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ABSTRACT 

 The st udy exa mi ned the trend and pattern of  fiscal  policy variabl es  and pri vat e 

consumpti on;  est ablished t he existence of  Ri cardian Equi val ence Hypothesis usi ng Ni geri an 

dat a;  anal yzed t he rel ationshi p bet ween government  debt  and pri vat e consumpti on;  det er mi ned 

the i mpact  of  fiscal  policy shocks  on pri vat e consumpti on and i nvestigat ed t he effects  of 

antici pat ed and unantici pat ed fiscal  policy shocks  on pri vat e consumpti on.  Thi s  was  wit h a  vi e w 

to pr ovi di ng i nfor mati on f or  announce ment  and post  i mpl e ment ati on effects of  changes  i n fiscal 

policy variabl es on pri vate consumpti on i n Ni geria bet ween 1981 and 2011.   

 Secondary dat a were used f or  t he st udy.  Quarterly ti me series  dat a on t he Gover nment 

Revenue,  Government  Expendit ure,  Government  Debt,  Int erest  Rat es  and Pri vat e Consu mpti on 

from 1981: 1 t o 2011: 4 were collect ed from Central  Bank of  Ni geria ( CBN)  St atistical  Bull eti n 

for  vari ous  years  ( 2008 – 2011)  while dat a on Tot al  Wealt h,  Di sposabl e I nco me  and 

Di st orti onary t axes  were collected from Worl d Devel opment  I ndi cati on,  2011.  Dat a coll ect ed 

were anal yzed usi ng descripti ve statistics and econo metric techni ques.  

 The results of  t he trend and pattern anal ysis  showed t hat  t here were cyclical  move ment 

bet ween fiscal  policy variabl es  and pri vat e consumpti on i n Ni geria f or  t he peri ods  of  st udy.  The 

results on t he existence of  Ri cardi an Equi val ence Hypot hesis  i n Ni geria i ndi cat ed t hat  onl y 

government  expendit ure confir med t he existence of  Ri cardi an Equi val ence Hypot hesis  i n 

Ni geria ( β = - 0. 1598,  p<0. 05)  whil e ot her  variables  li ke di st orti onary t axes  ( β = 0. 3837,  p<0. 05 

instead of  β = 0,  p<0. 05);  disposabl e i ncome  ( β = 0. 0244,  p>0. 05 i nst ead of  β ≠ 0 ,  p<0. 05); 

government  debt  ( β = - 0.3881,  p<0. 05 i nst ead of  β = - 0 ,  p<0. 05)  and t ot al  wealt h ( β = 0. 0793, 
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p<0. 05 i nst ead β = 0 ,  p<0. 05)  showed t hat  Ri cardian Equi val ence Hypothesis  di d not  hol d i n 

Ni geria.  The st udy al so showed t hat  government  debt  ( β = - 0. 1208,  p<0. 05)  had negati ve and 

si gnificant  effect  on privat e consumpti on i n Ni geria.  The SVAR r esults reveal ed t hat 

government  revenue shock ( β = - 0. 97,  p<0. 05)  and government  spendi ng shock ( β = - 0. 36, 

p<0. 05)  had negati ve and si gnificant  i mpacts  on pri vat e consumpti on while government  debt 

shock ( β = - 0. 38,  p>0. 05)  had positi ve and i nsi gnificant  effect  on pri vat e consumpti on.  Fi nall y, 

the st udy al so reveal ed that  t he coefficients  of  antici pat ed fiscal  policy shocks  ( = 1. 6313, 

p<0. 05;  = 0. 1730,  p<0. 1 and = - 0. 4003,  p>0. 05)  had si gnificant  i mpacts  on pri vat e 

consumpti on whil e t he coefficients  of  unanticipated fiscal  policy shocks  ( = 9. 81E- 07, 

p<0. 05;  = - 2. 33E- 07,  p<0. 05 and = - 7. 50E- 08,  p>0. 05)  had no si gnificant  effect  on 

pri vat e consumpti on i n Nigeria.  

 The st udy concl uded t hat  t he existence of  REH in Ni geria was  i nconcl usi ve.  Al so t he 

announce ment  of  government  policies  had i mmedi ate effect  on pri vat e consumpti on whil e t he 

i mpl e ment ati on peri od had no effect on pri vat e consumpti on.  
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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background to the St udy 

 One of t he tenets of macroecono mi cs is how fiscal policy can be effective in sti mul ati ng 

aggregat e de mand and revi vi ng a stagnant pri vat e consumpti on. Effecti ve fiscal policies provi de 

a stabl e macro environment for i nvest ment and i ncreased producti vit y. Fiscal policy invol ves 

the deli berate acti ons of government i n spendi ng money and levyi ng taxes wi t h a view t o 

infl uenci ng macro-economi c variabl es t o attai n a desired directi on. This i ncl udes sust ai nabl e 

econo mi c growt h vi a i ncrease in aggregat e de mand, hi gh e mpl oyment creation and l ow 

inflati on ( Abat a et al, 2012). Increase in government spendi ng or a reduction i n taxes tend t o 

pull the consumpti on level ( most especi all y pri vate consumpti on) out of a recessi on; while 

reduced spendi ng or i ncreased taxes sl ow down a boo m ( Dor nbusch and Fischer, 1990).  

