dW, 5.098D, 10 0.894 0.762 6.772 2.396 
(1.168) (0.749) (0.479) (2. 187) (1.109) 

6. dP, 6.945 0.246dM, 0.21ldW, -5.365D, 10 0.878 0.817 14.420 2.484 
(2.485) (2.385) (1.699) 

•see Table3 

TABLE? 

CORRELATION MATRIX 

CPI, M1 AND WAGES 

CPI M, Wages 

CPl 1.0000 

M, 0.80999 1.0000 

Wages .0.86498 0.72294 1.0000 
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CHART I 

FEDERAL GOVER MENT NET EXPE DITURES, PERCE TAGE CHANGES 
L MO EY SUPPLY AND COMPOSITE CO SUMER PRICE INDEX 
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CHART II 

FEDERAL GOVERNMENT NET EXPE DITURES A D THE TRE D 
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CHART III 

% 
PERCE TAGE CHANGES IN MO EY SUPPLY (Mi) A D THE TRE D 
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CHART IV 

PERCE TAGE CHANGES IN COMPOSITE CO SUMER PRICE INDEX 
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FOOTNOTES 

1. Money Supply has been variously defined. Mo ney Supply known as M 1 is defined in Nigeria as the currency with the non-bank public (C) plus 
private sector demand deposits in the banking system (D D). This definition of money is based mainly on transactions demand for money. The 
other defi nition of money supply is that which includes both precaution demand and store of value. This is called M2 and is technically defined as 
M 2 = M 1 + Savings Deposits (SD)+ Time Deposits (T D). Throughout this paper our analysis will focus on M 1 as narrowly defined . If the control 
of government expe nditures is a major policy option, this definition of money supply (M 1) most adequately fits into the framework of our 
subsequent analysis. 

2. The price variable used in this paper is the national composite consumer price index (CPI) . This index covers both prices in urban and rural areas 
as well as all classes of income earners. 

3. Oke, B. A . a nd Nwade , T. E., "Growth in the Money Stock" 1973-77, Central Bank of Nigeria Economic and Financial Review, Vol. 15. No. 2, 
December 1977, pp. 5-9. 

4. Approximates the figure generally used by the Federal Ministry of National Planning for evaluation of projects. 

5. De rived from the Central Bank of Nigeria Foreign Investment Survey for the section on Build ing and Construction. 

6. Based on the average quarterly figures. 

7. Central Bank of Nigeria, Annual Report 1981 , page 35. 

8. T his coefficient measures the d ispersio n of a variable as a percentage of the mean ~ x illQ, where mis the mean and <X is the standard deviation of 
the variable. m 1 

9. Carlson, K. M ., "The Lag from Money to Prices", Federal Reserve Bank of St. Louis Review, Vol. 62, No. 8, Oct. 1980, pp. 1-10. See also 
References 2, 4 and 7. 

10. Second Report of Technical Committee set up by Salaries and Wages Review Commission , 1970-71 (Adebo Commission) (unpublished) . 

11. Inflation in igeria - Conference Proceedings - Edited by Onitiri , H .M.A. and Awosika Kesiah , NISER, 1982, p .41 . 

1. Adekunle, J . 0. 

2. Ajayi, S. I. , a nd Teriba , O . 

3. Ba tten, D .S. 

4. Burger, A . E. , 

5. Carlson, K. M. , 

6. Johnson , J . 

REFERE CES 

"The definition of money in Nigeria" an unpublished research paper, Research Dept. , Central Bank of 
Nigeria , 1969. 

"The Inflationary Process in Nigeria 1960-72. Evidence from Quarterly Series" in Inflation in igeria; 
Proceedings of a National Conference edite by Onitiri , H.M.A. and Awosika K. pp 112-125. 

" Money Growth Stabi lity and Inflation: An International comparison" , Federal Reserve Bank of St. Louis 
Review, Vol. 63, No. 8, Oct. 1981, pp. 7-12. 

" Is Inflation All Due to Money?" Federal Reserve Bank of St. Louis Review Vol. 60 o. 12, Dec. 1978 pp. 
8-12. 

"The Lag from Money to Prices·• Federal Reserve Bank of St. Louis Review Vol. 62, No. 8, Oct. 1980, pp. 
3-10. 

Econometrics Methods, McGraw- Hill Kogakusha, Tokyo, 2nd Edition. 

,j(7. Ka rnosky, D .S., "The Link Between Money and Prices" 1971-76 Federal Reserve Bank of St. Louis Review, Vol. 58, o. 66, 
June 1976, pp . 17-23. 

8. Koutsoyiannis, A. 

9. Kwon, Ik-Whan, and Shriber, N.N. 

A 10. Melitz, J. 

11. Nete r, J . and Wasserman , W. 

12. Oke, B. A . and Nwade, T .E., 

13. Onitiri , H .M.A . and Awosika , K. 

14. Srivastava, S. and Saxena , P.C., 

Theory of Econo metrics 
T he MacMillan Press Ltd. , 2nd Edition, 1977. 

"The Relationship of Money Supply, Output and Prices in a Developing Economy - The Indian Case: A 
comment" Indian Economic Joumal, Vol. XVIII o. 4 (April-June, 1971) pp. 592-595. 

" Inflationary Expectations and French De ma nd for Money, 1958-70". The Manchester School of Economics 
and Social Studies No . I. March 1976, pp. 17-41 . 

Applied Linear Statistical Models Richard Irwin lnc. 1974. 

"Growth in the Money Stock" , 1973-77, Central Bank of Nigeria Economic and Financial Review, Vol. 15, 
o. 2, Dec. 1977, pp. 5-11. 

(Editors) Inflation in igeria , Proceedings of A National Conference, Caxton Press (West Africa) Limited , 
Ibadan , NISER 1982. 

"The Relationship of Money Supply , _O utput and Prices in a Deve loping Economy - The Indian case -
Indian Economic Journal Vol. XVI, No. 2 (Oct.-Dec. 1968). 

l8 




