
American Journal of Economics 2015, 5(6): 587-594 
DOI: 10.5923/j.economics.20150506.04 

Fiscal and Monetary Policy Instruments and Economic 
Growth Sustainability in Nigeria 

Olanipekun Emmanuel Falade*, Benjamin Ayodele Folorunso 

Department of Economics, Faculty of Social Sciences, Obafemi Awolowo University, Ile-Ife, Nigeria 

 

Abstract  The paper examined the relative effectiveness of fiscal and monetary policy instruments on economic growth 
sustainability in Nigeria in order to determine the appropriate mix of both policies. The paper employed error correction 
mechanism whereby the time series properties of fiscal and monetary variables were first examined using Augmented 
Dickey-Fuller and Philip Perron unit root tests, followed by Johansen cointegration test among the series using annual data 
for the period 1970-2013. Data were sourced mainly from Statistical Bulletin published by the Central Bank Nigeria. The unit 
root test results revealed that all fiscal and monetary policy variables are non-stationary and attained stationarity at first 
difference. The result also showed that all the fiscal and monetary variables of interest cointegrated with the economic growth 
series in the country. This suggests that there is a long run relationship among fiscal and monetary variables and economic 
growth. The paper, however, found that the current level of exchange rate and its immediate past level, domestic interest rate, 
current level of government revenue and current level of money supply are the appropriate policy instrument mix in 
promoting economic growth both in the short and long run. The paper concluded that fiscal and monetary are still 
complementary. 
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1. Introduction 
Monetary policy can be described a deliberate effort by 

the monetary authority to control the money supply and the 
credit conditions for the purpose of achieving certain broad 
economic objectives which might be mutually exclusive. For 
most economies, the objectives of monetary policy include 
price stability, maintenance of balance of payments 
equilibrium, promotion of employment and output growth, 
and sustainable development. These monetary policy 
measures are necessary for the attainment of internal and 
external balance, and the promotion of long-run economic 
growth. For example, an expansionary monetary policy 
designed to stimulate economic growth will lower the rate of 
interest and may generate higher inflation which the level of 
growth may not be able to prevent (Gertler and Gilchrist, 
1991). The effectiveness of monetary policy in achieving its 
target objectives, therefore, depends strongly on the 
operating economic environment, the institutional 
framework adopted, and the choice and mix of the 
instruments used. 

Fiscal policy, on the other hand, involves the use of 
parameters such as taxation, budget and quotas that will  
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influence government revenue and expenditure with a view 
to achieving macroeconomic objectives which monetary 
policy also stands to achieve. For instance, tax revenue will 
increase when an economy is expanding, all things being 
equal, even when there is no change in fiscal policy. The 
increase in tax revenue could further increase government 
spending, thus promoting more expansion given the fact that 
such spendings are channeled into provision of basic 
infrastructures that complement private investment. 
Government can therefore use fiscal policy to stimulate the 
economy through manipulation of taxes and expenditure. 

Ample evidence from the literature has shown that 
monetary and fiscal policy play significant role in achieving 
macroeconomic objectives in both developed and 
developing countries. Indeed, several authors have shown 
that efficient monetary and fiscal policy are impetus for 
maintaining price, financial sector and external balance 
stability which ultimately lead to rapid and sustainable 
economic growth. However, several earlier and recent 
studies have adjudged the impact of monetary variables on 
income growth to be stronger than that of fiscal variables in 
the developed countries (Andersen and Jordan, 1968; Keran, 
1970; Elliot, 1975; Batten and Hafer, 1983; Senbet, 2011) 
while similar result has also been reported for some 
developing countries (Ajisaje and Folorunso, 2002; Shahid 
et al., 2008; Anna, 2012; Ezigbo, 2012). Some other authors 
have found greater role for fiscal policy in some developed 
countries (Poddar and Hunking, 1971; Artis and Nobay, 
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1972) and developing countries (Hussain, 1982; Darrat, 
1984; Chowdhury, 1986; Munongo, 2012) while some other 
authors have significant complementary role for both 
policies (Simorangkir and Adamanti, 2010; Mahmood and 
Sail, 2011). There seems, as evident from the literature, to be 
a general support for monetary policy in developed countries 
while the finding on developing countries is mixed. 