 Evi dentl y, the achieve ment of sustai nabl e i ncrease or decrease in pri vat e consumpti on 

through fiscal policy in Ni geria has re mai ned uncl ear. Despite t he subst antial increases i n 

government expendit ure from 1980s t o 2011, pri vat e consumpti on has not gr own wit h the 

expected rates, Abat a et al (2012). The depri ved perfor mance of fiscal policy has been 

apparentl y bla med on t he probl e ms of policy i nconsistenci es, hi gh level of corrupti on, wast eful 

spendi ng, poor policy i mpl e ment ati on and lack of feedback mechanis m from i mpl e ment ed 

policies bet ween 1985 and 2005 ( Omit ogun and Ayi nla, 2007; Abat a et al 2012). In t he debat e 

on econo mi c policy, fiscal policy is predomi nantly vi ewed as an instrument to miti gat e short -

run fluct uati ons in pri vate consumpti on and e mploy ment. By varyi ng government spendi ng or 

taxati on, fiscal policy aims at alteri ng aggregate de mand i n order t o move the present level of 
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pri vat e consumpti on cl oser t o pot ential level, ( Eggertsson et al, 2010; Christiano, Eichenbau m 

and Rebel o, 2011).  

 Fi scal policy also ent ails how t he creati on of public debt affects t he pri vat e sect or 

( Omit ogun and Ayi nla, 2007). This aspect is particul arl y vital when eval uating stabilization 

policies wit h a noti on t o affect aggregate de mand.  The Keynesi an perspective on t his issue is 

that, for a gi ven pat h of government consumpti on, by decreasi ng taxes t oday, t he pri vat e sect or 

wi ll increase its spendi ng, and t hus aggregat e consu mpti on i ncreases. To t his end, t he pri vat e 

consumpti on t oday is deter mi ned by t oday' s disposable i ncome; hence wit h a tax cut, bot h 

di sposabl e i ncome and private consumpti on will increase. This concl usi on impli es t hat 

househol ds regard t heir hol di ng of government bonds as net wealt h, i.e. the househol ds do not 

di scount any part of t he fut ure tax increases t hat are necessary t o repay t he public debt. A 

si milar concl usi on of t he effects of debt policy is obt ai ned i n neoclassical models of t he Yaari-

Bl anchard t ype (see Bl anchard, 1985; and Buiter et al, 2002), where new househol ds ent er t he 

econo my i n the fut ure, and t hus a part of t he tax bur den is evaded by t he househol ds t hat are 

presentl y part of t he econo my. In t his type of model, househol ds discount onl y a part of fut ure 

tax payments, and t hus a tax cut t oday i ncreases private consumpti on, but by a s maller a mount 

than i n a Keynesi an model. 

 The Ri cardi an equi val ence hypot hesis ( REH) stands i n sharp contrast to t he 

conventi onal view by argui ng t hat government deficit fi nanci ng merel y generates t he pri vat e 

savi ng necessary t o absorb t he additi onal government debt, leavi ng nati onal savi ng and pri vat e 

consumpti on unaltered. In ot her wor ds, Ri cardi an equi val ence hol ds t hat an increase in t he 

government deficit will be exactl y offset by an i ncrease in pri vat e sect or savi ngs. Furt her more, 

as nati onal savi ng does not change, t he real interest rate need not rise i n a closed econo my t o 
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mai nt ai n the bal ance between nati onal savi ng and invest ment and hence, there is no effect on 

invest ment as well as privat e consumpti on either. In an open econo my, t here woul d be no effect 

on t he current account balance because pri vat e saving rises enough t o avoi d the need t o borrow 

from abroad. Therefore, budget deficits woul d not cause current account deficits.  

 These concl usi ons are for mall y based on Barro' s (1974) se mi nal paper. By introduci ng 

rational behavi our and fiscal expect ations int o a for war d-l ooki ng per manent i ncome-life cycl e 

consumpti on model, it showed t hat inter-te mporally maxi mi zi ng rational consumers will not 

vi ew government debt as a part of t heir net wealt h if they accurat el y anti ci pat e t he fut ure tax 

liability of t hat debt. Instead, rati onal consumers woul d realize t hat the public debt creat ed now 

by government borrowi ng must be repai d i n t he future by an i ncrease in taxes. Hence, a 

loweri ng of taxes t oday wi ll merel y induce consumers t o i ncrease savi ng in order t o avoi d a 

sharp decli ne in t heir future disposabl e i ncome and consumpti on due t o hi gher taxes. Pri vat e 

consumpti on t hus re mai ns unchanged provi ded t hat t he present val ue of government 

expendit ures is not affected by t he choi ce of budget deficits and surpl uses, i.e. by t he ti mi ng of 

taxes. If this is a correct represent ati on of consumer behavi our, the Ri cardi an equi val ence 

pr opositi on leads to a quite drastic policy i mplications: since a deficit-fi nanced tax cut has no 

effect on aggregate consu mer de mand, even i n t he short run, atte mpt s t o stabilize t he econo my 

are doomed t o be futile.  

 Al so,  t here has  e mer ged a t hird li ne of  reasoni ng called t he non- Keynesi an vi e w,  whi ch 

stresses  t he i mport ance of  t he current  fiscal  policy i n shapi ng consumers'  expect ati ons  about  t he 

fut ure policy mi x.  Specifically,  if  t he l evel  of  government  debt  affects  consumers'  expect ati ons 

on t he f ut ure pat h of government  budget  vari abl es,  expansi onary fiscal  policy t oday i n 

associ ation wit h a hi gh government  debt  t o GDP rati o and l arge budget  deficit  may have a 
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contracti onary effect  on pri vat e consumpti on and aggregat e de mand.  For  exa mpl e,  Sut herl and 

(1995)  shows  t hat  if  a hi gh l evel  of  government  debt  si gnals  an i mminent  need f or  fiscal 

stabilizati on,  for war d-l ooki ng rati onal  consumers antici pat e t he eventual  consequences  of 

accumul ati ng government debt and decrease their consumpti on i n response 