Nigeria, like any other developing countries, is presently 
facing serious development problems. For instance, despite 
the various economic reforms undertaken by the country in 
the last four decades, the country entered the year 2013 with 
an average per capita income which is lower than the level 
attained at the end of the 1970s and also among the countries 
experiencing lowest investment rate in the world. It has also 
been opined that the pursuit of sound monetary and fiscal 
policies and good governance can exert a strong moderating 
influence on the exogenous factors that have militated 
against the rapid growth of the Nigerian economy (Soludo, 
2001). Both fiscal and monetary policy measures have been 
employed by the government to influence economic 
activities in the country. 

Evidence has, also shown support for both monetary and 
fiscal policy in promoting economic growth in Nigeria. It is 
also evident from some studies that monetary rather than 
fiscal policy impacted a strong and significant influence on 
the growth of the Nigerian economy (Ajisafe and Folorunso, 
2002; Adefeso and Mobolaji, 2010) while some other studies 
have also reported significant role for fiscal policy (Olaloye 
and Ikhide, 1995; Philip, 2009 and 2011; Medee and Menbee, 
2011). Some recent evidence supports the view that none of 
the two policies is superior as each has important role to play 
(Effiong, 2012; Ogege and Shiro, 2012; Sanni et al, 2012; 
Enahoro, 2013). The general consensus, however, in the 
literature is the advocacy of policy mix in Nigeria as well as 
the developing countries in general. 

The recent global financial crisis has now led further 
credence to the debate on the relative effectiveness of 
monetary and fiscal policies among economic analysts. 
Indeed, the issue of appropriate mix of the two policy options 
is still controversial especially in developing countries. The 
issue of appropriate mix of policy measures is not yet 
addressed in Nigeria. Thus, the paper fills this gap by 
determining the appropriate policy mix instruments of 
monetary and fiscal policy in achieving satisfactory and 
sustainable economic growth in the country. The rest of the 
paper is organized structured into the following sections as 
follows: Section II reviews the existing literature on the 
relative effectiveness of monetary and fiscal policy in 
developed and developing countries while Section III 
focuses on the research methodology. Section IV presents 
and discusses the results obtained while Section V concludes 
the paper. 

2. Review of Literature 
Several authors have examined the relative impact of 

monetary and fiscal policy on various macroeconomic 

aggregates and economic activities in both developed and 
developing countries. The earlier studies on developed 
countries confirm that monetary rather than fiscal policy 
impacted greater influence on economic growth. For 
instance, Andersen and Jordan (1968) and Carlson (1978) 
found that the response of economic activity to monetary 
actions compared with that of fiscal action was larger, more 
predictable and faster in the U.S. Studies by Keran (1970), 
Elliot (1975) and Batten and Hafer (1983) also found that the 
monetary influence on investment and economic activity was 
more important than that of fiscal influence in Canada, 
Germany, Japan and England. The earlier evidence from 
developed countries, thus, strongly supports monetary policy 
while fiscal policy has little role, if any, to play in enhancing 
economic activities in these economies.  

In a more recent study on developed countries, Senbet 
(2011) criticized the single equation model used in most of 
the previous studies in testing the relative importance of 
monetary and fiscal policy on nominal GNP stabilization. 
The author opined that there is possible endogeneity between 
both policies and economic activity and misspecification of 
the model coupled with the wrong use of nominal instead of 
real economic growth. The results further confirmed that 
monetary policy is relatively better than fiscal policy in 
affecting the real output. 

Contrary to the finding above, some other studies on 
developed countries have found fiscal policy performing 
better than monetary actions. For instance, Poddar and 
Hunking (1971) and Artis and Nobay (1972) found that 
fiscal rather than monetary measures were more powerful 
and quicker-acting on economic activities in Canada and UK 
respectively. Cardia (1991), however, found that monetary 
policy and fiscal policy play only a small role in varying 
investment, consumption and output in Canada. Irrespective 
of this finding, the general consensus remains that monetary 
and not fiscal policy impacted stronger influence on nominal 
and real economic activities in developed countries which 
therefore calls for proper implementation of monetary 
policies in these countries. 

In the case of developing countries, however, the bulk of 
empirical research has not reached a consensus concerning 
the relative power of fiscal and monetary policy to promote 
economic growth. For instance, Hussain (1982) and 
Chowdhury (1986) found that both the monetary and fiscal 
variables are significant in all the regression equations, but 
concluded that the changes in government expenditures exert 
a larger, more predictable and faster impact on Pakistan's and 
Bangladesh’s economy respectively than do changes in 
money stock or the monetary base.  

In a more recent study, Shahid et al (2008) confirmed that 
monetary policy is a powerful tool than fiscal policy in South 
Asian countries. The result of Simorangkir and Adamanti 
(2010), however, showed that the combination of fiscal and 
monetary expansion boosts economic growth of Indonesia 
effectively. Similar result by Mahmood and Sial (2011) 
showed that monetary and fiscal policies both play 
significant role in the economic growth of Pakistan. 
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The study of Anna (2012), however, suggested that 
monetary influence is relatively stronger and more 
predictable than fiscal policy in determining economic 
activity in Zimbabwe. Nevertheless, Munongo (2012) found 
no significant role for monetary policy but has support for 
fiscal policy. Contrary to this finding, Ezigbo (2012) 
revealed that monetary policy in a developing country plays 
an important role in increasing the growth rate of the 
economy by controlling inflation and maintaining 
equilibrium in the balance of payments. 

In the case of Nigeria, Ajayi (1974), Ajisafe and 
Folorunso (2002) and Adefeso and Mobolaji (2010) found 
that monetary policy impacted greater influence than fiscal 
policy while Olaloye and Ikhide (1995), Philip (2009) and 
Medee and Nenbee (2011) argued that fiscal policies are 
more crucial for economic growth in the country. Familoni 
(1989) also denounced the classical preference of monetary 
policy over fiscal policy on the basis of their empirical 
evidence and predicted that it would only work for a 
developed economy. 

Effiong (2012), however, investigated accounting 
implications of fiscal and monetary policies on the 
development of the Nigerian stock market. It was discovered 
that only a mixture of monetary and fiscal policy exerted a 
significant impact on the development of Nigerian stock 
market. Also, Enahoro (2013) reported that fiscal and 
monetary policies had enhanced operational efficiency in the 
Nigerian financial institutions, by reducing financial 
indiscipline in the financial and fiscal systems. The paper 
concluded that fiscal and monetary policies had galvanized 
government to commit budgetary management which would 
also address anomalies in the financial system. 

Ogege and Shiro (2012), however, investigated the 
dynamics of Nigeria’s monetary and fiscal policies, focusing 
specifically on their effects on the growth of Nigerian 
economy. The paper revealed that both monetary and fiscal 
policy contributed to the growth of Nigerian economy. 
Similarly, Sanni, et al (2012) found that none of the policies 
can be said to be superior to another and that a proper mix of 
the policies may enhance a better economic growth. 

The review of the existing literature from developed 
countries indicates a general support for monetary rather 
fiscal policy while the general consensus is that there should 
be policy mix in the developing countries. However, the 
issue of appropriate policy mix as suggested by many 
authors is not yet addressed. The present study, thus, fills the 
gap by examining the appropriate policy mix that is 
necessary for economic sustainability in Nigeria. 

3. Model Specification and Techniques 
of Analysis 

Since the objective of the paper is to examine the policy 
mix that will enhance economic growth sustainability, the 
paper adapts a modified version of St. Louis model where 
income series (GDP) is the dependent variable while 

monetary (MP) and fiscal policy (FP) indicators and control 
variables (X) are the explanatory variables. The model 
specified for the study is thus expressed as: 

),,( XFPMPfGDP =           (1) 

The monetary variables employed are narrow money 
supply (MS1), broad money supply (MS2), exchange rate 
(EXR) and interest rate (INT) while public revenue (REV) 
and public expenditure (EXP) were used as fiscal variables. 
Since many studies have found major role for gross fixed 
capital formation (GFCF) and inflation rate (INF) in growth 
models, both series are thus included as control variables. 
With the incorporation of both measures of monetary and 
fiscal variables as well as capital formation and inflation rate 
in equation 1), the model specified for estimation is thus 
expressed as follows: 
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Both nominal and real incomes (NGDP and RGDP) are 
used as dependent variable in equation (2). Public 
expenditure is further broken down into recurrent (REC) and 
capital (CAP) components to allow for separate effect of 
each component. All annual series in equation (2) were 
measured in natural logarithmic form with the exception of 
exchange, interest and inflation rates and gathered mainly 
from Statistical Bulletin of the Central Bank of Nigeria from 
1970 to 2010. In order to avoid spurious results, as observed 
in many past studies, unit root tests were first carried out on 
each series in equations (2) using both the Augmented 
Dickey-Fuller (ADF) and Philip-Perron (PP) tests. 
Cointegration tests were also examined through Johansen 
cointegration techniques and these were followed by the 
estimation of equations (2) using error correction modeling 
ECM) techniques. The results of the unit root tests, 
cointegration and ECM are reported in section IV. 

4. Presentation and Discussion of Major 
Results 

The results presented in Table 1 clearly indicate that all 
series exhibit unit root property using both ADF and PP test 
statistics except for inflation rate. They are I(1) series and 
therefore achieve stationary at first difference using 5 per 
cent level of significance. The results imply that all series has 
to be differenced once in our models in order to avoid 
spurious results. However, first differencing only account for 
short run relationships among series and this problem is 
addressed by finding cointegration among the series and 
results reported in Table 2. 

Table 2 presents the results of Johansen cointegration 
showing the long run relationship between indicator of 
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nominal income series (NGDP) and monetary and fiscal 
variables as reported in models 1 and 2 while that of real 
income series (RGDP) are reported in model 3 and 4. Indeed, 
in all the models, money supply, exchange rate, interest rate, 
public revenue and public expenditure series cointegrated 
with income series. The evidence of cointegration was 

further confirmed by the stationarity of the residual terms 
(ECM) reported in the last row of each model. Both the ADF 
and PP tests confirmed that residual terms are, indeed, 
stationary for all models. The evidence of cointegration 
conforms to error correction mechanism models where both 
the short run and long run relationships are examined. 

Table 1.  ADF and PP Unit Root Test Results of Nigeria’s Annual Series (1970-2013) 

 Level First Difference Order of 
Integration 

Series ADF PP ADF PP  

Log of Nominal GDP (lnNGDP) -0.2454 -0.2543 -3.9963 -5.4486 I(1) 

Log of Real GDP (lnRGDP) -2.4854 -2.6105 -4.5783 -5.8160 I(1) 

Log of Total Revenue (lnREV) -0.7316 -1.0279 -4.8240 -7.0559 I(1) 

Log of Money Supply 1 (lnMS1) -0.6140 -0.1932 -3.7557 -4.5388 I(1) 

Log of Money Supply 2 (lnMS2) -0.4314 0.0561 -3.8956 -4.5360 I(1) 

Log of Gross Fixed Capital Formation (lnGFCF) 0.0063 -0.3083 -4.4162 -4.8729 I(1) 

Log of Capital Expenditure (lnCEXP) -2.0579 -1.6466 -3.7227 -6.5515 I(1) 

Log of Recurrent Expenditure (lnREXP) 0.1136 0.2490 -4.9284 -8.0067 I(1) 

Exchange rate (EXR) 0.6244 0.7351 -4.2417 -6.0785 I(1) 

Inflation Rate (INF) -3.8426 -3.3038 -6.3225 -6.5774 I(0) 

Interest Rate (INT) -1.6828 -2.0249 -7.1407 -8.9327 I(1) 

5% Critical Values for the rejection of 
Hypothesis of unit root -2.9378 -2.9358 -2.9399 -2.378  

Source: Estimates from E-View Econometric Package 

Table 2.  Cointegration/Long Run Relationship Results in Nigeria (1970 – 2013) 

Series 
Model 1 
lnNGDP 

Model 2 
lnNGDP 

Model 3 
lnRGDP 

Model 4 
lnRGDP 

C 
 

3.1157*** 
(8.5139) 

3.0440*** 
(8.7809) 

3.4124*** 
(2.8140) 

3.6098*** 
(3.3986) 

lnGFCF 
-0.0024 
(0.0234) 

-0.0046 
(0.0453) 

-0.1173 
(0.3455) 

-0.2411 
(0.7808) 

lnCEXP 
0.0674 

(1.1114) 
0.0871 

(1.4847) 
0.0211 

(0.1049) 
0.0618 

(0.3435) 

lnREXP 
-0.0486 
(0.3460) 

-0.0884 
(0.6115) 

-0.2220 
(0.4770) 

-0.5714 
(1.2900) 

lnREV 
0.3799*** 
(3.8688) 

0.4248*** 
(4.3665) 

-0.1327 
(0.4079) 

0.0224 
(0.0753) 

lnMS1 
0.4272)*** 

(3.2571) 
 

1.2958*** 
(2.9818) 

 

lnMS2  
0.3861*** 
(3.4101) 

 
1.4364*** 
(4.1406) 

EXR 
0.0068*** 
(4.1915) 

0.0073*** 
(4.4215) 

-0.0210*** 
(3.9392) 

-0.0175*** 
(3.4511) 

INT 
 

0.0144** 
(1.9926) 

0.0151** 
(2.1047) 

0.0111 
(0.4645) 

0.0209 
(0.9481) 

R2 0.9973 0.9973 0.9030 0.9190 

F-Statistic 1710.6*** 1750.8*** 43.9*** 53.5*** 

ECM: ADF 
    PP 

-2.9242 
-3.3838 

-2.8943 
-3.5005 

-3.5249 
-3.5157 

-3.8680 
-3.6149 

Source: Estimates from E-View Econometric Package. Note that figures in parentheses represent absolute t-statistics while ** and 
*** indicate 5 and 1 per cent level of significance. The 5 per cent ADF and PP critical value are -2.6227 and -2.6211 respectively. 
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Table 3.  ECM Parsimonious Economic Growth Modeling Results for Nigeria (1970 – 2013) 

Variable 
Model 1 

Δ ln NGDP 

Model 2 

Δ ln NGDP 

Model 3 

Δ ln RGDP 

Model 4 

Δ ln RGDP 

Constant 
0.0562 

(1.4871) 
0.0421 

(1.0707) 
0.1050 

(0.7830) 
0.2719* 
(1.9231) 

Δ ln NGDP(-2) 
0.205273** 
(2.1273) 

0.3289** 
(2.5667) 

  

Δ ln RGDP(-1)   
0.5028** 
(2.7092) 

0.3434* 
(2.0183) 

Δ ln GFCF   
0.4284 

(1.6356) 
0.3285 

(1.2494) 

Δ ln GFCF(-1) 
0.1910** 
(2.0564) 

0.1208 
(1.5293) 

  

Δ ln MS1   
-1.3963** 
(2.5731) 

 

Δ ln MS1(-1)   
1.1190** 
(2.1713) 

 

Δ ln MS1(-2) 
-0.3215** 
(2.3074) 

   

Δ ln MS2  
0.3470** 
(2.5483) 

 
-1.4525** 
(2.3251) 

ΔLMS2(-2)  
-0.5876*** 
(4.1260) 

  

ΔINT 
0.0094** 
(2.2542) 

0.0132*** 
(3.2776) 

-0.0128 
(0.9507) 

-0.0202 
(1.2322) 

ΔINT(-2) 
-0.0166*** 
(2.9920) 

-0.0182*** 
(4.7441) 

-0.0351** 
(2.1947) 

-0.0220 
(1.3661) 

ΔINF 
0.0037*** 
(3.9626) 

0.0034*** 
(4.1099) 

0.0122** 
(2.7494) 

0.0052 
(1.3304) 

ΔINF(-1)   
-0.0154** 
(2.9337) 

-0.0040 
(0.9391) 

ΔEXR 
0.0085*** 
(4.4915) 

0.0090*** 
(5.2609) 

-0.0184*** 
(2.8517) 

-0.0222*** 
(3.2591) 

ΔEXR-1) 
-0.0027 
(1.6434) 

 
-0.0061 
(0.9789) 

-0.0065 
(1.0652) 

Δ ln REXP 
-0.2691*** 
(3.5653) 

-0.3559*** 
(4.7893) 

 
0.3522 

(1.1175) 

Δ ln REXP-2) 
-0.1911** 
(2.2554) 

 
-0.2691 
(0.9214) 

 

Δ ln CEXP 
0.1314** 
(2.2180) 

0.1671*** 
(3.0842) 

 
-0.2345 
(1.1046) 

Δ ln REV) 
0.5295*** 
(9.9147) 

0.4676*** 
(9.9542) 

0.7109*** 
(2.9343) 

0.3433 
(1.6260) 

Δ ln REV-1) 
-0.1142* 
(1.7203) 

-0.2140*** 
(3.3665) 

 
0.4198** 
(2.0630) 

ECM-1) 
-0.5435*** 
(4.0283) 

-0.6403*** 
(4.6504) 

-0.3941*** 
(2.7468) 

-0.6507*** 
(4.0156) 

R2 0.8859 0.9076 0.6097 0.5954 

F-statistic 10.1894*** 12.8952*** (2.0499* 1.9316* 

DW Statistic 1.9765 2.1608 1.8806 2.0789 

Source: Estimates from E-View Econometric Package. Note that figures in parentheses represent absolute t-statistics while *, ** and 
*** indicate 10, 5 and 1 per cent level of significance respectively. Symbol Δ preceding series represents first difference symbol. 
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The results of estimated ECM parsimonious models are 
reported in Table 3. Models 1 and 2 reports nominal income 
(NGDP) model with narrow (MS1) and broad (MS2) money 
supply respectively while models 3 and 4 reports real income 
(RGDP) also with narrow (MS1) and broad (MS2) money 
supply respectively. The results clearly reveal that the 
coefficients of past error correction mechanism term 
[ECM(-1)], which lie between 0.39 and 0.65 for all models, 
are significantly negative at 1 per cent level of significance. 
The results conform to a priori expectation in terms of sign 
and magnitude. The results clearly show that more than 50.0 
per cent of the past error is corrected in the current period. 

The implication of this result, however, is that all 
identified monetary and fiscal series indeed, cointegrated 
with the income growth series. It then follows that money 
supply, exchange rate, interest rate, public revenue and 
public expenditure series exhibited long run relationship 
with both nominal and real income growth series. Nominal 
income models exhibit high F-statistics that are significant at 
1 per cent level of significance and high coefficients of 
determination (R2) with evidence of no first order 
autocorrelation as indicated by DW statistics. Similar results 
are also reported for real income models but with lower R2 
than that of nominal income model with F-statistics that are 
only significant at 10 per cent level of significance. This 
indicates that nominal income models perform better than 
real income models. 

The results reported for nominal models clearly support 
significant positive role for the estimate of the catch-up term 
or the existing income i.e., second lagged nominal income 
value [NGDP(-2)] at 5 per cent level of significance while 
the first lagged real income value [RGDP(-1)] reported in 
model 3 and 4 supports a significant positive effect at 5 and 
10 per cent level of significance respectively. The result 
indicate that past values of nominal and real income do 
influence the current values of nominal and real income 
series respectively. 

The effect of current gross fixed capital formation (GFCF), 
an auxiliary variable, is positive in models 3 and 4 but not 
significant while its lagged value [GFCF(-1)] is only 
significant in model 1 at 5 per cent level of significance. This 
result has support for theory in term of sign but with little 
support for its significant role in growth process. The results, 
however, clearly show the significant positive effect of 
current inflation rate series (INF) on nominal income at 1 per 
cent level of significance as reported in models 1 and 2 and 
real income at 5 per cent as reported in model 3 but with 
insignificant effect in model 4. Also, the significant positive 
lagged value of inflation rate [INF(-1)] is also recorded in 
model 3 for real income at 5 per cent level of significance. 
The results imply that changes in the general price level do 
impact positive effect on income growth in Nigeria. Hence, 
the level of inflation is responsible for high nominal income 
growth witnessed in the country. 

The results in all models, though mixed, reveal that money 
supply, whether narrowly or broadly defined play a 
significant role in determining the income series, The 

significant effect of second lagged money supply is, however, 
negative in models 1 and 2 at 5 and 1 per cent level of 
significance respectively while the significant negative 
effect of current money supply is reported for models 3 and 4 
at 5 per cent level of significance. The positive influence of 
current and lagged money supply is only reported in models 
2 and 3 respectively at 5 per cent level of significance. It 
follows, therefore, that money supply impacts significant 
influence on income series as reported in previous studies. 

The results on the role of interest rate are also mixed. 
Models 1 and 2 show that the current level of interest rate 
(INT), portends a significant positive influence on nominal 
income series. It, however, portends an insignificant 
negative influence on real income series at 5 per cent level of 
significance as indicated in models 3 and 4. The second 
lagged value of interest rate [INT(-2)] bears a significant 
negative effect in all models except for model 4 where it 
possesses an insignificant negative effect. Similar result is 
reported on exchange rate where its current value bears a 
significant positive influence on nominal income and 
significant negative effect on real income all at 1 per cent 
level of significance. Its first lagged value [INT(-1)], 
however, portends an insignificant negative influence as 
reported in models 1, 3 and 4. 

The recurrent expenditure at current level (REXP) bears a 
significant negative effect on nominal income at 1 per cent 
level of significance as reported in models 1 and 2 while it 
portend an insignificant positive influence on real income as 
indicated in model 4. The insignificant positive effect of the 
first lagged recurrent expenditure [REXP(-1)] is also 
reported in model 2 while its significant negative effect of 
the second lagged recurrent expenditure [REXP(-2)] is 
reported in model 1 and insignificant negative effect in 
model 3. The significant positive influence of current capital 
expenditure (CEXP) is, however, reported for nominal 
income with insignificant negative effect reported for real 
model as indicated in model 4. The result implies that capital 
expenditure can serve as appropriate fiscal measure for 
promoting income growth as theory predicts. 

The results on for the role of public revenue, though mixed, 
clearly indicate a strong and significant role in the 
determination of both nominal and real income series. 
Models 1 and 2 show that the current level of revenue (REV), 
portends a significant positive influence on nominal income 
series as reported in models 1 and 2 while similar result also 
hold for real income series as indicated in model 3 but it 
bears insignificant positive effect in model 4. Except for 
model 4 where significant positive first lagged effect of 
revenue [REV(-1)] is recorded, its effect is significantly 
negative for nominal income reported in models 1 and 2. 
Hence, there is strong indication that revenue policy of the 
government has significant positive role to play in income 
generation in Nigeria. 

5. Conclusions 
The paper determined the appropriate mix of fiscal and 
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monetary policy indicators in attaining rapid and sustainable 
economic growth in Nigeria. Both nominal and real income 
series were employed. Narrow and broad money, domestic 
interest and foreign currency exchange rates were used as 
monetary policy indicators while public revenue and 
expenditure served as fiscal policy measures. Public 
expenditure was further divided into recurrent and capital 
components.  

The paper revealed that public revenue had significant 
positive impact on income growth both in the short and long 
run. The current interest rate had significant positive 
influence on nominal income growth while its lagged value 
portended significant negative influence on nominal income 
in the short run and also possessed significant positive 
influence in the long run. The result also showed that all the 
fiscal and monetary variables of interest cointegrated with 
the economic growth series in the country. This suggests that 
there is a long run relationship among fiscal and monetary 
variables and economic growth. 

The appropriate monetary and fiscal policy mix for the 
long run included money supply, whether narrowly or 
broadly defined, foreign currency exchange rate, interest rate 
and public revenue resulting from tax policy of the 
government. In the short run, capital spending is added to the 
same policy mix reported for long run. The paper, indeed, 
found positive influence of monetary and fiscal policy 
indicators on both nominal and real economic growth in the 
long run. 

The paper, thus, established that the level of government 
revenue, level of foreign exchange rate, domestic interest 
rate and level of money supply are the appropriate 
instrument mix in promoting and sustaining economic 
growth in the country. The paper concluded that fiscal and 
monetary policies are still complementary. It is however 
expected that further studies on this issue will extend the 
frontier of knowledge by incorporating different components 
of money supply measures and public revenue as the neglect 
of these components serves a major limitation of this paper. 
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